BrBLIVTECA NACIONES UNIDAS MEXICO

PROPIEDAD De

UNITED NATIONS

_ GENERAL
E CN.lZ/ 816
FECONOMIC e
A N D ENGLISH

ORIGINAL: SPANISH

SOCIAL COUNCIL

R L L Ty L Y T T Y L T L LI E T LT T rIIT

ECONOMIC COMMISSION FOR LATIN AMERICA

Thirteenth session ,
Lima, Peru, 14-23 April 1969

SECOND UNITED NATIONS DEVELOPMENT DECADE

*

Latin America's Foreign trade policy






e E/CN,12/816
Page iii

TABLE OF CONTENTS

INTRODUCT.ION IR NN R Y E N R R N NN N R PR NN FY AN AR NN NN RN v

Chapter I, . TRADITIONAL TRADE POLICY AND EXTERNAL SECTOR
TRENDS: CHARACTERISTICS AND DIAGNOSIS sseseeesssve 1

1. External sector trends in the post-war

periOd SR P E BRI NIV IEIEI IS IERIIARTERREEERRTRS 1
2, Trends of Latin American exports tretssssssreys 4
3. De_teminants of em'."t trends sesasLpROCOIRE S E 10
he World trade prospects for primary products ,.. 2
5« Exportes of mamufactures as an immediate

tradeé policy objective cievessscsssrsscsccases 30

Appendix E IR PPN RICNRNII NI P PIITRIORBORGEIS 38

Chapter II, INTFRNATIONAL ACTION IN RELATION TO PRIMARY
PRODUCTS 0N ¢S D e A APl o sesdddaBiase s taABLAsdYRESS L!J-

1. Market stabilization measures ...cesecseavevss 42
2. Measures to improve access to markets ...iece0e 47
3. E.V:p;):'tv diversification programnes (RN N NN EE NN NN 51
l~|'o Special preferences P I e Y Y E TN ) 55

Chapter III, EXFORTS OF MANUFACTURES AND SEMI-MANUFACTURES ,... 59

1. Recent trends in exports of manufactures

and semi-manufactires . escecassrssssnscessere 29
2. Exports of mainufactures as a dynamiz facter

in Latin America's foreign trade soeeoseceessse 67
3. Establishmert of a general system of

preferences for manufactures and semi-

manufactures from developing countries ..esees 77
L. Promotion of exports of manufactures and

Semi~manufsctureS svesevseesassvrasesrsnessesss 81

Chapter IV, EXTERNAL FINANCING seeecencvocancsscccvsorsesosass Sh

1. Latin America's external financing position .. 84
2, External financing prospects .eeessescesssaces 87
3. International action with respect to the

problems of external finanCing seeessecesesses 9%

/INTRODUCTION






E/CN,12/816
Page v

INTRODUCTION

The present document has been prepared with two aims in view: :
first, to evaluate the trade policy of the Latin American countries in
recent years, with a view to identifying the main objectives it shbuld
pursue, and secondly, to examine the progress achieved in external trade
and international financial co-operation, bearing in mind the decisions
and recommendations of the ﬁnited*Naﬁions Conference on Trade and _
Develomment (UNCTAD) and the General Agreement on Tariffs and Trade (GATT).

Although chapter I, which deals with trade policy, does not claim
to be exhaustive, it endeavours to show that the essential 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 wanaged to
change the traditional structure of their exporvs over the past twenty
years, while concurrently the congenital weakness of their growth has
resulted in a gradual whittling away of their share of world trade, this
is to a large extent because trade policy has been a passive agent among
the forees moulding the economy of each country, While, undenliably, events
have been to some extent determined by powerful factors which the countries
of the region are unable to control it cannot be ignored that, faced
with the chronic disequilibrium of the external sector, trade pelicy,
rather than representing a deliBeratg and systematic effort te expand
and diversify export activities, has concentrated on measures to limit
imports, by encouraging indiscriminate import substitution, 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 mamufactures as one
of its essential objectives, because of the contribution that manufactures
can make to resolving the external bottleneck and energizing the Latin
American economies. This does not mean that less attention should be
paid to commodities; quite the reverse, the efforts of the Latin
American countries at the international level will have to be redoubled
to meet the targets already fixed for commodities, which account for
more than 90 per cent of their total export receipts,

/The remaining



E/CN,12/816
Page vi

© The remaining chapters of the document supplement to some extent
the views expressed in chapter I, in that they examine various matters
relating to trade in commodities and manufactures and to external
finaneing in the light of recent discussions in UNCTAD and GATT, They
outline the progress achieved in each of these fields and describe the
nature of the proposéls aﬁd'fecommendatioﬂs that are still at the
discussion or the negotiatihg stages, with particular reference to
the decisions adopted at the sscond session of UNGTAD,

/Chapter I
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Chapter I

TRADITIONAL TRADE POLICY AND EXTERMAL SECTCR TRENDS:
: . CHARACTERISTICS AND DIAGNOSIS X

1;. 'External sect}'or tre‘nds in t.h‘e post=war period”

. The evolution of Latin Amer:i.ca‘s extemal sactor i.n the last twenty
years has. been highly. unpromising both. in the region as a whole and in
most of the individual count.ries, Its t.rend and characteristics a.re the
result not only of the adverse .fa.ct,ors that conti:me to beset int.emational
commodity trade, and the problems and obstacles created by mtematlonal

rade policy but also of the +en,o:' of tra.da policy and the economic
develo;:ment of ths tin Aperic an countriea.

A broad sunmary of those trends a.nd i‘ea’cnres is given hela!.-ro

(a) Slow growth of exports (except in the rela.tively less developed
countries), The sluggish tempo in the growth cf eXports Was accompanied .'
by a fall in prices between 1954 and 2962 and Lndcr-'d:l.ve.; uJ.i‘.*..cam.cn. ) |
Because of this, exports still rebain. 'bhe:l.r tradltlona.l s‘am.xcture, w:.th t.he
bulk -of the products.consisting of primary, connnodlties ’ and ear'h count-ry
be:l.ng heavily dependent.on a few_ such staples for its export trade. 5 This
lack of diversification in product and market structure has, prevented ‘the
Latin American countries from overcoming the stagnation in their foreign
trade, which has been flagging as a result of the mﬂﬂmbility of demand
in the region's traditional commodity markets > falling prices and other
 features of such markets which have had an adverse impact on t_he export

1/ Except where otherwise indicated, the expressions "Latin America®,
"Latin American countries", etec, refer to the twenty countries t.hat. '
have traditionally m:de. up the Latin American areg, that is; including
Cuba but excluding the Caribbean countries (Trinidad and Tobago,
Jamaica, Guyana and Barbados). As it is not long since these
¢ountries became independent, and as they are members of the British
Commonwealth preference system and their economic and trade relations
are mainly with the Commonwealth, and particularly the United Kingdom,
thair external sector and trade policies differ considerably in nature
and trend from those of the countries in the Latin American region
proper, Nevertheless, many of the conclusions to be drawn froem this
analysis will be valid for them, In the case of Cuba, however, the
applicability of the conclusions and analysis is strictly limited, as
its trade policy, external sector and economic development policy have
changed fundamentally since the begimning of the nineteen~sixties,

/trade of
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trade of the Latin American countries (including those which have made
headway with their industrial development), Consequently, it is still
carried on within the traditional pattern of the international division
of labour, although that pattern was regarded as no longer valid twenty
years agn, ‘

(b) Steady decline of the import coefficient, which in some cases
has dropped so low that it can hardly be reduced any further, in nearly
all the countries with larger markets and a more advanced industrial
sector (Argentina, Brazil, Colombia, Mexico, Uruguay and Venezuela),
There was also a change in the structuré of imports, which, in most of
the abovermentioned countries, ended up with very few non-essential
consumer goods. This trend, which results from the limitations of the
capacity to import, the process of impeort substitutioh, and the
requirements of industrial growth itself, shows that ths trade gap (the
difference between the cost of the iﬁports needed to achieve certain
‘development targets and export earnings) is widening and has led to a
new and more serious kind of external vulnerability in those countrles.
On the other hand, the import coefficient has increased, at times very
substantially, in nearly all the other Latin American countries, namely,
Peru and those at a relatiVeLV less‘advancéd stage of development, except
Costa Rica and Haiti,

(c) The rapid growth of extnrnal 1ndebtedness, maLnly of the short-
and medium-term sort, in nearly all the countries of the region. This has
led to a sharp inerease 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 gcods and services, partlcularly
in the more 1ndustrially developed countries, and have 1nevitably had an
adverse effect ‘on their capacity to import, Service payments by the
Latin American countries on their external debt amounted to 2,000 million
dollars in 1967 nr just over 16 per cent of their entire revenue from

/exports in
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exports in that year.g/ ‘This figure would be much higher if a1l fnreign
capital servicing were taken inte account,. For the. regiqn as a whole,.
except Cuba, tetal payments averaged 36 per cent of export earnings in
1960~66 as against 18 per cent in 1950-54, and by 1966 they had jumped to
48 per cent for Brazil, 47 per cent for Chile and 41 per cent for belco.
In the last few years, the reglon has reached the point at which its capltal
outgoings exceed its revenue and hds become a net exporter of capital,
owing to the situaticn of the more developed of the Latin American
countries, with the exception of beico.z/ ‘ |

(d) Contraction of the regionls gross international reserves up to
1962, when they were lower than at any other time in the post-war peried,
mrinly because of the losses suffered by Argentina, Brazil, Colombia and
Uruguay, which had to draw on their reserves to narrow the trade gap.
Although they made a remarkable recovery between 1962 and 1967, in the
latter year gross reserves wore only Just enouzh to pay for ome to three
months. of imports in nearly 2ll the Latin American countriecs, Moreover, in
most of them, the level .of reserves has sunk very leow and, in Brazil, Chile,
Colombia, Uruguay and a few others, the balance becomes definltely negative
when ‘the central banks! llabllities abroad are deducted

g/ World Bank Internatlonal Development Assoclation, Annual report 1968,

~ tables 6 and 7, The public external debt of the Latin American
countries is much higher than that of any other developing area
(12,000 millieon dellars as of 30 June 1967 out of a total of
29,460 miliion for all developing countries), As these loans have
shorter maturity pericds, the sum of 2,000 million dellars paid by
Latin America in 1967 to service the debt was equivalent to 55 per
cent of the total (3,750 million) paid by the developing countries
as a whole, MbreOVer, it is the Latin American countries, and
particularly Argentina, Brazil and Mexico, that spend the hlghest
proportions of their export earnings on debt servicing,

3/ For further details on the trends and current situation of the
external financing of the Latin American countries, see chapter IV
and also the "Economic Survey of Latin America, 1968 (E/CN.12/8255
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 Amerlcan exports

Thesa characterlstics are largely a reflection 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 fell far short
_ of the level required to meet import demand, particularly in the context
of the process of economic growth, This low rate is all:the more
significant 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
all the other regions in the tempo of its export trade (see table 1),
apd its share of total world exports shrank from 11 per cent in 1950 to
5:3 per cent in 1967 as a result,

During that tims, the growth rate of Latin Americals export varied
quite appreciably, Beiwesen 1955 and 1960 it was virtually at a standstill,
mainly because of a drop in the prices of a number of commodities, In
1960-66 it made. a good reccvery, 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 figures for 1568,
are the most recent manifestations of this mode of growth, Export trade
has thus not only been slow to grow, but alse highly prons to flag
altogether, In both respects, the main reasons have been the heavy share
of exports that is 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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LATIN AMERICAs EXPOR? OF INDIVIDUAL COUNTRIES AND GROUPINGS AND WORLD TOTAL

(Cumulative simuad grovih ratsd)

 Value of

- Avorege exports

1950.52/ in 1367

N ‘ 1966 196
Country of origin ‘1?50-55 1955—60 7196045.‘"' '1%357 5% 196567 (m4118ome

ST ' ao1fire)
Argentina X} %1 647 8,7 8.1 2.8 1 4&y
Boliviae - 0.8 ~8.1 161 11,6 17.7 1.9 153
Brazil 0a9 2,2 4.7 9e1 540 0.6 1654
Ghile 0.5 0o . 75 T - .25e7 0u5 Be2 86y -
Colombie 729 =307 1.8 a7 4.8 L.l Slig
Eouador 9.2 ' k.3 T 3.3 7.5 57 200
Mazioc 8.9 e ‘0.9 . 80“‘ 7- -602 l;Is 1 152
Paraguay 2,2 ~l.1 1045 ~1105 7N i I 50
Foru 7e3 9.9 9.1 15.2 3.0 8.2 265
Urugusy - w643 b7 8e2 Cw2e6 0 alle8 . My 159
Ymemla 10.3 ] 4.6 . 0.'+ -3;9 5.1 5-0 2 %2
LAP?A, insluding intre-ares 4rado 4,2 L3 b8 5 “La7 3.1 9l
LAPTA, exoluding 1ntm-amgjmda - . B3 5.0 .. =lab - r 8 B26
CACM, inoluding intye.area trede 7.7 X0 12,4 9%l - 2.5 .64 858
0A0M, oxoluding intre-ares trado - - 9.9 b6 2.6 S [<2]
Cuba S | o ~18 02 2e1 -13,7 11.5 <07 (860}
Domindsan Republie 5,8 IR T 905 13.8 L7 157
Pannms, - 6-1" "2.8 1807 12,0 907 Ba"" 113
Hagtd _ ~0a 6 L7 .0 ~Tel 8.6 -1.9 - 32
fotal, Iatin Americe 58 Le2 ' 5.0 B3 0.4 50 11 2%6
Total, doveloping countries 9_.__1'{; 37 743 63 Jalt 39 4 000
Total, developed scuntpies 0.1 Zs2 8,4 10,4 5 = Ze5 149 500
Horld total 2:2 St Z8 2.2 52 629 214 b0

Latin Amerdse's share of 950" 1952 1952 1965 . 1966 1967
verld total 11,0 9.5 8.8 5.8 %26 5%

Sourcan: Internatlonsl Monstary Fund, Balsneo of m ymenta Yaarbook, wvola, 11!-19} for :I.ntm-IAﬂA trada,

FIld, Eoonprde Survey of Latin 4 ntin Americs, 1966 (United Nations publication, Siles NO: E 6B8,II.G.2);

farta i 1D iormaiive, Pormanont See Sesretariat of the Contral American Economlo Integration Traa.ty,
Tnited 1 Nationa, reazbook of Intornatiensl- dea S‘tatiat:l.cs, 1554, 1962, 1966,

/4 low
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A low growth rate and continued vulnerability to world market
vicissitudes are features that‘are common to trade the export of the region
as a whole and of nearly all the individual countries, even those where
industfy is most édvanced. In spite of their ihdust?ial development, these
countries have not succeeded in changing the traditional structure of their
exports to any great extent, which still largely consists of a handful of
primary commodities, and most of their external purchasing pdwer is, as
always, at the mercy of international demand for these products. Admittedly,
with two or three exceptions, there are signs that the different countries
are ceming to depend less on certain key products in their export trade,
but obviously there has been no major change in this respect nor has any
modification been made in other than primary productspé/

The characteristics and trends of the external sector differ
considerably from one country to another, As table 1 indicates, exports
increased at a fairly hign cumilative rate over the past fif{tesn years '
in a group of countries, consisting of Panama, Peru, the Central American
Commen Market members and, to a lesser extent, Ecuador, In other words,
six »f the seven Latin American countries which achieved the greatest
expansion in exports are at a relatively less advanced stage of
develomment, 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 & per cent in five 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 last group (Cuba,

Haiti and Uruguay), exports contracted in absolute terms,

L/ Almost half the Latin American countries are still dependent on a
single product for more than 50 pér cent of their eéxport earnings.
They include Chile, Colombia and Venezuela, where copper, coffee
and petroleum respectively averaged 65, 67 and 90 per cent of their
total exports between 1964 and 1966, In five others, including
Brazil, one commodity accounted for 44 to 50 per cent, Argentina,
Peru, and in particular Mexico have gone furthest in diversifying -
their exports, but these still zonsist of a fairly small number of
products,

/Mith regard
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With regard to the countries whose export téade averaged a relatively
high rate of growth, it is useful to point to the specific condltions
that made this posaible, It has already‘been noted that six of the seven
countries whose exports made the greatest headway are relatively less
developed, and the value of their exports, at the begihnlng of the period
at any rate, was quite small {30 million dollars or less for Nicaragua
and Panama and from 50 to 80 millien dollars for the others), As a result,
the products they have to offer count for little in world export trade,
They are, in fact, marginal suppliers ‘of such commoditias (the enly
important exneption being bananas) andAby teking advantage of propitious
conditlions despite the state of world demand, could thus step up their
exports very quickly, to quentities that might have little relative
importance elsewhere but would represent a huge percentage increase for
them, For instance, the upsw1ng in the Central American countries’
exports was mainly in cotton, followed by cofxse (in which Ecuader also
achieved a substantial ircrease). Thelr progress Wag largely due to the
restrlctlons on productlon and exports ‘applied by the United States to
cotton and by Colombia and Braail to coffee. In Panama, the extremely
rapid ngWth of exports after 1960 can be traced to an expansion in the
volume of banana sales, 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 Centpal American Common larket after 1960
A developed largely because of the remarkable growth rate of intra-area
trade, which rose by more than 30 per cent each year between 1960 and 1967,
' The only country thit departs from the rule to some extent is Peru,
whose exports have grown 1ap1dly and steadily throughout the period under
consideration, Durlng most of the ‘nineteen-fifties their development was
due to an expansion in theé valume nf ‘such traditienal ‘export jtems as copper,
silver, lead, zinc, coffee, sugar and cotton, and later to the introduction
f iron ore and, above all, fish meal, which is 1ncreasing 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 fish meal fell in price apparently owing to heavy competiticn
from a lower—priced substitute ~ soya bean cake - which the United Sates
is starting to export in large quantlties. In other words, by becoming
the leading world producer and exporter of fish meal, Peru has greatly
' /limited its
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limited its possibilities ef further development and is being increasingly
affécted by the problems that confront major exporters of primary commodities,
ises, a glutted market, violent price fluctuations, growing competition
from substitutes, etc. |

| Cne of the major factors conditioning the evolutien of éxport income
in Latin America is the instability of market prices for its staple exports,
The general index of the unit value of exports, although varying widely and
erratically from one commodity to another, reached its peak in 1951 and
from then on declined steadily (especially in 1954) until it touched its
lowest point in 1962, when it was 22 per cent below the maximum, DMuch of
the increase in the volume of salse thus went to compensais for the fall
in prices, Although there was an annual increase of 4.8 por cent in thé
voluﬁe of exports between 1954 and 1962, they improved only 1.7 per cent

in value, since the average unit price during that psriod drépped 2,9 Pef
cent each year, Between 1962 und 1966, however, exports rese by 6.2 per
cent in value annually, although expanding a good deal less in volume

(2.9 per cent), thanks to an average yearly increase of 3.3 per cent in
the price index, In other woris, 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, especially for copper and other metals,
coffee, bananas and grains.

The most dynamic sector of ILatin American exports has been manufactures
and semi-manufactures, which deveioped 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 result, they have
appreciably increased their proportional share of exports while remaining
fairly limited in absolute terms (with an increment of only 5 per cent
yearly in l96h—66).~/ Moreover, as will be seen later, the increase in .
Latin Americals exports of manufactures was primarily due to the expansion
of intra-area trade in those sategories, both in LAFTA and, relatively
to a far greater extent, in the Central American Common Market,

'

5/ For an explanation of the classification of products into primary
comnodities and manufactures adepted in table 2 and others in this
study, see the methodological annex below,

/Table 2
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Table 2 )
-‘ LATIN AH.I'IRIGM ‘TOTAL MTS, B’I GROIJPS OF' PROBUG‘I'S, 1955-57 -AND 196'!-65

| o —— Ousilative
. Milllens of dellers : . :
SITC sections and dhapters — : ' of total m
1955-57 . . 196466 - . 1955-57 196466  &rewih rate
Food, beverages tobases o . ' -
{sections 0 end 1) co . .89 - kg3 M7 . L4 Lt 2B
Orude materials, inedible, axespt - - : e T e e '
fuels (amim 2 and k) 1573 214 18a7 . 1943 . 35
Mineral fuels, lubricante and | . o .
related materigls (seotlom 3) - -2 127 2713 253 SR ™ S 207
Non~forrous metals (ehapte:- &)y - - 515 _/ T sy 6.1 68 Lt
Total primary grgduutﬁ | 7 8 1l+8, 10 51 9647 Pl 2.9
Cheniools (ssction 5) _ 8 - 173 1,0 L5 Be2
Simple mamifactured pradusts. ‘
(sections € and 8 exeluding » S 7 o ‘ )
shapter 63) ' Wwe 320 ‘ 1.8 2,9 " 849
Mashinery and trenspert squipnent S e e
(ssotion 7) : . oo ©oa Y IS N AUIRY -\ RESRNUPRENRI! S SR X 3 2040
Total mapufestures co e N6 o 862 - 269 T Bal 26
Total exports b/ 8 2y 11107 - 1000, 10040 31

Sourag: United Nations, Ha-x‘cﬁy Bulletin u{’ stat‘ ‘t* LTy va.!viaua lgsuess

af Inoludsa a sman volupe oi’ iron snd stesl exported from Mu:ioo.
b/ Inoludes various exporbs in sesticn 9 (ams, soins that are not legal tandar, attie Jo

. /3. Determinants
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3. Determinants of export trends

The tardy growth and under—diversifiéation of exports not only
account for the aggfavatidn of Iatin 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 regionts industrial growth, since their composition has not
changed and developed to‘thé same extent as thé structures of the Latin
American economies, Herein undoubtedly lies one of the major:rreasons
for the regioh's slow rate of economic development, and ahove all for
ﬁhe difficulties which have been increasingly hampering stéady expaﬁsion
in most of its more highiy industrialized countries., But the Eombihafion .
of characteristics described, and, more directly, the sluggish progress
of exports of manufactures, are in their turn a prodnct of these countries?
industrialization and eéonomic development policy itself (3inmasmuch as
import policy has been made one of its key components) and cf deficiencies
in their trade policy. The operation of these internal factors; which
will be analysed later, is reflected in the latin American countries'!
inability to adapt their exports to the changing structure of world
trade, in which manufactures - particularly the new products emerging
48 a result of rapid technological advances - have come to represent
virtually the sole dynamic element.

{a) International trade.in primary commodities and manufactures

International trade in primary commodities is adversely affected
by various well-known factors whose rebercussioqs.make themselves felt
in a relatively slow growth rate and in almarked degree of instability,
In both cases, a significant role is played by the evolution of prices,
partly on account of their frequent and sharp fluctuwations and partly
because of their long-standing tendency to deteriorate in relation 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 pianting and entry into production; a very large number of

/relatively small-scale
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relatively small-scale producers; in the case of mineral products, the.-.
depletion of existing deposits or the diseovery of new ones, ete.).
These hinder or prevent effective control of production and make. the.
supply situation very hazardous, periods of great plenty alternatlng w1th
others of relatlvo shortage. Furthermore, it 15 much more difficult
in primafy production than in manuracturlng to make the necessary
adaptations to changes in demand, in competitive conditions and in
production techniques, Demand is characterized, in the case ¢f fbod
products, by its low price- and 1ncomo-elast101ty, and in that of
raw materials by its depenaence on the level of economic activity
in the industrialized countries and by 1norea31ng compebltlon from
synthetic or artificial substituteS. All this places the products
concerned at a disadvantage, As.prev1ously,noted,.save in exceptional
circumstances deriving from a highly favoﬁrable wor’& market conjuncture,
possibllities for more or less rapid -expansion of exports of a given
primary commodity exist only in those countries whlch carry little _
relative weight in world trade in that product, especially . 1f _the 1eading
suppliers are pursuing a poliey of export restrlctlon. . .

An adverse influence is also exerted by factors derivnng from
the productlon, import and export policies in respect; of prlmany
commodities (especially tempera e-zone agricultural products) followed _
by many developed countries, Thelr effect is not only to, L;mit and
in some cases compietely block access to-their markets ibr various
primary commodities of export interest to developing countries, but
also to generate sizable export surpluses. These sﬁrplusos, like
other mrimary commodities praduced in the countries concerned, are
exported at prices much lower than those oharged on the domestic
market, and sometimes even below the level of world market quotations,
in addition, they benefit by very favourable export financing terms.
All this militates against the export opportunltles of the developlng
countries. A similar situation often arises in the case of industrialized
countries exports of manufactured substitutes for primary commodities.

/Again , it
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Again, it has sometimes happened that the economic development policy
followed by certain developing countries - in partiéular some of those
of latin America - . has had adverse effects on their primary production
and therefore on the availability of export surpluses of basie
commodities, . )

Table 3 shows the effect of these and other factors both on over-all
trends in world exports of primary commodities and manufactures (with
a break-down by major areas of origin), and on the evolution of Latin
America's exports and their relative position within the broader'
framework of world trade. The conclusions to be derived from the
analyeis of this table are highly significant not only for the light
they shed on what occurred during the pericd covered, but also because
of their implications for the probable future evolution of Latin
America's external sector if the traditional export stiucture
is maintained.

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

(1) Manufactures are the really dynamic element in the expansion
of world trade, since the cumulative annual growth rate of indusirial
exports is twice as high as that of primary commodities, This disparity
is more marked in the case of exports from latin America and from
the developing countries as a whole, although manufactures still constitute
only smzll percentages (5 and 12 per cent, respectively, in 1964-66) in
total exports from both areas of origin;

(ii) As a result, 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, all the groups in which these commodities
are classified show much lower growth rates than those comprising manufactures;

/Table 3



9'-&]3 (Trr)/

-fable 3
EXPORYSs DISTRIDUTION AND ANNUAL GROWEH RATES, BY CATEGORIES AND AHCAS OF ORIGIN, 1955-57 AND 196466
{(Milltons of dollars and pereentagoes)

SITC asotion Category of

From Latin Amarioa From doveloping scuntries From develaped avunirien 74 World total &

and division products

rago

Ave annual Ave annual Ava annua l Avay annusl
- (at11ien5 'of dollage) A=l (mt1T%0nS of doilara) AnEl (00 )R8 7 dollare) Annual () TiCRE"cf dollags) Anmual

growth

1955-57 156465 rete 195557 196466 rate 195557 196466 rete  1955.57 136466 rete

Total exports

Seotion 0 and 1, Food,
bawmges and tobacoo

Seottions 2 and 4, - Crude
ma.ter%a.lss insdible,
axsap

Eeotion 3. Puels
Division 68, Non-forrous
motals .

Total primary sommoditios

8 lizz 11 107 3,1 24 650 36 667 b5 62110 129182 7.5 102 076 - 187 %40 740
3993 - Mso3 25 783 kg0 3.0 981 1797 69 1347 31280 5ol

Sostion 5, Chomiesl products
Sa
hiaton 391.° ASRRCHE.,

Seetion Maochinery and
tmnspZ;'t oqu.ipmat

Total manufastures

Total axports
Ssotions 0 and 1, Food,
bevorages and tobasso

Seations 2 and 44y, Orude
mtam.ls, .tneds.blo,
oexpept fua

Baotion 3. F‘uals

Division 68. Non-ferrous
matals ‘

fotal primary sommoditiea

Beotion 5, Chemical products

Sgotlon 6 and 8 (oxoluding
divigion 68). Manufaetured
products

Section 7, Machinery and
Yiensport eguipment

ik
!%

¥ 573 2 143 3.5 Es40 8207 L3 9key 13 820 Ut 18 W57 24 960 34
2127 2 N3 2.7 6 Wys 11 367 6.5 3 810 4 337 L4 1150 17 930 5.l
515 . . 757 R4 1239 1957 502 2998 b 23 .9 W& 6 750 b1
8 148 10 517 2,9 22595 - 31582 4o 26052 4o 71% 4,9 54 80_980 W6
85 173 8.2 238 517 9,0 4 610 10 690 9.8 - 5233 12 Zj0 1040
148 20 88 1558 . 359 %7 18365 59y . 78 2i;y W50 6
13 &9 20,0 132 Yoy ° 13.3. 17 020 39663 . 99 136 - o030 9.9
246 562 96 1928 k517 © 29 3299 86340 - 8,9 4650 103480 93
Share of cach area in totsl aipo rts_of each oa'tom:ior preducts '(persentages) L :
2042 15,7 4049 83 . 508 573 . w0 - 200
845 8.6 C36 . 2.9 511 . S5 100 100
18,5 15,1 ) " 56,0 - 3.3 331 24,1 : 100 lce
11,0 11.2 264 29,0 63.8. 62,8 100 100
15.1 13.0 S M8 . 39.5 C W82 4.8 RS TR . el
1.6 Lok W5 W2 _ 88,1 821, .- . 100 100 R
S o : 3 . 3 st
. \SV ¥ N
0.7 0.7 7t B (3 048 N 100 160 =
0.1 0.2 ' - 0e7 0.9 86,7 86.2 100 100 o
0e3 %5 - Bt QE.& 83.1 ".200 00

Source: United Nationa, Monthly Bullstin of Statisties, March and April 1361, Maroh and My 1963, and Yoarbook of International Trads Statistles, 1957.
Dovoloped sountries with market eocanomios (Austrelis, Ganads, uth Afri United Ststea Westom Europs)
?// ¢ fgn hopla [ Rap&lio of ”' an-th b ;bn.golin, and betwoen

lpﬂaampmrs 3podeLisy, *SuAvEAS S0P AN H2 DS THA:

China, No Viotnam and



E/CN,12/816
Page 14

(iii) The developed countries have expandéd their exports of primary
comuodities a good deal faster than the developing countries in general
and the Latin American countries in particular, as a result of United
States agricultural surplus disposal policy, the formation of regional
groupings such as the Buropean Economic Community, and the subsidy
policies applied in general by the developed countries, For example,
in the food products group, the annual growth rates of exports were
only 2.5 per cent for latin America and 3 per cent for the developing
countries as a whole, whereas the developed countries expanded their
exports at a rate of nearly 7 per cent, owing te their increased sales
of cereals and other tamperate-zone agricultural products, In the
raw materials group (SITC sections 2 and 4 ), the respective annual
growth rates were 3,5, 1.9 and 4.4 per cent, the last of these mainly
refiecting the expansion of the developed countries exports of synthetic

rubber, man-made fibres, woal and vegetable oils,

(b) Internal factors deriving from development policy and trade policy

Dufing the nineteen~thirties, the external-sector bottleneck compelled
the lLatin American countries to impose severe exchanze and quantitative
restrictions on imports, with the indirect bubt very important resuli that
industrial development was protected and promoted., Later, with the
suspension of supplies of manufactured goods from abroad during the
Second World War, this industrialization process was given additionél
impetus., The effects thus produced were more marked and more
1astihg in the countries with larger markets, in particular Argentina
and Brazil, and led to a reformulation of their economic development
policy, which at the close of the nineteen-forties, began to lock
mainly towards industrialization as a basic dynamiq factor of growth.

Although these changes in development policy were brought about
primarily by exogenous factors, it had already been recognized that even
if export trends had not been unfavdurable, the outwafd-directed growth
which had characterized the economic development of the latin American
countries in its initial rphase had serious limitations and disadvantages.

It was based on a system of international division of labour in which

~/the specific
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thé specific role incumbent upon the latin American countries, as
.part of the "periphery", was to produce food and raw materials for
the major industrial centres and to constitute a market for their
manufactures, This implied the perpetuation of a dependence which
discouraged or circumseribed the industrial developweni possibilities
of the countries of the region, The system in questibn gradually lost
ground to a different pattern, in which vital significance was
attached to industrialization as the prineipal means of promotirng
economic development, remedying the congenital weakness of the Latin
American economies, enabling them to secure a proper share in the
benefits of technical progress, absorbing the labour force increment
and, in general, inereasing the productivity of manpower and progressively
improving the levels of living of the troad masses of the population.~
_NevertheleéS, recognition of the fact that the traditional systent
of international division of labour was prejudicial to the Latin American
and. other peripheral countries, and could not remain in force in a
changing latin America, was not reflected in a reformulation of
development. strategy so that one of the essential objectives of
the industrialization process - which in its turn was the basis of that
strategy - came to be a radieal alteration of the composition of latin
American expcrts, Industrial development in the Iatin Americaen countries
acquired significance and contiruity almost entirely in response to the
inadequacy of the capacity to import and the consequent need to reduce
imports through their replacement by domestic production. Hence import
substitution was from the outse:, and still is, the basic - if not the
only - objective of th? Latin American countries! industrialization
policy, and at the same time the mainspring of economic development

in many of the countries of the region.

6/ See Rail Prebisch, El_desarrollo econdmico de América Latina y sus
principales problemas (United Nations publication, Sales NO:
50;I1,G.2), reprinted under the English title of "The economic
development of Latin America and its prineipal problems" in
Economic Bulletin for latin America, vol. VII, N° 1 (1962),
pp. 1-22 .

/This industrial



E/CN.12/816
Page 16

This industrial development_proceés based on import substitution did
not take place at the same rate or at the same time in all the Latin
American countries. It started first, and acquired most importance,
in those with bigger markets; elsewhere, particularly in the countries
with thé smallest markets, it is still in its initial phases, both’
because of the handicaps to industrial development represented by
these market limitations, and because exports of primary commodities
still play an important role as a dynamic factor in the development of
the countries concerned,

It was inevitable, moreover, that industrial development, at
least in its initial stages, should be based essentially or entirely on
import substitution, since the instruments for the attainment of this
end ~ through various measures relating to import control and restriction
and to proﬁection for the domestic industry - are in the hands of the
governments concerned, are relatively easy to apply and yield quite
effective results, wheréas the production of manufactures for export
" is a much ﬁoreQdiffieult goal to reach, especially for incipient
industries and under-developed economies., Hence it is that Ilatin
America (with the exceptions and disparities 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 is'ctht;tuted by import substitution industries geared only
to the requiremeqts‘of the domestic market,

The problem lies not so much in the fact that the industrial |
development process in the Latin American countries, in its early -
stages, was based mainly on import substitution, but rather in the
exaggerated and indiscriminate emphasis that has been placed on import
substitution, and in the features characterizing industrial development
from the cutset. The nature and persistence of those features have
had adverse effects on Latin America's economic development. These
include the fact that the‘countfies of the regidn, even those at a
more advanced stage of industrial dgvelgpment; have been unable to
goe beyond the first 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 industriai development
in the latin American countries have given rise to substantial changes
in the composition of imports and a steady reduction in the‘import
coefficient, they héve had little or no effect on the structure of
exports, which still consist almost exclusively of primary products,
Therefore, despite the industrial development they have achieved the
traditional system of international division of labour is, in practige
though no longer in thecry, still fully in force for these countries,

An exacerbating factor is that the problems and limitations which this
system entails for the external sector and for the economic development
of the latin American countries, instead of being solved or mitigated,
have to a great ex:cnt been aggravated by the way in which the
industrial developrent process has evolved.

The reasons for this are well known and have been set forth
and 2nalysed in several documents.Z/ They can be summed up as follows:
lack of import substitution programming, excessive emphasis on import
substitution as the only viable solution to the inéufficiency of the
region's capacity to import and as the basic objective of industrial
development policy, and failure to pay due attention to the éhortcdmings
of the inward~directed development system, Faced with a bottleneck in
the external sector, the Latin ﬁmericén countries tend to adopt import
restriction measures and resort to external financing. Import
substitution, at the outset at least, was the result not of a deliberate
policy but a by-product of restrictions imposéd for balance-of-payments
reasons, Even later, import substitution continued on an improviséd

and by no means selective basis, since the main concern is gtill to

7/ Radl Prebisch, Towards a Dynamic Development Policy for Latln
America (Unlted Nations publication, Sales N°: &l,IT.G.4); -
EGLA, ' nIroblemas y perspectivas del desarrolle industrial
latlnoamerlcano" (E/CN.,12/66L), also in printed form (Buenos
Aires, Solar, 1964 ); and Irving S, Iriedman, "The developing
countries in the past twenty years: Growth transformation
and problems", a papsr prepared for the Conference on World
Co-operation for Development, held at Beirut from 21 to
27 April 1968,

/solve the
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golve the problem of the 1nsuff1cient capaclty to import. Tt is therefore
a process which responds mainly to. emergency measures ‘or short-term declsions
adopted because of external Segtor pressures and disequilibria, In. these '
. eircumstances, import substitution is being carried oit on an 1ndiscr1minate
basis without taking into account the costs involved in alternative uses of ’
resources or their effects on the poesibilities of developing other industries,
that is, without regard for rational criteria governing choice and priority

in the light of the economic feasibility of various alternative possibilities,
At the same ﬁime,_by their very nature, import restrictions tend to result

in excessive protection for substitution industries, which has led to a

system of partly self-sufficient development;

These characteristics have had a frankly negative effect on the Latin

American countries ! possibilities of developing experts of manufactures-

Some underlylng factors have been the high production costs of most lndustries
and their resultlng inability to compete on world markets, the lack of
ineentives to face severe international competition when they enjoy a virtual
monopoly_of.the domestic market and the adverse effect which the ex1stence of
| ineffieient high=-cost industries can have on other more efficient industries,
particularly when the former produce importént inputs for the latter.§

§/ An eloguent example of the effects of excessive and indiscriminate
protection is the paradox that, although latin America is a major
producer and exporter of raw materials, Latin American industries
have to pay more for these inputs than industries in the developed
countrles, according to T.R. Gates and F. Linden, Costs and competition:
American experience abroad (The National Industrial Conference Board,
New York, 19€1), cited in "Problemas vy perspectivas del desarrollo
industrial latinoamericano”, op. ¢it., pp. 44 et _seq, Table 2 in
this 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 obtaired 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 '
to the European Common Market, and 69 per cent with respect to other
countries {Canada, the United Kingdom and Australia).” The difficulties
in expanding latin America's exports of manufactures have been
aggravated by the restrictive trade policy of developed countries with
regard eo groups or types of articles in the production of which the
developing countries have or may have greater comparative advantages
(e.g., processed foodstuffs, textile goods, ete.) and which are therefore
the products of most interest or potential imterest to the resioen.
These restrictions have not only a direct impact on the possibilities
of expansion, but also the important indirect effect of discouraging
the application of measures that would put these industries on a
competitive footing,

/Cther cbstacles
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Other obstacles include long and complex formalities, the
absence of a systematic integrated promotion programme, and the
exchange systems in force., The exchange rate normally reflects, in
both Latin America and other developing countries, the relationship
between domestic costs and international prices of primary experts;
in the case of manufacturing production this represents over-valuation
from the standpoint of the relation between its domestic ccsts znd
world prices., Even if the nature of industrial 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 highér than
in the developed countries, both because they are incipient industries
and, in a more general and lasting sense, because of the backward
state of the economy as a whole, It is therefore inevitable that
the domestic price structure should differ sc much from the international
price structure, the prices of manufactures being relatively higher
then those of primary productsngf Therefore, even with relatively
efficient industries, exports of manufactures wouid be pessible
only at a more favourable exchange rate than that considered adequate
for traditional exports, or else by means of subsidies and other
incentives that would compensate for the higher production costs
compared o those for primary products.

The trade policy pursued by the Latin Amefican countries shows
deficiencies similar to those noted in their industrial development
policy. lbreover, the characteristics and implementation of the two

policies are closely interdependent, even though this relationship

9/ One effect of this distortion in the domestic price structure
is to swell the importance of the manufacturing sector in the
gross national product and correspondingly diminish that of
the primary sector.

/has often
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has often - perhaps in the majority of cases - been more accidental
than deliberate, Accordihgly, as with industrial development policy,
the region has no systematic long~term trade policy with goals that
have been rationally Héfined within the context of_a‘planned economic
development poiicy. Nor is there a sufficiently autonomous trade
poliey; there are only measures that have generally been adopted

to meet emergency balance—of—payments situations and whlch

basically constltute a defen51ve short-term pelicy in response

to external factors. :

The main concern and objectives of trade policy in the Latin
American countries, particularly those with the biggest markets,
has been to impose strict import restrictions in order to curb
the growing demand for imports and tailor it to the capacity
to import, while in most cases simultaneously maintaining a
systematically ovér—valued rate of exchange, On the expert side,
the emphasis is still on traditional exports and traditional
markets, with as'yet no systemitic integrated policy of expansion
and diversification of both products and markets. To sum up)
the salient features of export poliey in the Latin American
countries have been a ressive attitude, lack of aggressiveness
and drive in seeking new markets and-new products, and inability

10/

to adapt to the real world market situation.

__/ Although it is true that many Iatln American Countries hnve
been paying increasing attention to the promotion of non-
traditional exports, action in this field is usually
confined to piecemsal and sporadic measures, that are subject
to changes and lack continuity.

/he ‘World
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4e World trade. prospects for primary products

To judge from various projections and estimates prepared mainly
by UNCTAD and.FAO,;l/ the prospécts of an increase in exports of primary
products from developing countries are frankly disheartening. In fact,
these projections indicate that, even on the most favourable assumptions,
the growth rates shown in table 3 - which are markedly insufficient to
ensure an adequate expansion of the export sector - would persist, but
on less favourable assumptions the rates would actually decline, This
applies to the situation in general, Prospects differ for the various
categories of products and for specific products, and also for the:
various regions and individual countries according to the items they
export., On the whole, they are particularly unfavourable for agricultural
commodities (especially raw materials), somewhat more encouraging for
minerals and metals, and much more favourable for fuels.

11/ FAO's projections are presented in Agricultural Commodities:
Projsstions for 1975 and 1985 {Rome, 1967) and relate to food
and agricultural raw materials, As stated in the study, the
projections cover production and demsnd. Although they are not
basically trade projections, if used prudently they may indicate
the main future flows and help to provide an insight into trade
problems, The references made here to these projections are
concerned mainly with the growth rates of demand for imports
rather than the potentiazl supply of exports, since the former
have a more decisive effect on exports from developing countries., -
Account should alsoc be taken of the assumptions on which these
projections were based, since the latter are necessarily a
reflection of the former, The assumptions relate mainly to the
population growth rate, the rates of growth of total and per
capita income, prices, and agricultural and trade policies, In
general, it was assumed that prices would be maintained at the
1961-63 level, which was the base period chosen - i.e,, the
projections are in terms of volume - and that there would be no
change in official agricultural and trade policy except any that
might have been announced in 1966,

/hs noted
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A3 noted in table 4, the projections presented in the UNCTAD
report entitled "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.Lg/ If fuels are excluded, the
‘rates would be much lower, ranging from 2,8 to 3.5 per cent, Roughly
speaking, these last percemtages more accurately reflect the growth
prospects of the traditional primary commpdity exports from latin
America, excluding Venezuela, and even including it if fhé rate of
growth of its petroleum exports remains very much below the rate for
total petroleum exports from.developing countries, as occurred in the
pericd referred to in table 3.

According to the projections in table 4, the annual groﬁth ratég’
of countries whose exports are predominantly agricultural would be" 1
between 2,4 and 3.1 per cent, This would include all the latin American
ccuntries - with the exception of Bolivia, Chile and Venezuela, and to
some extent, Mexico and Peru, whose prospects look more encouraging
since they are exporters of minerals, metals and fuels,

This is confirmed in table 5, which shows maximum and minimum
growth rates derived from projections for sommedities which carry
special weigﬁt in Iatin Aﬁérican exports. The téble 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 best would not rise above 4 per cent and in most cases would be

below 3 per cent.

12/ 'Both these and FAQ's projections are at constant prices (1960 and
1961-63 prices, respectively), Therefore, if commodity prices
continue to deteriorate over the long term, then the rate of
growth ‘of export earnings will be lower than that projected.

/Table &4



E/CN,12/816
Page 23

Table U
EXPORTS OF DEVELOPING COUNTRIES BY MaJCR COMMODITY GRUPS, 1960 AND PROJECTED POR 1975

Pro joosted 1975 Rate of growth 1960-7%
1960 Low Higﬁ Low High
(thousands of milliens of dollars Sy
at 196¢ prices) {ennualiprotantages)
Foodstuffs a/ : 93 14,2 15.6 248 345
sgrisultursl rew materials b/ Sel Eali 7ol 1.6 . 23
Total agricultural prsduets Wl . 206 i 24 343
Hatals end mineral (exeluding
fuﬂlﬂ) Pj 3.2 6-0 6.1} hos uoa
Subtotal 17.6 2646 2941 2.8 3e5
Fuelas E/ 79“’ 2202 2396 7|5 ﬁpO
Tetal primery sommeditles 25,0 48,8 5247 L.6 Gl
Manufaotuces of 2.1 729 Gel 8.3 903

Total ell semmodities ‘ 2743 , 5647 61.9 5.0 596

Sourse: UNOTAD, "The longer~term prospests £0r wounedlty exporie from develeping countries® {TD/9/Supb.2)
‘ 20 November 1557,

a/ SITC sections O; 1 and 4, plus division 22.

bf SITC seotlon 2, exapt dlvicloms 22, 27 and 28, -

o/ SITO divislens 27, 20 amd 08, exeept group 681a

d/ SITC section 3a

o/ SITC seetiors 5, 6, 7 and 8, ezsept division 68 but ineluding group 681,

/Table 5
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 'PROJECTED GROWTH RATES OF' mﬂl‘fs FROM ALL DEVELOPING GOUNTRIES DF
PRIMARY COMODITIES 0F SPECIAL INTEREST TO LATIN AMERICA g/

" Commedity Lew assumption High assumption
Jottes . : 2.1 ‘ 23
Cooca ‘ ' 3.0 363
Bananas 3e7 ‘ h,o‘
Sugar L.t 248
Fats ard edls 246 249
Meat o W 5.5
Grains 6.8 7.9
Cotton 1.7 245
VYool . 1.6 1.9
Hides and skins ‘ 1.6 2.6

. Nonewlerrous metals ‘ 4,0 45

Iren and menganess ore 5eb - ‘ 6e2

SDtirce_; UNOTAD, ™rade progpevts and capital nesds of developing scuntries®
{TD/34sSuppe1/add.1), 27 Ontober 1967.

5/ Thase projettlons relats %o the perioi 1960.75, exespt in the oase of coffee and cooos,
for which the pericd considered is 1961-63 to 1975

/The projections
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The projections made by FAQ are even more pessimistic with respect
_to the export prospects of such commedities from the developing countries,
Although the projecticns,. as already noted, are basically not of trade
but of demand and productidn, they do provide a valuable picture of the
major flows anticipated and of the problems of trade., World demand for
food is 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.;g/ Hence, unless the trend of the period 1955-57 to 1944-66
{(when the developed countries grew at a proportionally faster pace)
is reversed, the future rate of growth of the developing countriss! exports
of food will be appreciably lower than the rate projected in toble 4.
Matters will probably become even worse, according to the FAO
projections of world demand for foed during the period 1975-85, when
demand is expected to grow at a slightly lower rate than that projecteﬁ
for 1965-75.

Even more discouraging are thz prospects for agricultural commodities -
and semi-manufactures (cotton, wool, jute, hard fibres 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 periocd 1962-75 is expected at best to
rise at an anmual rate of 0.4 per cent, while at worst it could decline
by 1.2 per cent annually, Of these products, wool and hard fibres would
be the most affected, L/ Moreover, 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.(coffee, cocoa, tea and
bananas) is expected to be half that of the period 1953-63 and, especially
in the case of bananas, is lower than the growth rate of exports given
in table 5yl§/

13/ FAO, Agricultural commodities — Projections for 1975 and 1985,
op.cit., vol. 1, para. 54,

14/ Ibid., table 23, The document notes that projections of the net
import demand for egricultural raw materials are rendered particularly -
hazardous in view of the uncertainties as to the future inrocads of
synthetics and olher substitutes, and are not independent of the
projections of import demand for manufactures (para 268),

15/ Ibid., 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 éven strengthen
the possibility that the develepihg“dountries'~export$‘will grow very
slowly up to 1975, particularly in those countries - the majority of
Latin American countries ~ in which agricultural exports are predomirant.
As the Director Gererasl of FAO points out in his Foreword, the Fi0 projections

M. .oconfirm and underline the poor prospects for the traditionsl

agricultural exports of developing countries that emerged from FA0's

earlier projections to 1970, - These unfaveorable rrospects for markets

in the high income countries reflect four basic factors: increasing

competition from synthetics; the appreach to saturation point in

the consumpiion of many commodities; rising domestic preduction ‘in

the case of some commodities; and the comparatively slow rate of

population growth," T

The third of these factors, and to some extert the first as well,
which have a very considerable effect on textile fibres and rubber,
substantially and at times decisively influence the trade and production
policies of the developed countriss, both market~economy and socialist, .
These policies also affect other non-agricultural commodities (non-ferrous
metals, petroleum). It should be recalled that one of the basic assumptions
FAO used in making the projections was that the developed countries would
not changs their trade and production policies, If these policies are
maintained, they will have a very adverse effect on thé opportunities of =
the developing countries to export their commodities - especially:temperaté-
zone agricultural commodities - to the developed countries, and also to the
~markets of other developing countriss because of competition from the
exportable surpluses of the developed countries. Paragraph 61 of the
Fao document observes that: |

"For developed countrles the study projected a continuation of the

presenp tendency for food producticn as a whole to run ahead of the

~ growth of their domestic demand. . These countries had the cépaoity

to increase output well beyond this level, even to the point of

Supplylng the projected deflcits in 1975 of the developlng countrles,

at least for cereals."

/Consequently, the
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Conseéuently, the growth prospects for the developing countries!
exports of commodities would substantially dimprove if the developed
countries changed their policies and really implemented measures to improve
access to their markets and made other improvements in world trade of the
kind repeatedly proposed in various meetings ~ particularly thcse of UUCTAD,
GATT and FAQ - as part of international action in the field of commodities.lé/
However, little progress has so far been made in this directicn, and very
serious difficulties have to be overcome before the developed countries
change their trade and production'policies, especially those relating to
temperatenéone agricultursl commodities,

8ir Eric Wyndham White, the former Director General of GATT, considers
that international trade policy 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 negotiations

on the agricultural side have been severely limited by domestic

policies of a social or political character, often backed by powerful

and influential lobbies, and despite the negotiating rules carefully

worked out, the results have fallen far short of the initial objective,

which in the Kennsdy Round was the creation of acceptable conditions

of access to world markets for agricultural products..."

When govermments met last November to formulate future p011c1es and

programmes they decided te intensify their efforts towards securing

a greater degree of co~ordination of all aspects of national .

agricultural policies, including production, pricing and trade

policies, . "

Mfhether governments can formulate and enforce nationél agricultural

policies, looking toward a better balance between traditional exporters

and world markets is, of course, a debatable matter, In most countries

farmers carry heavy political influence. They insist upon guaranteed

prices with a known period of validity and on prieces which should

16/ In this comnexion, see infra, chapter II.
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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 complex;ty, involving not only

harmful effects externally but. also requlrlng increasingly heavy

support from national treasuries and. the taxpayers. Some of the

policies lead inevitably to crisis 31tuations, both domestically
~ and internationally. m~4/ '

Consequently it does not appear very‘llkely that nét import demand for
temperate-zone agricultural products in_h;gh-;ncome countries will improve
substantially through changes in production and tf&dehﬁélicies that might
make their markets more accessible to éucb pfoducts. The demand for
traﬁitional tropical crops, on the other hand; is in a number of cases close
to saturation point and its growth will depeﬁd on population increase, The
demand for agricultural commodities and semi-manufactures is particularly
affected by competition-from=synthetics and other products of industrial
origin, and also in some cases (e.g. cotton), by the domestic production
of the developed countries, ‘

The situation is not the same with réspect to thé demand and the
import requirements of the developing countries. As pointedrout in the FAO
projeptions there may be scope for a worth-while éipansiop in trade in
agficultural products amongst the developing cbﬁntries themselves, and this
in the long run offers the greatest market potential for such products,
especially forest products and temperate-zone foodstuffs, such as meat, corn
and other secondary cereals, For this to happen, certain serious obstacles
will have to be overcome, particularly the financing of the new trade flows,
the organization of commercial links between developing countries ~ which
are still very limited - and, in the caée of a nuﬁbér of important products,
competition from the surpluses produced by the developed countries.
Implementlng the World Food Programme-.on a sufflciently broad scale, and
;adoptlng other measures proposed, inter alia, at UNCTAD and FAO meetings,
l;;would help a great deal to remove these obstacles. '

17/ E.W. White, "The Outlook for World Trade Policy”, In Aussenwirtschaft,
June~-September 1968, pp. 69-70. ‘
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It cannot be denied that international action with respect to
primary products can help to expand trade opportunities for a certain
number of countries and products, It must be recognigzed, however, that
in countries whose exports remain limited to a few primary'products,
the growth of the export sector will 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
traditional export sector of the developing countries is not its lack
of ability to expand, although this may be true for certain products
in some countries but the weak growth rate of world demand. h

Moreover, as already pointed out, it must be anticipated that the
imperts of the developed countries, and world trade in general, will
grow at a slower pace over the coming decade than they have over the
past ten or fifteen years. The impact of this will be felt most in the
exports of the developing countries which are not expected to reach the ':
annual growth rate (7.5 per cent) that they attuined from 1962 to 1966, Théy
will probubly grow at only 2.9 per cent annually, which was the rate fnﬁn
1954 to 1962, Frospects would be even dimmer if the payments problems of 
some of the major industrialized countries and the internaticnal moneféry?
system persist and dimmer still if such countries adopted restfictiﬁe |
policies which tock no account of the inﬁerests of the déveIOping_areés, ‘

One may conclude by again quoting from the Foreword to the FAO
projections: | o _ _ B

"Faster growth cannot be achieved in developing countries without‘

a dynamic export sector. In view of the poor prospects for ‘

traditional exports to high income countries, development will

depend on the degree of success in finding new export marketé

and new commodities to export,”

Given the limited expansion potentizl of exports of commodities,
even if new markets are found and positive and speéific international
measures are taken, the new products that can energize the developing

countries! expoerts must of necessity be manufactures.

/5. E}CDOrts
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5. Exports of manufactures as an immediate
trade policy objective

As noted above, faced with:the loss of momentum of exports and the

resulting 1nsufficient growth of the purchasing power deriving from exports,
the Latin American countries have had recourse to two prlnclpal measures:
the curbing of imports - replacing them, at least in the larger countrles,
by local production - and external borrowing, - Import substitution has
undoubtedly constltuted a powerful stimlus to industrial developument, and
in fact became the main driving force of economic development, which
enabled the more edvapced countries to achieve a growth rate that was
higher than that of their exports, These measures represented a short-term
policy, however, so that the countries adopting them found themselves in
a vicious circle as far as their external sector was concerned, While
import needs increased and becane less flexible in siructure as a result
of inddstrializatlon, the particular features of this process, of trade
and forelgn exchange policy, and of development policy in general prevented
these countries from overcoming the obstacles to a more accelerated growth
of their capacity, tn Jmport , '

' Accordlngly, such a policy, far from stabilizing external sector,
has accentuated the disequilibrium, which has come to be a serious
bottleneck in the economic development of those countries that have made
most progress in curbing and reﬁlacing imports and have therefore virtually
exhausted their possibilities in that direction, at least with the present
small domestic markets. The stepping up of economic development in these
countries ever the next decade will mean that their import needs will _
inerease much faster than the purchasing power deriving from their exports
has done in the past twenty years, ‘It is estimated that for the grbss
national product to grow by 6 per cent annually in the ten years 1966-75,
the goods and services. that Argentine, Brazil, Colombia and Uruguay woﬁld
need to import would increase at annual rates of 7.7, 5.9, 7.5 and 7 per
cent respectively, If the growth target is 7 per cent,’ Argentlna's import
requirements would increaee by 9.7 per cent annually and Brazil'!s by 9.1 per

whF
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cent annually.lg/A In order to-overc§me the limitations represented by the
existing external sector bottleneck in achleving those growth rates for
the gross national product, the countries concerned have no other
alternative (with'the present size of the domestic markets) but to increase
their capacity to import commensurately with the growth of their import
requirements."Since they must also service the external debt (interest

and amortization) and remit profits on foreign capital, their foreign
exchange earnings should grow at a much higher rate than their import
reguirements, '

In most of the other countries, where the import situation was easier
and the import . coefficient generally‘rﬁse instead of declining, the
external bottleneck was faf less pronounced and in some cases it might
- even be said to be practically non-existent as yet.

~ In the circumstances, for these couniries to attain 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 is projected at 4 to
5 per cent, It will be noted that this rate is appreciably lower than
that projected for the previous group of countries, but in this case too
foreign exchange earnings would have to grow at a much faster rate to
cover debt and foreign capital servicing, In-bpth cases, foreign
exchange receipts would have to be even higher if the texrms of trade were
to deteriorate fUrtﬁer; _- ,

Requirements of foreign exchange would not increase at a regular
pace throughout the period; they would necessarily grow much faster in
the first phase, because of the need to give a strong initial impetus to
the development pnocess 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 domestie savings gaps and structural
unemployment in Latin America' {E/CN.12/831). These and other
projections in 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 natiomal product and gross fixed
investment on the other, taking into account the extent to which the

- countries have restricted and replaced imports in the past,

/and services,
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and services, which means that the Latin American countries must expand
their exports much more rapidly than over the past twenty years, It does
not seem feasible for this objective to be fully attained within the short
term however, so inevitably receurse must be had to external financing,
unless the economie develoﬁment,target'is reduced, It must be kept well .
in mind that external financing is merely a temporary solution; while in
the short term it solves the probleﬁ of the insufficient capacity to import
and accelerates capital formation, in the long run it means that-exports
must grow even faster in order to.cover debt and foreign capital servicing,
Accordingly, the basic goal of such financing should be to achieve a net
'séving of fbreignJexchange through import substitution, or to promote a
faster expansion of exports of gpodé and services, wﬁigh is preferable

in view of the limitations of import substitution, It has already been
noted that, in the light of the unfavourable prospects of world commodity
trade, the Latin American countries cannot be expeéted to increase their
traditional exports at more than 3 or 4 per cermt annually, This rate might
be Slightly higher if the measures repeatedly proposed in the sphere of
international action in favour of primary products from developing countries
wers to materiallze;,but even .so - at least in the.majority of the latin
American countries - it would still be far below the rates at which their
exports ought to expand, The possibilities of attaining such rates depend
‘mainly, among other things, on the ability of the Latin American countries
to develop their exports of manufactures, which are the most dynamic sector
of international trade.,

‘ The basic trade policy measures of the Latin American countries should
be directed to the attainment of that goal. This does not mean that the
"tradltlonal exports should be neglected; the efforts to solve the well-known
‘problems in that connexion must continue, in particular through the effective
implementation of measures that both developed arnd developing countries have
committed themselves to adopt, It is recognized, however, that manufactures
have a v1tal part to play in boosting exports of the latin American countries
and in helping substantlally to elimlnating the existing or potential
«:external sector bottleneck.

/Even if
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Even if the Latin American countries were able to attain an adequate
growth rate for their commoditj exports, there are other important reasons
underlying the imperative need to expand their exports of manufactures at
an accelerated pace, Among‘these reasons, which relate mainly to the
various links between exports of mamfactures and the econmomic development
process, are the following; . ' .

(a) Dlver91flcatlon of the composition of exports and, consequently,

" a reduction in the degree of external vulnerability, especially in relation
to fluctuations in volume and price; a lessening of the long-standing trend -
towards a deterioration in the terms of trade, a particulaf'feature of
primary commodities, and bettef‘chances,of a diversification of markets.

(b) Expansion of markets, which would help to overcome the obstﬁﬁles
inherent. in the dpmestic‘market to establishing plants 6f economic size,
obtaining economies of scale, utilizing idle installed capacity, increasing
the possibilities of specialization and, in general, improving the
productivity of lndustrmes and efficiency in the allocatlon and use of
resources,

(¢) The exparision of markets through exports of manufactures is
vital, and even imperative, in order to overcome the limitations which the
small size of the domestic market“répresant,fbr the establishment of
technologically more advanced industries and for the assimilation of new
technigues in. the Latin American coﬁhtries. Without broader markets, the
countries of the region would remain excluded from present technological
progress., Regional integration would.be the quickest and most accessiblg
way of achieving this goal, - :

(d) World market competition would compel industries to become more
efficient, to improve and standardize the quality of thelr products, etc,
This, comblned with the 1mport policy- measures that would have to be adopted .
- partlcularly in‘tegard to tariff protection.— would be a powerful stimtlus e
to rationéliﬁing the existing stfucture.of'induStry and correcting the .
serious. distortions that have characterized the industrial development.
process in the Latin American countrles.

(e) Only is so far as the Latln Amerlcan countries develop their
exports of manufactures will they be able to cast off the traditional
pattern of the international division of labour and obtain a fairer share
of the beneflts der1v1ng from technplogical progress. '

| /It is
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_ It is no easy task to develop exports of manufactures at an accelerated
race; on the contrary, it presents serious obstacles, especially in regard
to supply and marketing conditions, which differ in many ways from those
relating to primary produc’,s.. Although some of these obstecles have been
referred to earlier, it is useful to examine the most important of them
in greater detail:

(a) The more gemra.li'z.ed feature is t.he hzgh level of industr:.al
costs, This is partly due to the small size of the netional markets and
pa.rtly to heavy tariff protect:l.on, part-:.cularly for activ:.tn.es supplying
inputs to mannfact.uring industry,_ Moreow-;r, as the high tariﬁ' barners -
have va.rtually done away with fore‘lgn competition, local industrles have _
not. been eompelled to ratioml:.ze the:.r structure or make technica.l _
innova.tlons to raise productivity.‘ Nor is there much 1ncerztive to improve
productlnty when, as often happens in local indnstries, there ie a
substantial margin of capacity ly:l.ng idle. .

(b) Marketing is amother area that bristles with problems. While |
competitive costs and pr:.ces are. necessary to obta:.n a foothold on foreign
markets, they are by no means an open sesame, even when manufactures from
the developing countries arg. granted, tariff concessions in the. d.eveloped
markets, Apart from be_ing competitively priced, exports of mamufactures
must satisfy other standards of _quelj.t;,r_,__ presentation and uniformity, ;eﬁc_.
Constant market research-ls also necessary to adopt production to consumer.
preferences and habits, All this entalls a radical change in the outlook .
of the Latin American entrepreneurs, who must develop a:n.,-‘__export. mentality .
and keep their eyes fixed on foreign markets as the goal of their activities
and Efforts.w If they are to moke a systematic attempt to cpen up -

19/ The following comments illustrate the situation in Latin American industry:
.~ On Various occasions in the past Argentina has seen a boom in its exports
of non~traditional products but they have invariably been short-lived and
sales of such goods have dropped back to‘their customary low levels, In
our opinion, the blame. for-these.ups and downs must be laid entirely on
the impermanence of prevailing conditions, For instance, in 1959 and 1962,
‘the heavy devaluation of Argéntirie currency unquestionably offered a:
-remarkable opportunity to exports of non-traditional products. leas because
of the profits to be reaped - such transactions were indeed often carried
out at a loss =~ than because the devaluations plunged:the:natiopal market
. imto a. deep depression and left it virtually without liquidity. Exports
were thus the ideal means of disposing of unsaleable stock for immediate
liquid returns, which was advantageous even-if- they were sold at a loss -
After. a time, the domesti¢ market became more liquid and thus began to
revive, and this no sooner happened than industrialists lost interest in
foreign markets and non~traditional exporhs slumped:onee again. .{!las
exportaciones muevas", Panorama de la Economfa Argentina) N® 39 (Buenos

Aires, 1968), /forelgn markets
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foreign markets, the work of promotion, whether undertaken by associations
of industrialists or by public or semi-public organizations, must have the
necessary continuity to persuade them to run the business and financial
risks of expdrting. Continuity and security for favourable export conditions
signify various internal measures, such as tax exemptions,

(¢c) ILastly, there are the barriers put up by the host of restrictive
business practices used by foreign firms and their branches or affiliates
in the developing countries (sharing of markets, export embargoes, limitations
on the use of patents, price agreements, and so forth), As these pracltices
are based on private agreeméents whose terms are seldom disclosed, they are
not easy to identify, However, the problem has now become so gigantic that
the develaping countries pushed through resolution 25 (II) at the second
session of UNCTAD against the will of the majority of the developed countries.
" Under the terms of that resolution, UNCTAD decided that a study should be
made of the restrictive business practices adopted by private enterprises
of the developed countries, with special reference to the effect of such
practices oﬁ the export interests of the developing countries,gg/

“In shorﬁ, the main objective of Latin American trade policy in the
next decade must be to metamorphose the,stfucture 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 view
to transfbrming‘them into the mainspring of their economic development,
as import substitution policy cannot do this properly unaided, even in
countries where there is still a wide margin for substitution, This
objective is primarily for export policy, amd is one of a whole set of
goals to be attained by trade policy. These goals are closely interrelated,
particularly in matters of imports and exchange policy, external financing,
modes of transferring technology and regional integration,

The way in which these objectives are defined and the mode of achleving
them necessitate a thorough revision and rethinking of both the traditional

20/ In compliance with this resolution, the UNCTAD secretariat prepared
a detailed outline on the nature and scope of the study requested,
and a preliminary list of the business practices to be examined,
See the report by the UNCTAD secretariat on "Restrictive business
practices® (TD/B/C.2/54 and Add. 1), (October 1968).

/trade policy



E/CN.12/816
Page 36

trade policy and basic aspects of the development policy of the Latin
American countries, particularly in matters of industrialization, Their’
development policy should no longer be founted entirely on import '
substitution, and their industries should not be geared solely to domestic
markets, In order to export a éonstant and ever-increasing flow of
manufactures it is essential to rationalize the strugture of industry,
raise industrlal efficiency appreciably, lower costs, and promote
speclaliZatlon in industries in which a country has comparative advantages,
in short, to eliminate or atteruate the factors which have beed responsible
for hlgh—cost industrial growth, Mnch stricter quality controls mst also
be applled, production standardized and a regular flow of sushlies, guaranteed.
The starting-point for the revision amd reshaplng of trade policy
should be reipgﬁition of the need to base it, not as teforé'zm
circumstantial factors and piecemeal short-term measurss, buft on long-term
objectives that would be mutually complementary and form an integral part
of economic development poliey. Trade policy should also be equipped
with the means to carry out a coherent and systematic plan of action, In-
order to undertake this task of revision on the broad lines indicated
above, it would be necessary for the Latin American countries to have a
more satisfactory institutional organizatlon for policy framing and execution
than most of them possess at present, It is mainly distinguished in fact,
by the wide varlety of agencies that are concerned in some way with foreign
trade, whose functions and activities are ill-defined or unco-ordinated,
with dupllcatlon gaps and contradlctions ‘that preclude the full achlevament
of policy objectives, . '
This report does not offer sufficient scope for a detailed definition
"of the principles on which trade policy should be reshaped in such aspects
as imports, tariff protecfion, foreign exchange systems, external eredit
and private foreign investment, In each of these areas it is necessary té
make an extensive survey of the problems and variety of situations to be
found in the region. Where general remarks have been made on them, the
object has been to draw'attentlon to some negative factors of the poliocy --
followed up to ncw and, hence, to the crying need for change. Some special
problems, such as those presented by the fbrms or means of transferring

-/technology;-have
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technology, have proved impossible to consider so far, even superficielly,
although they ate undoubtedly important for speeding up the industrial
development process in Latin America, Efforts should be made to take

up these guestions as soon as possible. . &

This chapter must not be concluded, however, without pointing out
that the aim of sharply accelerating the gmwth rate of exports of
marufactures in the near future is assoclated with the pi'ocess of regional
economic integration, The establishment of a regional market or several
subregional markets, would not only mark a tremendous step towards the
solution of certain problems, such as those arising from the relatively
limited size of domesti¢ markets, but would be highly advantegeous in tht
the .institutional 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 facilitate long- )
term investment planning, The expansion of national markets would also
open up great possibilities for intra-industrial specialization, which
would enable plant and equipment to be used more efficiently, Lastly,
the broadening of such markets through integration would have the equally
important advantage of introducing an element of compeﬁiﬁion; This would
force enterprises to be more efficient While providing them with a ‘
protected market in which to acquire the necessary experience fo storm
overseas markets, '

/Appendix



E/CN,12/816
Page 38

Appendix

METHODOLOGICAL NOTE ON THb CLASSIFICATION OF PRODUCTS BY FRIMARY
' COMMDDITEES AND MANUFAGTUR&S

. In table 2, all the products included in sections 0 to 4 of .
- _-the’ Standard Internstional Trade Classification (SITC)(fbod, beverages
and tobacco, crude materials and fuels), includlng processed and semi-~

processed items, are treated as primary commodities, and so are those
covered by SITC division 68‘{non~ferrons metals, unworked and partly
- worked), The same table classifies as manufactures (including semi~
manufactures, unless otherwise indicated) all products comprised in
sectlons 5 to 8 (excludlng division 68) This classification is
S1m11ar to that used by the UNCTAD Secretariat in a recent publication,~/
_-and by GATT in general in its annual surveys of international trade.
Division 68, hGWever, is included by GATT among manufactures instead
of among primary commodities, ¥ o

. Gonsequently, both ‘in table 2 and in the tables appearing in.
chapter III of the present study on trade in manufactures the
, primary commoditles category 1nc1udes many products which have
undergone pr009551ng or semlamanufacturlng such as mlght warrant
their classification among manufattures and semi*manufactures. Cases
in point are meat, fish, fruit, vegetables and other processed foods
(particularly those packed in airtight‘cohtainers), ‘beverages, and
petroleun products. They are in fact grouped with manufactures and
semi-manufactures in a document'—~/ prepared by the UNCTAD Secretariat
for the first session of the Committee on Mamufactures of the Trade and
Development Board, In this paper, in addition to the products in
STIC division 68, many others pertaining to sections O to 4 were
provisionally elassified as manufactures and semi-manufactures (for
instance, meal and fldur and other eereal preparations; dried fruit;

*/ SeZBCommodlty Survey 1967 (United Nations publlcation, Sales N°:
E,68.11.D,7).

¥*/ See "Action relating to the report of the Special Committee on
Preferences, Definition of primary commodities, semi-manufactures
and manufactures" (TD/B/C.2/3), July 1965.
' /cocoa powder
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cocoa powder; c@c@a bupter and cocoa paste; margarine and lard} wood,
‘shaped or simply worked, etc.), together with non-ferrous metals.
This criterion seems to have been modified,. howevef. -

Hence, it is easy to see that serious difficulties and discrepancies
are encountered in any attempt to define what should be understood by
manufactures and seml-manufactures, especially when the obJect is their
precise identification. The decision adopted on this point will make
a great difference to the export figures obtained for fheSe'products
and, therefore, for primsry commodities.. The distinction drawn in
table 2 above is grounded on two special considerations;' '

in the first place, internationai trade in many of the processed
primary qpmmgdities‘(food products, raw materials, fuels) in SITC
- sections O to 4, and in non—ferrous metals (copper, zine, lead, etc.,
in bars and other unworked or partly worked forms) is characterized by
‘trends and prdElemé closely resembling and even identical with those
of trade in primary conmndities proper,.i.e., unprocessed products.
These common features include great inelasticity of demand; or
mrked dependence of demand on the level of economic activity in
the developed countries, very sharp price fluctuations, etc.
Furthermore, the transformation processes applied to these products
are relatively simple as a rule; the value added is small and the
impact on industrial development only slight. The same is true
even of the products in these groups which underge fairly complex
processing, In other words, from the stan@point both of the internal
and of the external sector they are more closely assimilable in
their evolution and repercussions to primary commodities than to
manufactures proper.

Secondly, for most of the latin American countries the statistical
data available are not sufficiermtly disaggregated and comparable at
the level of SITC groups and items for a reclassification to be
attempted; and in addition, any criterion adopted to distinguish
between primary commodities and manufactures is open to criticism,
Moreover, the great majority of the processed primary commodities

/which might
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which might be regarded ay’ manufactures or semi-manufactures and are
of export interest to Iatin Amerlca are already tradltlonal items in
the reglon's export trade- (although the same mlghb be said of certain:
nﬂnufaetures and semi=manufactures 1ncluded in SITC sections 5 &t seqs J. .
.Cases in point are quebracho extract from Argentina and Paraguay,
‘leather from Argertina, Brazil and Uruguay, and even textile fibre
yarns and thread from Mexico,: i '

These considerations .should be carefully borne in mind for the
purpose of interpreting the figures presented in table 2 and the’
Tore detailed analysis of Iatin America's exporta of manufactured .
goods,' These exports would aubstantiglly 1ncrease, and in the,case ‘
of several countries would constitute the bulk of their total exports,
'if processed or semi-manufactured primary commodities were included
in the manufactures category. This. is true of Iatin Americats exports
of meat in containers and meat preparatlons (SITC 013), the value of
whlch exceeds 100 million dollars, and which would greatly affect the
comp081t10n of exports from Argentina, Bra21l, Paraguay and Uruguay;
of preserved fruit and fruit- preparations (SITC 053), exports of
which amount to 25 million dollars (Maxlcofs share being especially
1arge), and ‘of petroleum products, copper bars and other non-ferrous
metgls, all of which are exported in mych larger quantities..

/Chapter II
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INTERNATIONAL ACTION IN RELATION TO PRIMARY PRODUCTS

In the last 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, .
efforts should now be concentrated on the preparation and conduct of
negotiations concerning specific measures, and on the formulation of
action programmes laying down the procedures and time-tables for further
negotiations on measures still requiring consultation, These were the
expectatiéns at the second séssion of UNCTAD, which were to a great
extent frustrated as far as primary products were concerned, It is
significant that the two most important events connected with the trade
relations of developing countries' (the Kennedy Round and the second
session of UNCTAD) ended without achieving much progress in guestions
related to the developing countries! trade in agricultural commodities,
This situation is in sharp contrast to the advances made in the ‘
liberalization of trade in manufactures between the developed areas,
both through a series of customs tariff hegotiations of GATT and within
the Furcpean Economic Community and the European Free Trade Association.
Recognition of the fact that under these conditions the gap between
developed and developing countries is widening has deepened the anxiety
to obtain more favourable results regarding some of the problems that
have been most discussed in recent years, The problems connected with
primary products relate mainly to: (1) measures for stabilizing world
markets; (2) measures for improving conditions ef access to markets; |
(3) diversification of exports from developing eountries; and (4) elimination
of systems of speecial preferences. The progress made in each of these
fields is described briefly below, ' ' '

/1. Market
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1. Market stabilization measures

International action in this field has taken twe main formss
negotiation of international commodity agreements or arrangements, and
the creation and operation of international buffer stocks, The decisions
adopted on these matters at the second session of UNGTAD ifere limited to
an urgen‘i; recommendation f,o' conclude the sugar and cocoa negotiations and
to carry out studies and consulf.ations on market probléms affecting various :
products, and the recommendation t.b explore the possibility. of setting up
a buffer stock scheme for jute. Clearly, the subjects or points on whi¢h
agreement was reached were to some extent of secondary importance, since
on substantive questions such as the financing of reserves, price policy,
trade liberalization, etc., it was not possible to reach conclusions
reflecting any progress with respect to existing commitments or
recommendations, In some cases it was even impossible to reaffirm the
validity of principles or recommendations included in the Final Act of-

P

the first UNCTAD session, The sgreement on the sugar and cocoa negotiations

merely expressed the hope that such negotiations would be successfully -
concluded, not a very ambitious objective if it 1s considered that, in
the one case, a new aigreemnt wés_ beir:g negotiated on a cammodity for
which this kind of arrangement already existed and, in the other, the
exploratory negotiations had been proceeding since 1958, The decision
adopted at New Delhi was partly fulfilied at the end of Septem ber 1968,
when the new sugar agreement was successfully negotiated. Since the same
result has not yet ‘been achieved with respect to the cocoa agreement,
nor have specific proposals been made for asimilar arrangements regarding
other commedities, it may well be wondered what prospect.s international
co-operation really holds out in this field, Actually, the list of .-
commodities. covered by international agreements includes only sugar,
coffee, tin, wheat and olive oil, From the standpoint of the developing
countries as a whole, international agreements have been successfully
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 first session of UNCTAD.

/This would
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This would appear to lead to the conclusion that the prospects of
extending international agreements %o a larger number and wider raﬁge
of commodities are not too encouraging., The position adopted by the .
developing countries at New Delhi, however; was to stress the importance
of continuing the efforts to concluds net agreements, to extend inter-~
governmental consultations to comnedlitice not covered by specialized
international bodies, to reccmmend that informal arrangements be amplified
and strengthened, and to invite all the Governments members of UNCTAD te
Join the exiéting international commodity organizations, in order to .
strengthen their actiﬁitieso Resolutiors 16 (II) and 18 (II), which cover
all these pointsha@d”were unanimouely adopted at the second session of
UNCTAD, constitute a commitment the fulfilment of which might substantially
modify the prospécts referred to abové.

In this fespect, a certain amount of progress has indeed been made.
Recently, the study groups and similar organizations on bananas, citrus
fruit, oil seeds, oils and fats, rvbber, jute, kenaf and related fibres,
cotton, and tungsten have considerably stepped up their activities.
Recently, too, the fifst steps have been taken to set up study groups
~on other comnodities, and informal consultations have been held on wine
and tea.;/ The work of the study groups provides a good basis for
initiating exploratory negotiations or pfeliminary consultations on the
specific problems of each commodity and, if all the countries interested
in trade in the commodity concerned were to join.those study groups,
their possibilities of action would be decidedly emhanced, It should
also be recognized that while it is desirable to negotiate agreements
on as mhny commpdities as possible, in some cases practical difficulties
may jeopardize the sugcess‘of such negotiations; it would therefore be
advisable to broaden thé terms of reference of the study groups or similar
bodies, entrusting them with specific and more comprehensive activities

than discussion and consultation,

I/ A sumnary of all these activities will 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),

/There are



E/CN,12/816
Page 4},

There are other reasons for concluding that,“altheugh'ine“number TR
of commodity agreements has not increased and no new commodities have.- '
been Included in the existing agreements, there have been certain adyances”
which should not be overlooked, The fact is that between the type of -
agreements referred to in the Havana Gherter (on the principles of which -~
the negotiations prior to the first UNCTAD session were based) and those
negotiated recently, even if they were only renewals or renegotlatlons
of previocus. agreements, there are substantial differences which reflect
the new scale of values and conceptual advances that have developed out
of the discussions of UNCTAD and its pernanent machinery on the problems .
of developing countries, Commodity agreements are no longer regarded as
emergency measures to deal with temporary mrket dleruptlone. In the
case of a great many primary products, recognition of the fact that market
disruption appears to be the rule rather than the exception has led to
the conviction that agreements can and should have a permanent stabilizing
function as instrumente fer organizing the world market for certain
commodities, The progress achieved with reSpect to agreements that have '
recently been renewed coneiste in their not belng limited to this etab11151ng
function, interpreted as keeping the prices of the commodity concerned E
within previcusly_establlshed margins, New functions and objectives have
been added, Thus, the new coffee agreement providee for a diversification
fund for financing erop substitution programmee in the producer countriee.
In the new sugar agreement, on the. one hand, general nerms are establlshed
regarding price support policies and export subsidies and, on the other .
hand, certain developed countriee undertake to maintain ‘e minlmum 1evel

of imports, to set a maximum limit on the area used for grewing sugar beets Lo

or to meet a certain propcrtion of their domestic consumption and the .
increases therein from imports, Lastly, the new wheat trade agreement f
is supplemented by a convention on food aid'for.developing couﬁtriee, i
by virtue of which the conntries parties to the convention agree to ;
contribute 4,5 million tons of grain for human consumption annually.,-
These innovations undoubtedly eonsfitute pnogfeee”;ngthe conception of
comuodity agreements end_preﬁide guidelineemfer futufe negotintione on
other products, |

/The financing
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The financing and operation of international buffer stocks was another
pqint on which no decision was adopted at the sedond séssion 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. It
was deemed convenient to -await the corclusions of a study on the stabilization
of commodity prices which the International Monetary Fund (IMF) and the
International Bank for Reconstruction and Development (IBRD), at their
‘annual meeting in September 1967, decided to undertake, With this end
in view, in resclution 19 (II) UNMCTAD recommended that the financing ef
‘buffer stocks should be one of the subjects of that study. Moreover,
as already ﬁeﬁtidned5 in resolution 16 (II) it was recommended that the
study group on jute, kenaf and related fibres should explore the possibility
of setting up a'buffer stock scheme for jute.

 Recent progress in this field is very limited, The first part of
the above ‘study was presented at the annual meeting of IBRD and IMF, held
in September 1968, and it was anhounced that the conclusions regarding
the action which might be adopted by those agencies in stabilizing
commoditj markets would be made known'in mid-1969. It 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 instituted in 1963 and wés amended in 1966 when easier credit
terms were established, R

Further, The Committee on Commodities of UNCTAD, at its third session
held at the end of 1968, approved ‘the text concerning buffer stocks which
is summar1zed belowz2 ‘ ‘e

(a) & uffer stock should be equipped with adequate funds, through

a regular income so long as this is required. This regular
income should be provided in a form that is equitable for all
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 om its third aession (TD/B/202), 1L, November 1948,

/(b) Each
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(b) Each buffer stock should define in what condit.ions intervention
. should take' -place, Prow.s:.on sheuld be made where apprepriate .
- for such interventicn of the buffer stock to take pla.ce in . any
- sector of the market in order to bring 1ts full stabilizing
. . impact.to beary -
.. {e) A buffer stock should have sufficient ﬂenblllty within its
available rescurces to be able to corrt.ribute to. the defence
of minimm and maximum pricea, tak:lng into account. other
‘stabilizing techniques’ adopt.ed, a.nd ‘ .
«{d) When: pre-financing of ‘oui‘fer stocks becomes necessary a.ll N
- fimancing® pdsslbilities (resources from :int-ernational finammg
- organizationsy pri‘vate capital ’ govenmnt loa.ns or volunt,ary
comtributions from ccmntnes) should be conSiqered. PR
The differences of opinich that" a.rose on this subject at New Delhi
were mainly. connected with the’ ﬂeveloping count.r:s.esl proposals that the
principles governing the bufi‘er stockfs :interventlon in the market should
be more explicitly defined; dnd that the developed countr:.es and internaticnal
financing institutions should’ provide ‘the resources for pm-_f_ingncing the
buffer stocks, The compromise fext apprdvéd by thé’ Committee on Commodities
partly satisfies the divergent posit.ions adopted , _:Ln maintalning the principle
sustained by the developed countries that. the buffer et.ock's sphere of.
operations and method of intervention in the mrket should be defined. .
in each particular case, and in supporting the develop:’mg countriest view
that the buffer stock might operate in any sector. of the market. As
regards the question of pre-ﬁnancing, the agreed text. adds nothing new,
probably pending information as to what the intematioml f:manc:l.ng
institutions are prepared to do in this field,
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2, Me to_improve aceess to market

Matters relating to the cohditions 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 favoursble effect on the
long~term trends of their 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 liberalization
programme for agricultural products en the Kemnedy Round, since it was
repeatedly stated throughout the lengthy negotiations that tariff and
non-tariff concessions would be granted that would stimulate the expansion
of their trade, As is known, such hopes were not realized; few concessions
were made on agricultural products and fewer still on those of interest
to developing'countries.i' However, scme of the developed countries
announced that they intended to apply the concessions all at once;
i.e, without phasing put the reductions over a five-year pericd, in
respense to one of the requests made by the developing countries.
This is the only step forwérd in recent years in the reduction of tariff
barriers for commodities of interest to the developing countries,

~ The second sesaion of UNCTAD glse failed to achieve tangible results
in this respect. The draft resolutions or recommendations presented did
not meet with the support of all countries, despite the fact that some of
them merely repeated the wording of recommendatlions or commitments alréady
adopted within UNCTAD and GATT, Simply repeating reccmmendations, however,
serves no really useful purpcse unless it is accompanied by measures to
ensure that they are implemented more effectively. For example, the most
frequently quoted recommendation relsting to the problems of access to
markets was the "stand*still“'recommendation, which was included, together
with other formal international commitments, in the Final Act of the first
session of UNCTAD and in Part IV of the General Agreement on Tariffs and

3/ See UNCTAD, WThe Kennedy Round: Preliminary eveluation of the
results with special reference to developing countries®, {(1T0/6 and
supplements 1~5).

y GATT; A

broducts of exnc 1 < rigs. ALLQNE
by Governments 286 Rev.l, 2 February 1968 . However, at the
twenty-fifth conference of the Contracting Parties of GATT
(November 1968) the developing countriss indicated that in most
cases there had been so far no advance implementation of the tarlff
reductlon.

/Trade, At
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Trade, At New Delhi, the developing countries proposed, in a draft
resolution on trade liberalization and access to markets, the
reaffirmation of the prineiple that the developed countries would not
introduce new tariff or non-tariff barriers and that those which had been
introduced after the first session of UNCTAD would be eliminated by
31 December 1968, It is evident, howevef', that fixing a relatively short
period for the elimination of. customs tariffs and equivalent charges, as
cccurred on previous occasions, does ot sutomatically ensure implementation

of the recommendation. It might perhaps have been more effective to have
' approved the procedure suggested in another drafi reeommendaxion presented
by a number of developed countries under which the principle that. no new
barriers should be intredyced and poms of the existing barriers raised
was to be reaffiymed, while at the same time the Secretary General of
UNCTAD was to be inmstructed to prepare, in conjunction with GATT, a
complete list of all the tariff and non-tariff restrictions established
by the developed countries since the ﬁfst sesaion of UNCTAD in r'e.'spect
of the commodities of the developing countries, This 1ist would have been
examined during the third session of tﬁe Committee on Commodities which,
after a case~by~case study, would have set specifiec targets for the
elimination of all restrictions incompatible with the "standstilln
recormendation. | - | B

The product-by-product study of restrictions seems to be the only

approach that is likely to achieve real results in the field of primary
products, This fact was recogn;zed at the prEParatory meetings of the
Trede and Development Board prior to the se”ond gession of UNCTAD, not
with respect to complience with the fgtandstilln recemmendaticn, tat
with. respect to the general problem of the liberalization of trade in
primary products exported by the developing countries, Clearly, the Iact
that restrictions are to be‘etudied case by case does not necessarily mean
that the négotiationa for their reduction or Qliminatioﬁ.must siﬂdiériy'be
carfied out produqt by produet; they could quite easily be held simultanecusly
on a_number of gommpditiea of interest to a particular group of countries, '
There is tacit agreement that progress in the libspalization and improvement

fof the
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of the conditions of access to the markets of the developed countries for
the primary products of the developing'cquntries must be achieved in this
way, since neither at the seventh session of the Trade and Development
Board nor at the third session of the Committee on Commodities, was the
topic raised, - |

- While as yet no positive results have been forthcoming, the efforts -
made by GATT in this field are worthy of mention. At the twenty-fourth
session of GATT (November 1967) the Contracting Parties agreed to establish
a committee to examine all problems relating to agricultural preduction and
trade policles and to reactivate the Special Group on Tropical Products to
analyze the problems of tropical products and suggest measures to solve
them, The Committee on Agriculture (which held two meetings in 1968)
concentrated its activities initially on the compilation of data on
production policies, systems of protection and support (both domestic and
international ), consumption, prices and internatiqnal trade with respect
to cereals, meat, fruit, vegetable seeds and oils, tobacco and wine, At
its second meeting, the Committee decided to divide these topics into ﬁwo
main éa&egories: the first covering measures for protecting agriculture,
and the second ecovering internationsl markets including the study of export
price and subsidy policies and quantitative restrictions. The value of this
approach is that the products covered are of interest not only to a certain
mmber of developing countries but also ~ and to a marked degree ~ to a
group of developsd countries (including the United States, Canada, Australia
and New Zealand), With regard to the Special Group on Tropicsal Products,
it should be recalled that it had been hoped that agreemsnt might be reached
during the Kennedy Round to permit duty-free entry for tropical products to
the developed countries amd the progressive reduction of internal charges
and fiscal duties on them, in line with a programme prepared by the Special
Group in 1963. Since this aim had not been achieved, it was agreed to resume
the activities of the Group with the same objectives: the study of the
tariff and non-tariff barriers on tropical products, including internal
charges ard duties, and of problems relating to the exlstence of special
preferential arrangemepts for aom§ productg. It ié to be hoped that the
study of the effects of internal charges and fiscal duties will carefully
examine certain alternatives: whether, for example, as proposed hitherto,

/the ohinntive
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the objective should be to eliminate such charges and duties, or whether it
should be to maintain them and transfer the resulting Ancome to the developing
country exporting the goods concerned, This would mean trying te establieh
whether, givén the relative inelasticity of demand for scme of these products,
simplf'eliminéting internal chéﬁgas would result in lower experditure by !
consumers, without any perceptible effect on the volume of consumption, If
this were fhe,@aﬁe, the secqnq.alternative, i.e. to transfer the revemie
from such ghabgeé_to the-devéloping countrivs would be more adviasable,

~ Discussions on matters relating to the improvement, of conditions of
acéé;a to markets have usually centred around the restrictions existing
in the devéloped'countries. It should not be forgotten, however, that
such restrictions are also presemt =~ although in a different way ~ in trade
between the developingvcountries, w1th‘the co~operation of the Secretariats
of UNGTAD and GATT, efforts have been made to expand and liberalize trade::
between the developing countries, in the GATT Camittee on Trade Negotiaticns
among Deveioping Countries., These initiatives have involved bilateral and
miltilateral consultations in which thirty-two developing countries have
participated (including ten non-members of GATT). It is hoped that in
early 1969 it wild be rossible to agree on a date for the exchange of lists .
of concessions requested and offered, thus getting the negotlation process
under'way.2

It has often been stated in comnexion with the restrlctions maintained -

by the developing countries that it would very probably not be possible to - -
organize a new rourd of tarifi negotiations in the near future, . Since only :
a short time has elapsed since the Kermedy Round, there would certainly.
be no point in starting to prepare further negotiations of. the same types
However, thare_is a growing consensus that the problems of trade in
agricultural products require a comprehensive approach; i,e, an approach '

5/ The Latin American countries that, have already submitted their lists
are Argentina, Bolivia;. Chile, Cuba, Peru, Uruguay arnd Venezuelas
Other Latin American gountries that participated in the negotiations
but have still to submit their lists are cplombla, Dominican Republic,.
Jamaiea, Mexico and Trinidad grnd Tobago, - -

/that, starts
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thet starts by examining the principles behind national agricultural
policies, As mentioned earlier, it has been agreed that this will be

the approach of the Committee on Agriculture of GATT, and it is to be

hoped that the corollary to the work of ‘this Committee will be multilateral
negotiations covering not merely tariffs but non-tariff barriers, price
policies, susidies, ete, Although the outlook for the adoption of
substantive cha.ngés in these policies is somewhat bleak,~ 1t must be
recognized that the -problexhé not only relate to the trade opportunities

that might acerue to the developing countries, but also, given the high

cost of financing them, create domestic problems for the developed countries,

3« Export diversification programmes
While measures to diversify production and exports are a part of
- general econemic development policy they have aspects that are closely
linked to international trade policy. A&t its third session, the UNCTAD
Comnittee on Commodities concluded a discussion which had started at
New Delhi on the aims and orientation of diversification programmes, and
reached agreement, jnter alis, on the following points:z
- (a) Diversification should be both horizontal (into other products)
and vertical (into more highly proocessed products);

6/ At the end of 1968, the general outline of a plan for agricultural

' reform in the ECE countriss was released, The plan is to cover a
ten-year period and it iu hoped that it will 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, all of which may have appreciable effects on the exports of the
developing countries, "The Commission of the European Community estimates
that the new agricultural measures will cost 2,500 million dellars,
annually. It recalls that in 1969 measures designed to improve
agricultural structures will cost the six member States 2,200 million
dollars, while the European Community will allocate 2,300 million dollars
during the year to suppprt agricultural markets., Under the Commissiont's
plan for agricultural reform, this total of 4,500 million dollars should
fall to an annual sum not exceeding 2,000 million dellars from 1980
onwards, including a2 sum of 750 million for supporting markets, It will
not, however, be possibls to make reductions immedjately, and costs will
begin to rise, probably topping off between 1973 and 1975, Nevertheless,
the average annual flgure between 1970 and 1980 will be 2,500 milldon
dollars", (g ad, Europea, afio V, Nos 44 (February 1969),

1/ See R :
opecit., annex II.

/(bY  Takine
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(6) .

Taking into account the-néed“for balanced economic development,

.diverslflcatlon programmes shoubd aim at the expansion of .

production of manufactures and semlnmanurantures by the . .

;develcplng oountries, at increasing their exports of such
.products, particulaﬁky those with relatively dynamic demand
‘conditions on the world maﬂket, and at ;ncreasing food
‘production in food deficient countries;

(c)

(d_)

(e}

(£)

'Diversificatlon programmes should be- an integral part of any

accepted scheme for production control that is adopted within
the context of 1nternatlonal commodity errangements,

The developed countries and 1nternation31 financial institutions
should give increased attention to the diversification problems
df the developing countries;. in order to supplement the
resources provided by the developing countries:themselves;
Highest priority should be given to diversification in the
programmes at inter-regional, regional and sub-regional levels in
the process of trade expansion and economic integrationAamong
developing countries; - ' ‘

The Secretary-General of UNCTAD, in co-operation with' the
appropriate specialized agencies, should make propesals to the
Committee on Commodities for studies on the”diversificatién

‘pwoblems relevant to products facing excess supply in the worid

“(e)

(n)

markse% or oompetltion from sy“thetlcs and substltutes,

In the context of vertical diverslflcatlon it is recognized that
the expansion of processing 1ndustr1ea in developlng countries
could result in increased export earnings, Aecount should be
taken by the developed countries of the possibility of brlnging
‘about, certaln readjustﬂants in the structura of their industry
or measures to increase and diver-;fy imports from the developing
countries; ‘ '

.The successful melemsntation of diversificatlon programmes

would, in general, be strengthened by possibilltles of improved
access to external markets, or in the case of socialist countries
of Fagtern Europe. by ;ncneasing imports of the’ relevant products

of developing countries,

y

/Without. underrating
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Without underrating the importance of this agreement on the-aims of
diversification programmes, it must be recognized that nothing of any
substance has been added in the way of new concepis, nor have the
‘developed or the developing countries undertaken any commitments, For
example, in referring to vertiqal diversification, it would have been
useful to reaffirm the urgent need to establish a system of general
preferences for the manufactures and semi-manufactures of the developing
eountries, as a means of encouraging diversification programmes. Moreover,
it is known that the greatést external obstacles to the diversification of
its exports of the developing countries reside'in the progressive escalation
of the customs tariffs,'which rise in accordance with the degree of processing
of primary products, However, no reference was made to this problem in the »
approved text, despite the fact that it is in precisely such fields that
tariff measures by the developed countries could help te increase the export
earnings of the developing countries,™ '

Horizontal diversification should be taken to refer not just to
the commodity sechtor but mainly Lo industrial products, This is not only
because the industrial sector c¢ontains the products with the most dynamic
demand’ in world trade; but also because diversification within the primary
sector is possible only within relatively narrow limits, In ihe case of
many Latin American countries where no more than two or three commodities
provide the major share of total export income, it is possible that -
diversification within the primary sector might offer some immediate
advantages, at least by slightly reducing the sector!s extreme vulnerability
to external market fluetuations, It is clear, moreover, that world demard
prospects appear to be favourable for certain primary products, such as
cereals, meat, non-ferrous metals, iron and manganese ores, and liquid
fuels, Hence those countries which have sufficient resources to diversify

-4 It should be remembered that the effective charges paid on processed
goods actually rise when the developing countries gain free access to the
markets of developed countries or are granted tariff reductions_ for
primary commodities used as paw material for processed goods when little
or no duty is paid on the raw materials from which the processed goods
are manufactured, This means that what a developing country may gain in
axports through improved agcess for its primary products may be more
than cancelled out by what it loses in opportunities to export goods
with a hlgher value added,

Jahate pradnotion
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their preduction to include such products will be in a pesition to achieve
more favourable rates of expansion for their total exports., However, for
a good number of other primary products ~ mainly_tropical—zéne agricultural
goods and raw materisls facing .cempetition from synthetics - the long-term
trends of wnrld.demand indicate relatively low rates of growth, Thus,

the countries which can &iversifyibnly within thess groups of primary
products would probably not be able to raise the growth rate of their
total exports to any appréciébie extent, All this means that diversification
programmes within the primary sector should be. prepared on at least a
regional or a sub-regional basis, so that a minimum of co~ordination

- between national policies is achieved, Ctherwise, if a number of countries
simultaneously decide to diversify towards g particular tyﬁe of preduction,
then surpluses might be created, In this respect, the studies to be B
undertaken by the UNOTAD secretariat should constitute a good point, of
departure for clarifying some of the problems raised Yy diversification
programues.

, The text approved by the Gommittee on ComMDdities states that
specific funds for diversification should be one of the features of .
commodity arrangements and that. diversification programmes should be
an integral part of any scheme for production coptrol that is adopted
in the context of commodity arrangements, The Coffee Diversification
Fund, established by the new coffee égreamant, constitutes the first
application of these pr1nc+pLes which may well be extended to other products
if the experience now beginn4ng to be acquired in respect of coffee turns
out. to be successful,

Whenever the question of the diversification of the developing
countries' exports is discussed, it is concluded that diversification
should praferably aithough not exnlusivel&‘be based on the prbmption of
manufacturing activities, This means that diversification programmes
must fit into the general gontext of the economlc development programmes
of each ocountry, or to be more preciae, that they must be one of the
qcmpbnents of over~all development strategy, o

/@. Special
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Le- Special preferences

Negotiations are under way for renewing the Yaoundé Convention and
similar agreements concluded between EHC and four other African countries,
but no way has been found for implementing the recommendation on the
abolition of special preferences included in annex A.II.1 of the Final Act
of the first session of UNCTAD. At both the meeting of the Group of 77 and
the second session of UNCTAD it proved impéssible to reach positive -
agreement concerning ways of lmplementing this recommendation. The Charter
of Algiers merely expresses the need to undertake studies, commodity-by—
commodity and country-by-country, on the effect of the abolition of the
special preferences in force and the steps necessary to ensure that countries
which at present enjoy such preferences receive at least equivalent
advantages; it recognizes, however, that, in certain cases, the special
preferences in forée_could ke abolisﬁed through international commodity
agreements, Nevertheless, this agreement was not ratified at the second
session of UNCTAD, nor was it considered at the seventh session of the
Trade and Develcpment Board. | |

The Latin American countries have maintained a well-defined stand
in this matter. They take a favourable view of all aspects of the
Yaoundé Convention related to flows of financing and technical assistance
to the associated countries, but they consider it inadmissible that one-
of the essential elements of'the Convention should be the establishment
of trade treatment that discriminates against other developing countries.
This pesition was Teiterated by the countries members of the Special
Comnittee on Iatin Ameriecan Co-ordination (CECLA); at its fourth meeting
at the ministerial level held in June 1968. At this meeting, they also
ratified the agreement in the Charter of Algiérs that, in the case of
certain commodities, the special preferences in force could be reduced
or even ébolished through internatidnal agreements.g/

The position of the EEC and associated countries seemé‘to be
scmewhat, contradictory. Although the two groups approved the recommendations
for gradually abolishlng special preferences, the Community has negotiated

2/ Report of the Rapparteur on the fcurth meeting of CECLA at the
' ndnlsterial level (Santo Domingo, June 1968}, :

/new arrangements
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new arrangements to extend special preferences to other countries and is
preparing to negotiate others, while the assoclated countrles are advocating
the need not only tc maintain dlscrimination byt elao to 1nten31fy it.
Clearly, neither the concesslon of new special preferences nor the
mzintenance of those already in existence can be reeconciled with the
undertaking to abolish them,

When the question of gpecial preferencee is confined strictly to _
the customs aspect, it seems easy to find possible golutions: in the case
of primary products, through commedity agreements or scme form of '
international organization of markets; in the case of manufaepdree end
semi-manufactures, Ly establishing a general system of non—reciprecdl
preferences .in favour of all developing. countries. Nevertheless, this
clear approach to the problem when reduced to such terms ‘has not led to
' practical results because the issue. at. stake for the EEC countrles is
not merely the tariff advantages they. grant to a group.of countrles.but '
also, and simultaneously, the concessions they receive, The aaeoeiation
agreerent is the instrument for setting up a free trade area, which
introduces reciprooity as an element of the cgncessions._ Thus it is
generally considered that the countries most interested in. maintaining
the system of specjal preferences pre the members of the European Economic
Community, because of the p:eferences they themselves,receive in the
markets of the associated countries, Now, these reverse prefereheea
(as they have been called) have become an obstacle to. the adoption of
the general system of non-reciprocal preferences in favour of all
developing countries, inasmich as some developed countrles make their -
participation in such a. system conditional upon the abolitlon of special
preferences, -

This is one of the issyes hampering the aaarch for solutions, but
not the only one. There is also the added complication that arises out
of maintaining the .open character of the association, ieee, the inelusion
of new countries, which would extend the special, preferentlal trea&ment
to a larger geographical area than at present, :

The two concepts =~ the reciprocal nature of the special- preferences
between EEC and the associated countries and the ope,n sharacter of the
apsociation (e.g., the possible spread of special preferences) -~ are

| /considered essential
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considered essential elements of the new agreement that is being
negotiated, At the same time, it has been explicitly recognized that
the Commnity might contemplate the reduction or abolition of the common
tariff if the international commodity agreements based on the control
of supply ensure that the associsted countries can sell their products
at stable and reasonsble prices through export quotas and other
arrangements. This formmla, originally set forth in the Charter of
Algiers, would certainly provide a solution applicable to some Latin
American products affected by special preferences; it is to be hoped,
therefore, that it will be included in the new text of the association
agreement,

The new internaticnal coffee agreement already provides a solution
to the problem of special preferences for this commodity. Article 47
of the agreement establishes that "taking into account their mmtual
interest and in the spirit of Annex A.II,1 of the Final Act of the First
United Nations Conference on Trade and Development, the Members undertake
- to seek ways and means by which ﬁhe obstacles to increased trade and
consumpticn ....could be progressively reduced and eventually wherever
possible eliminated, or by which their effects could be substantially .-
diminished", These obstacles inelude the customs tariffs existing in
various countries. The implementation of the coffee agreement has benefited
all exporting countries, Firsi, it helped to obtain an appreciable
improvement in world prices and to keep them at that level, reducing the
exient and frequency of price fluctuations. Secondly, the system of export
quotas has not only served to regulate the total world supply of coffee
but it has enabled many countries -~ particularly the African States. - to
increase their share of world exports, Thirdly, inasmuch as the major
Latin American exporters have undertaken to restrict production, finance
their accumulated surpluses and launch grop substijution programmes, they
have laid the bases for solving the problem of structural cver-production
that has affected the coffee econony for many yeats;

.The'commitment accepted In the context of the International Coffee
Agreement, provides g guide for the adéption of similar formulas for other
comnodities, é.g. cocoa, another major lLatin Americén export that is

/ffected by
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affected by discrimination in the EEC market, At the fourth meeting of
CECLA at the ministerial level, the Latin American countries agreed to.
press for the abolition of discrlminatory tariff treatment as a .basis

for a posszblo international agreement on this éoimeditys. The type of
agreement that is uhdor disouéoioh;”béoéd'on the establishment of a
price scale, a system of export ‘quotas and & buffer stock, has all the
characteristics that the EEC considers suitable @s a basis for warranting
the reduction or abolition of the’ common external tariff, It is: to be .
hoped, therefore, that when tho negotiations on the cocoa convention are
resumed, it w1ll be easy to reach agreement regarding the elimination of

‘ dlscriminatory tariffs and, possibly, of all existing customs charges and
intérnal duties on this commodity, Laatly, mention should be made of the
special problems affecting the banana trade, in which tariff discrimination
has reached its Eigheot level and is supplemented by -quantitative
restrinotions..'The-perishable‘nature of this commodity excludes the ..
possibility of en agreémont based. on export quotas, but arrangements may.
be onvisaged in connexion with export prices, ‘marketing margins and octher
questions related to ‘the speclflc features of this commodity. At all
events, any modlflcation that might restrict or interfere with the
current duty-free quota system covering imports into the Federal -

Republic of Germany would not be feas;blo unless other proV1sions for
the abolition of the oommon cxternal tariff and the . quantitative
restrict;ons exiscbing in some EEC countries are adopted concurrently.

The possible soluﬁions‘to the problem of special preferences-in .
the case of the three commodiiies referred to above by no means exclude
the possibility of achieving the same results by other means, i.e,, the
complete liboralizatioo of‘tiado in tropical agricultural commodities in the
developed oogntries‘ markets, ‘as has been recommended at ministerial .
meetings of QATT_and oo_it'wao hoped might be agreed in the Kepnedy Round.
As stated previously, the new terms of réference of the Special Group on
Tropicel Commodities refer explicitly to the study of special preferential
.arrangemﬁnts, which, together with internal charges and fiscal duties,
are the most, formidablo barrier to trade in this group of commodities,

/Chapter III
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Chapter III
EXPORTS OF MANUFACTURES AND SEMI-MANUFACTURES

1. Recent trends in exports of manufactures and sexi-manufactures

As noted earlder, while exportg of manufactures have grown at a
relatively fast pace in recent years, compared with exporis of primary
commodities, they have not yet reached levels high enough to bring any
fundamental change in the composition of the total exports of the region,
Between the pericds 1955~57 and 1964-66, exports of manufactures grew
at an average annual rate of 10 per cent, while their share of the total
value of exports grew from 2,9 per cent to 5,1 per cent (see table 2),;/

In terms of value, ammal exports of manufactures for the region as a

‘whole rose from an average of 246 milljon dollars to an average of 562 million
dollars hetween the two periods, Thus, in both relative and absolute .
terms, exports of manufactures have a relatively small share ﬁhich,‘mpreover;
is congentrated in a very few countries, Since Argentina, Brazil and

Mexico, are responsible for slightly more than two-thirds of the regions

total exports of manufactures, an analysis of what has happened in these
threee countries should suffice to give an iﬁea of recent trends in

exports of menufactures in the region,

Despite a relatively steady rate of growth during the period 1955-56
to 1965~66 — - an average of 5,7 per cent enmually — Argentinal!s exports
of manufactures during 1965-66 only represents 5,9 per cent of its total
exports, divided into simple manufactures (1,5 per cent), machinery and .
transport equipment (L3 per cent) and otheyr mamufactures (0.8 per cent),
Looking first at chemicals (SITC section 5), one finds that virtually half
the total value of exports ~ which dgclined between 195556 and 196566 =~
is attributable to tamning materials, mainly quebracho extract, Two groups
of products ~ leather gocds and iron and steel —~ account for most of the
exports of manufactures in SITC section 6, whose total value grew at an

;/ Seetthe methodological note in chapler I regarding the classification
of products inte primary products and.mamifactures,

2/  Data based on the SITGHnnmﬁnhléturg?'£§e. excluding processed
foodatuff s, b
/everage annmal
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.average anmal rate of 21 per cent over the period, Exports of manufactyres
in SITC section 7 (maghinery and tranéport,equipment), on the other hand,
were much more active, growing on the average by 46 per cent anmuglly between
1955-56 and 1965~$6 The growth of such items as office machines, electrical
machinery and, to a lesser extent, transport equipment, mostly comprislng
road motor vehicles, was partioularly marked (see table 6),

The measures adopted by the Argentine Government to promote
non~traditional exports have probably kelped in & general way to expand,
such exports over the past thrée years, They include fiscsl incentiwes,
far example exemptjons from or repayments of taxes or duties in respect :
of certain exports, and a system of medium-term credit gadministered by the
Central Bank for exports of capital goods, In contrast, another factor |
of an institutional character - the exchange rate — has had the opposits -
effect, The peso — dollar exchange between 1964 and 1967 only partiallj
of fset. the rise in domestic costs, thus making Argentine industry less
competitive, :

In recent years, Bra.zil has made notable efforts.to expand its exports
of mamifactures; the total value of which grew from 20,6 million dollars
in 1955~56 ta 122,3 million in 196566, increasing their share of total
exports from 1.4 to 7,2 per cent,™ Manufactures in SITC sectioﬁ'6 grew
particularly rapidly {at an average annusl rate of 23 per cent), but were’
outpaced by exports of machinery and transport equipment, which grew on -
the average by 29 per cent. annually, rising in value from 2,5 million to
31 million dollars, In general, the manufactures in SITC section 7 (including
machinery and transport equipment) which grew at a steady rate were those
which involved relajively complex industrial technology, for example,
tabulating maghines, card-punchers, mechanical lathes, etc,

'3/ As in the case of Argentina, these figures exclude certain products
clagsified as manufactures in national statistics, for example,
canned I;Leat (746 million dollars in 1966) and soluble coffee (10 million
dollars),

/[Table 6
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ARGENTINA, E{A_zn AND MEXYCO: :EXPCRTS OF MANUPACTURES

(M.ll’i—ong JPf_ dg,‘l;l_o,rs,}

- . R .
o ' Feroentnge of ~ Aumual growith
SIT¢ headings Average { total. exports rates
1955-56 1965-66 . 1955-56  1965.66  1965-66/1955-56
drgontina _
5 ‘Chemioals Ife2 40a6 541 26 ~Le7
532 CQuebraohe (26.8) (36.1) 249 {1.0) (t9)
8 Marufastured goods s/ 3.0 18542  0e3. 12 21,0
£ Leather gvoda - - EG«‘B; - EO;'&E
&7 Iron and steel - Te3 - - §0e5 .
7 ’ Haohlnery and 'G!'a.nspcﬂ aquipmmt B o.l'l‘ 1843 “ne 1.2 . 146.0
71.  Mashinery, other than sleotrio - {19.44) - I {1 ) KL
Tl Powsy generating machinery, -
* other then elestris - 1.3) - {0.1)
ypL Offise machines - Telt). - Ou5
?2 Eleotrieal mschinery (Gcl) ' 341 -o.o' 02 ("’1&0)
73 Traneport equipment - 1.8 " L%
732 . Roed metor vehioles s {15 - 041
8 Misoellaneeus mayufastuped . :
artisYes 042 122 vou 0.8 5040
. Total msnufactures .. 51.8 - 90s3 - o8 549 5.7
© Tatal agparts - Y 1 5433 ;oc.o 10040 Sel
Brazil - C o
5 Chemisala 9l 2046 0.6 1.2 85
[ Manufaotured goeds s/ 8.3 €7:3 0.6 4.0 230
63 Woed manufaciurcs - (649) . - (Y]
65 ' Textils goods = Eﬁae - . ?309
67 Iron and steel {e2) 31.6). {0:3) 1.9 {2240)
7 Machinery and ‘ranaperi .
equimen 2.5 31,0 0,2 " 1.9
n Haohinery, other ‘than eleotris - {19.8) - (1e2)
ny 0¢fios maohines : - . ?:6) - {0a3)
72 Bleotrical machinsry - 540) - ,(O.Bg
73 Transport equipment’ - géal) - {0ok}
732 Read moter vehiclas . - 3e8) - (0s2)
8 Miaoellanaous ma..mfeo'tured
artloles 0a 6 3.3 sos Qa2 18.6
fotal manufaoturas 20,6 122.3 14 a3 18,9
a9tsl axports 1 45246 1 668.4 - 100,06~ 100.0 pY
5 Chemisals 4,2 93.g Ll 19 T 21.0
g3 Pharmansuti sal y’rod\utﬂ {6e2) (308) {045) (105) o (17.4)
é Manufestured gosda b/ 9ty 145,58 . 7a Lials
€5 Textile goods . ‘(25.2; Eks.g; Ez.og Ez'.sg - (648
67 Iron and atasl (1.7 3% 0.1 (a8 (350
Mashinery an 8po - '
7 unipm:zﬁ d trwrp Pt 305 27-3 003 1-5 2240
1 Maohinery, other than elestrié - (lg.é - Eﬂ-g)
2 Eleotrival machinery - (B.7 - °
73 Tpansport squipment (0,9} ~§|h9 (041) EO.Bg (184)
995 Ships and boats - L8 .. = 0.1
8 Mi::fg“l:?“us pet aﬁum‘ LI T 3344 le2 1.8 B8
Total manufastures 178.2 050 10.3 164 %941
Tatal sxports 1 _249.8 18L.8 100,0 100.¢ k0

some:umed Nations, , 1959 snd 1966,

E/ Bxoluding diviaien &8 (nawmu& metala)y e T
fxoluding diviaion 68, for which Mexioo hal the fellqu.ng flguress sn average of 170.6 millien dellars
during 1955+56 and an average of 122 sillion dellara duping 1965m66s.

K

/Nevertheless, despite
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Nevertheless, despite Lhe: fact thai Brazills exports of manufactures
_.grew. at an over—all rate (18,9 per cent éﬁﬁﬁéily between 1955~5é~£ﬁd _ﬁ
1965-66) which tompares very favourably with the corresponding rate for
“total exports. (L.4 pér cent anmually), 'mest. of the time they were subject .
to marked fluctuations whlch greatly affected the prices for a large numbér
ef products, as has. been especially evident in recent yearawwith a number
of iron and steel products, ) : - ' :

Tha most important of: ﬁhe factors oaua;ng these fluctuatiéhs have
to do wi’eh variations in domastic demand and with exchange problems similar
to those Wthh occurred in Argenting., -It may be sai& that entreprenunrs
in Brazil ' balically tend to. turn theip. attention to exports when the domestic
market shrinks, particularly in the case of technical aquipment and capital
goods. Glearly, & gradual and continuous expansion of exparts of marmfactures
very much-depends on the creation of the will to export, so that exporta
éf manusactures are viewed as the ncrmal endnproduct of certain industrial
Bectors, rather than as 3 temporary stapgap to make up for variations in
‘domestic damand o -

beicola exports of manufactures dver the period l955~56 to 1965—66
markedly increased. their share in ‘total exports - alrea.dy much higher 7
at the beginning of the penlod than in Argentlna and Br321l - wh:ch rose
from 10,3 to 16,4 per. cent, Exports of manufactures in SI'I‘C sectiona 5 to 8,
excluding division. 68, grew-as a group by 9el per cent annually durmng
l955~56 to 1965~66, which compares favoursbly with the average: annual rate
qf growth of: total exports (4 per cent)(over the same perlOd;

The two basic components of be;can exports of manufacturea are g]ff
chamlcals, which grew at an’ average annual rate of "2l per cent — pharmaceutical
products making wp one~third of the totel — and the mamlfactured goods 3n’
SITC section 6, soms of which for example, tradltional products such as,
textile gooda, grew relatively slowly, while others,:such as iron and steel,
expanded nuch more rapidly. Exporta or manuf actures in SITCasection 7
(machinery and. transport.equipment) over this period, while gwawing extremely
rapidly (at an average annual rate of 22 per cent), maintained a low share,
An both relative and abaolute terms, of total exports of manufacturea. In
more regent years? howevar, ‘there has" been &ppreciablg grcwth in exports ,

e oof - preducts invol?ing the use of’ relat;valy mOTE complex tegthIOgy, for M
: example, eleetrlcal machinery and appliances, and transport equipment,
' /Generally, then,
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Generally, then, it may be said tha.t,, despite the a¢tual progress
acﬁiéveé by some countries in a mumber of sectors, Latin America has not
been able to develop a sufficiently wide range of exports imvolving a
sertain degree of advanced technology, i.e. products with a high proportion
of value added and for which world demand is the most dynamie, This is .
quite evident if Latin America's performance is pompared with that of
several other countries in different regions over the same period. The
fact that Latin Americals exports afe not properly sdapted structurally
50 the current trends of world trade, and especially its most dynamic
features explains why ité_exports grew by only 3,1 per cent during the
veriod 1955-57 to 1965-66, a rate that is even lower than that of other
developing regions, '

The progress made in regional integration has had a direct influence
an the geographical distribution of exports of manufactures, A breskdown
of reciprocal trade among the.Central American.countries shows that
manufactures accounted for 68,2 per cent of total intra-area exports in
1967 (see table §), Export of manufactures within the Central American
Common Market ha%e grown steadily in recent years, rising from 34 million
dollars,in 1963 to 82 million dollars in 1965 and 1Ak million dollars.
in 1967, very.mch faster. than intre-area exports of primary. productss..

It ie particularly interesting to-note, morecver, that the Common Market
sbsorbs a.very 1arge¢proportion‘o£,topal;expérts¢ofAmanufaptures by.the. ..
m@mber.couhtries.‘ in 1965, intranareé exports of goods. In SITC section &
and 8 were.valued at. 57 million. dollars, compared .with only.2 miliicn dollare
"for exports .of such goods to- countries outside. the areas ..The. corresponding
<igures for total exports of marufactures by.Central Amerlca-are.Bz million
dollars for 1ntra-area exports ard. 7 million for exports to countries
autside the area, .. -

/Table 7
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CENTRAL AMERICA: mrm_mm AND mm...nm Expoatrs F MANUFACTURES
: aﬁalionacm'doll )f:__

T 19( o 3%k 1967

seiiﬂns | N Intraa- ' mé'ra” ‘ Int'm- Extra- I‘;:‘_::“‘
7 C area area - . aren =, afea [ /i .
6-4 . 3 364 - 38 422 67 .
7 - S 1 9
6 and 8. % 6 . 57 2 103
Total 5-8 3 L ‘10 .. 82 7 _ 144
Aggregates total 6T | 7/ A 429 211,

Source§ SIECA/UNCTAD, .

a/ No data available on extra—-area trade. . .
Although the statistical data available for the Latin Amerdcan Free '

Trade Association (LAFTA) are not very detai.led 4t may be said Lt dntramares.

exports of manufactures have grown appreciably in recent years as & result

of the tariff concessiona negotlated, While intra~area exports of goods

included in the liberalization p;-ogmmme grew from 300 million dollars in

1962 to over 650 ml]J.ipn in 1966, the share of “manufactures in exports rose

from 18 to 25.per cent, and the:ir value from 45 million dollars to 143 million

(see table 8), . The largest increases wera in office machjnes, machine tools

for working metal,, sewing machines, electrical appliances, tyres, and

steel plates and. sheets.

" In contrast to what has happened in the Central American Common Market,
rexporis of manufactu;es within LAFTA have not yet attained a large share . .
of total intra.—areé'r%eg_'ional exports (10 per cent of total value in 1966),
They do, however, repzfééént a sizable proportion of total exports of
manufactures by the LAFTA countries, although the proportion varies in each
group of manufactures, In the case of traditional mamufactures, the regional
market continues to absorb a small fraction of exports, which mostly go to

/ {:he industrialized
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the industrialized countries, On the other hand, intra-area exports of
manufactures containing & relatively high degree of technology, such as
office machines or electrical equipment, currently make up more than half
of total intra~area exports, and for some goods the proportion 1s as high
as. 70 per cent,

The data available indicate that the rate of growth of Latin American
exports of marmfactures to countries within the region is much higher than
‘that of total exports of manufactures, For example, between 1955~-57 and
1964~66 intra-regional exports of manufactures in SITC sections 6 and 8
(excluding division 68) grew at an annual rate of 18,6 per cent, as
compared with a rate of 8,9 per cent for total exports, The corresponding .
rates for mamifactures in 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 total exports (see table 9),

This points up the fundamental role of regional economic integration
in promoting Latin Ameriecan exports of manufactures, a role that will have
to be markedly strengthened as further progress is made in regional
co-operation, Undoubtedly, the experience that Latin American industrial
entérprises are acquiring in exporting manufactures within the region will
inevitably help to create the will to export which is essential if Latin
American exports are in the future to penetrate the markets of the

developed countries,

-~ /Table 8
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Table 8
LAPYAT INIRA-ARER EXPORTS OF MANUFACTURES INCLUDED TN THE LIBERALIZATION PROGRAMME
: (Mt1lone of dollars) '
~ : i Anml
162 1963 1964 1965 1966 B e,
‘ ' ‘1962-66
5 Chemtosl ' C &S . 162 213 - 245 30,0 47,0
6 HMarnufaotured goeds © T 3% 6545 5 54,0 7342 21a5
7 Machinery and transport squipment  le2 ° 8.8 - M5 2240 . 2849 125
8 Migesllaneous manmfastured ) ' <
artieles _ ‘ k1 247 643 746 1045 2655
Totel : _ 55,_;1 ‘ 892 117.0 148,1 2,6 25
Sourent LAFPTA,
© Tsble 9
LAE:N mmmy EXPORTS 0? nmmm '
(Mt1ltons of dollsrs) -
Total Latin American sxports mm. of msnufaotures within
: : of manufactures. . - . latin America
BITC sectionn - ‘ -
155557 196-£6 arovth 1955-6% =~ 196866 growvih
rates . raten
5 . s 179 8.2 15 59 162k
7 13 69 2040 [ 50 295
6 and 8 b/ L8 320 8.9 32 L) 1846
Tetal exports sf manufastupes 26 562 546 52 258 1545
® orta 8uy  wag 1 o Lom %)

Spurces United Hationa, Yearbosk of Intermaitonel Trade Statistiss end Monthly Bulletin of Statistios,

8/ Twenty sountries.
¥/ Exoluding division 68 (nen~ferrous metals)s

/2.
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"2+ Exports of manufactures as a dynamic factor in
Latin Americals foreizgn trade

Broadly speaking, the trends followed in recent years both by world
trade and by'Latin.Americé's exports bear out the assumption that marmfactured
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 djd not appear in export statistics ten years
agos Most of this expansion, however, has been achigved within the
framework of regional integration movements, that is, under the aegis of
the trade concessions'agreed upon 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 resl structural reform of Latin Americals export sector will
be based on its capacity to adapt itself to the more dyramic world trade
flows, This implies the necessity of defining, in broad outline, a policy -
whose ultimate aim is 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 policy based solely on import
substitution as the prime mover in .the industrial development process needs
to be changed or substantially modified so as to incorporate the dynamic
influence of the expansion and diversification of exports of manufactured
goods, L | ‘;
In this connexion it is important to consider which identification”
branches of industrial production have shown the most promising rates of
expansion in recent'years from the standpoint of world demand. Research
on the exports of manufactured products (SITC sections 5 to 8) effected by
developed countries during the period 195564 &/ showed that the export
1tems whose cumilative anngai growth rate during that period ranéed from
10 to 20 per cent included, on the one hamd, some of the products of
traditional industries such as footwear, clcthing, furniture and travel

A/ See Economic Planning Agency, Japanese Govermment, Economic Survey

of Japan (1965-1966) (The Japan Times, Litda, Tokio),

/goods, and,
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goods, and, on the other hand, articles such as office machinery, optical
@measuring and controlling instruments, man-made fibres, tape recorders
and musdcal instruments, synthetic plastics, electrical machinery,
photographic equipmentjfimetalmrkiug machinery; .pulp, paper and board
products, aluminium, and motor ‘vehiclése A second group of products whose
annual growth rate over the period indicated fell between 5 and 10 per
cent comprise 1eather end wood ma.nufactures, glass, crga.nic colour;mg
matter, essential oils, toya and sports equ:.pment, pha.rmaceutical producta, T
iron and steel marmfactures, ca.rpeta, and agricultural machlnery.

Another method of identifying products with high ratee of expansion
is to study the developed countries, reciprocal trade in me.nufactured
goods, The figures for these countr:.es' imports :E‘rom one another, broken
down by major categories of products, sshour that by 1965 the value of
imports,of machinery and trgnsport equipment he.d reached 23, 800 milllon
dollars? as against about 6,000 milllon in 1955, their share in “the total
imports of the developed countries thus rpse from 27 per ¢ent in 1955 to
36 per cent in 1965.2 Chemlcal prOducts » 1ron a.nd stesl, fores't products ‘
and pulp and paper also showed falrly rap:Ld growth rates. An analysis
of the products traded among the develOped countries with market economies
brings to light the steadily :anreasing imporbance of those sectora whose
techm:zlogr is relatively farbher adve.nced. More careful study reveals
that within these branches of industry trade 13 be:m,g diverted from theit'
traditlonal manufactures to new products for which import demand runs very
hlgh. A aa.m::.lar trade sh:.ft is taking place in the case of textile prcducts,
in favour oi‘ those based on a.rt1f1c3.al or synthetic fibres.é/

Obviously, the developed coun’or:[esI imports’ of manufacturec from
the developing countries are very different in composition. There is &,
preponderance of products which may be c¢lassified as light mnufactures,
including certain processed foods, A glance at the list of these import
items shows that. scme of them expended at fa._‘érly high anmal rates between

5/ _See a neport by the UNCTAD Secretarlat on dynamic products in the
developing countries! exports of manufactures and sem:.—manufacturea

(TD/B/Ce2/kT)e
6/  See the report referred to in footnote 5,

/1955 and 1965,
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1955 and 1965, but it can also be seen that this is due to.the exceptionally

low levels recorded in the base yeargz/ Both features —~ l.e,, the kind

of mamfactured goods which the developing countries can export and the

limited value of such exports-(for the developing countries in the aggregate) —

largely reflect the nature of the tariff and non-tariff barriers hindering

their accesz to the developed countries! markets, In the developed

countries, the traditional types of manufacturing industry are strongly

protected both by the absolute level of tariff duties and by the progressive

increase in these duties in conformity.with the dégree of processing |

undergone by the goods congerned, Research on the latter gquestion has

made it clear, in addition,; that the real incidence of, tariff duties is

considerably greater than their nominal levels suggest, since in actual

fact they represent protection applied to the value added in the successive

stages of procéssing. The findings of & .sample survey based on 22: products §/

sxported from the developjng to the developed countries, whlch gre ‘assumed e

to undergo, on an average, four successive stages of pr003551ng, indicate

that the real (or "effective®) levels of protectlon are unsuapectedly high

(see table 10).
This 1ncrea51ng protectionist incidenca of tariff duties tends not

4

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 in question, since in so far as they are debarred from
access to external markets, their opportunities of introducing more complex
production techniques are circunscribedibj the small size of their domestic
markets, The significance of the phencmenon is evidenced in the fact that
the largest increase in the effective incidence of tariff duties coincides
with the transition from the first to the second stage of processing, In
the study referred to in table 10, it is pointed out that "at the

primary stage, effective duties can be taken to equal the nominal tariff,.
Thus, the effective rate of protection increases almost without exception
from the first to the second stage of transformation, But while nominal

7/  See the report referred to in the preceeding footnotes, particularly
tables IXI-4, ITI-5, and I11-6,

8/ The following are the products selected: meat, fish, vegetables, cocoe,
leather, ground nuts, copra, palm kernels, palm oil; rubber, wood; wood
for pulping, wool, cotton, jute, sisal and henequen, iron, copper,
aluminium, lead and zinc, /Table 10
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Table 10'

WEIGHTED AVERACES OF NOMINAL AND EFFECTIVE ‘TARIFF DUTIES ON‘THE MAJOR.
HEVELDPED COUNTRIESt IMPORTS FROM HEVELOPING GOUNTRIES, 196h

N

- “Weighted averages of ‘duties -

Stage of processing -~ .= . . L (Percentages)

L@ @ (e) (3w

. "Lb' ‘e . i . - - .
Stage X - . S A o
Stage 2 uii: S S 7,9 22,6 - D6 - 62,1
Stage 3 . s e 1016,2 297 . bbu4 6L.4
Stage % : : 22,2 .38, 61,9 . T3.8 0 .
Source: Professor Bela Balassa, "The structure of protection in the

. industrial countries and its effects on the exports of proceaéed

goods from developing nations" (TD/B/C.2/36); a paper prepared
for the second session of -the Committee on Marmfactures of the
Trade and Development Board of the United Nations Conference on

Trade and DeveIOpment (Geneva, July 1967).

Note: COLumn.(l) shows nominal rate of tariff dutiés--
Column (2) shows effective rate of protection,
Column (3) shows rate of protectlon of labour -

- ? g unadjusted

adjusted for assumed’ dlfferenges in the required rates

of return on capital. ,

The developed countries to which the aVerages relate are the members
of the Furopean Economic Comminity, Japan, Sweden, ‘the United °
.Klngdom and the ‘Unites States, : - g

Y

'/duties continue
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duties continue to rise at higher stages, tarlffs on processed inputs

tend to limit further increases in effective tariffs, : With the duty~free
entry of many primary products contributing to high rates of protection

at the second stage of transformastion the effective rate of protection
frequently declines as we move to higher stages, This result can he
explained if we consider that commodities at higher levels of transformation
often require a considerable deégree of technological sophistication which

is not found in developing countriess. In other words, there-is léss

need for tariff protection if there is Ttechnical proteétion'";g/

It should be recogrized that significant headway has been made in
recent years in the procees of liberalization of world trade in manufactured
goods, As noted earlier, the five rounds of tariff negotiations conducted
under the auspices of the General Agreement on Tariffs and Trade (GATT),
together with the concesgions agreed upon between the members of the '~
European Free-Trade Association (EFTA), on, the one hand, and the European
Economic Community (EEC) on the other;.have done much te broaden the
geographical scope of trade liberalization, Nevertheless, not even in the
most recent of these negotiations — the Kemnedy Round, noteworthy both,
for the number and comprehensivensss of the tariff concessions granted, and
for the linear reduction system applied in most cases — was adequate
provision.made for taking due account of the interests of the developing
countries, Generally speaking, ctoncessions were not accorded in respect
of most agricultural cemmodities; the biggest reductions were granted in
the case of highly capital-intensive branches of jindustrial production ..
entailing advanced technology (i.es, those of most impertance in the
developed countries! reciprocal trade);. and lastly, as a general rule
non~tariff restrictions were not taken into considerationulg/ A1l this
leads to the conclusion that in'reality little progress has been made in
- liberalizing trade to the advantage of the’ developlng countrles, despite

9/ fThe structure of protection in the 1hdustr1aIVCOuntr1es and its
effectson the exports of processed goods from developing nations",
0p001t- 2 PDe 7—80 .

10/ One important exception mist be nnted. ‘Conicessions in respect of
chemical products were made conditional upon the elimination of the
“American selling price" which served as a basis for customs duties
in the United States, See "The Kennedy Round: Preliminary evaluation
of the results with special reference to developing countries", op, cite.

/the mumerous



E/CN.12/816
Page 72 - . Lo
B RT3 o AL ST A4 SO S S SR

- the mumerous ¢omnitmerits ard redomméndations that Have gradually been
adopted at thé sessions of ‘GATT ‘since 1961 -and at those of UNCTAD ‘since
1964, with a view t6 the reduotion and elimination of restrictions affecting
products of export interest to the develsping countries, ' The prospects
of an improvemert in this situation in the inmediate future depend at
present upon negotiations to be conducted in 1969 on-g system of gensral
preferences which the developed countries would adopt, on a'basis of ~
non~reciprocity, in favour of marufactures and sémi-manifictures from -
the developing countries, This topic will be discussed later; it iz -
worth pointing out here, however, that even on thé assumption that the °
preferential system under nggntiation offers sibstantial trade advantages
to the developing dountries, it will be operative for & specified period
of time, ‘and therefore will not obviate the need for contirmed endeavours
to secure the application of a broader trade liberalization progra.mme in
favour of the countriss-ir'questiony ) ' ' S

This podnt :is all -the more important in view of the fact that in ‘so”
far ag tariff duties are losing ground - because of the successive reductions
negotiated in GATT - non~tariff barriers and restrictions are carmdng to
play & decisive rolé, and ir many instances’ aré more difficult £6°overcome
than the higher customs tariffs previously in ﬁoi‘éé.-]*l-/ Aécordingly, at |
the twenty-fourth session of the Contracting Parties of GATT (November 1967),
it was agreed that a Committee on Trade in Industrial Produdts should be
set up to explore new opportunities for increased liberalization of trade
and;, in particular, to analyse the status of tariff levels following the
Kennedy ‘Rourid and to prepare an inventory of all non-tariff restrictiors,
It 1s hoped that this study of the tariff situation will make it pessible

11/ A recent study on some of the commonest: non~tariff barrders is to be
found in Bela'Balassa (ed,), Studies in Trade Liberalization (Johns
Hopkins Press, .Ba;{.t-lmore, 1967), chapter IX, "Non~tariff barriérs®, -
According to the author of the chapter referred to, Williams B. Kelly,
it is extremely difficult to estimabe the restrictive effect of
non~tariff barriers, and this introduces an element of uncefrtainty
which is frequently ajgravated by the diseretionary character of -
barriers of this type, "Unlike tariffs, the effects of tion-tariff
measures on importers! and exporters! sales andj rofits may not be

. . caleulable, Because 6F'such open-ended risks, effort necessa.ry
to. develop a foreign market may never be made' (p, 268).

[to determine
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to determine the over-all levels of incidence-of the tariff duties applied
by the EEC and EFTA countries, Japan and the United States to the products
of greatest export interest to the developing'éountries, .The aim of the
inventory of non-tariff restrictions — drawn up on the basis of of ficial
information — 31s to establish the nature and scope of restricticons of

this kind and to classify them under the foliowing heads: (a) State trading
or govermment participation in trade; (b) administrative and customs
regulations; (¢) standards (requirements that goods shall be marked with

the name of the country of -origin, sanitary regulations, packing and
labelling requisites, etcs); (d) specific restrictions (quotas, import
‘permits, exchange controls); (e) restrictions based on price mechanisms;

and (f) other restrictions, including restrictive business practice54;3/
These decisions were supplemented by certain conclusions on the expansion

of trade which the Contracting Parties of GATT adopted at their twenty-fifth
session (November 1968), In relation to the developing countries! trade,
the following statement was made, inter alia: "The Contracting Parties

agree that in order to strenghten the effeciiveness of the Compittee on
Trade and Development, the Committee should, where aporopriate, initiate
consultations in respect of tariff and non~tariff barriers and related
problems not elsewhere under examiriation in the GATT affecting the exports
of developing countries, with a view to seeking appropriate solutions for
consideration by the Contracting Parties at their twenty-sixth session,

The Committee ghould also follow closely the work in progress in other
organs of GATT, such as the Cemmitiee on Trade in Industrial Products and
the: Agriculture Committee, and make'éppropriate suggestions, so that, in
Investigating possible lines of action and. seeking solutions, these
Committee give early and.adequeate attention to questions of special concern
‘to developing countries",,,. "The Contracting Partigs”note that the
Committee on Trade and Development intends to carrj out a detailed examination

12/ The report compiled by the GATT Secretariat on the basis of official
information clagsifies non-tariff barriers in thirteen groups, See
GATT, Committee on Industrial Produ¢ts, "Inventory of non-tariff
barriers" (COM.IND/L and COM.IND/6). /of the
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of the difflculties encountered in the of implementation of Part IV of the
General Agreement. and to recommend measures for securlng more effective and
systematic implementationgess’s 1’ ' -
Within this field of . nonrtariff restrictions special mention must
alsc be made of the use of escape clauses drawn up in very general ‘terms
or based on such concepts as market disruption, A typical case ‘in point’
is the situation envissged in article XIX of GATT, Member countries are
free to sustain or withdraw the concessions grantediin respect of a given
product when it is being imported in such increased quantltiea ag to cause or
threaten: serious injury to domestic producers of 1ike or d1rect1y competitiVG
products, It is true that under the terms of the same artlcle the emorgency
measures.adopted are subject to a system of advanoe notloe and prior
consultation (or, in very special cases, consultation inmedlately after -
adoption Af the measures), on the part of all the interested’ countries. o
But it is equally obvious that the efficacy of such consultatlons in =
cushioning the impact of the wlthdrawal of concessions or the applleation
of restrietions is extremely dependent upon ‘the bargainlng capacity” of
the countries affected, . In any event, given the commitmonta ‘assumed
by the developed countries under the new article XXXVII ‘of thé General
Agreement, and in view of the whole content of Part IV it would seem’
desirable for article XIX to be amended so as te exempt the concessions .
granted to developing countries from the aoplication of its provisions;;&/

13/ . See Contracting Partles of the General Agreement on Teriffs and
- Trade (GATT), "Expansion of trade: conclusions adopted on 29 November
1968" (1/3155), The conclusions to which’ the title refers are
those adopted at, the twentyhfifth session. ‘

14/ I this comnexion, se¢ GATT, "Report of the Comnittee on Trade dnd
Development! (L/3102) (twenty—flfth session, November 1968), ps 2
"The representative of one developing country drew attention to the

- impoaition of a customs duty by one developed country on a certain
product. of export interest to developing countries and. stated that .
this action appeared to be inconsistent with the standstill provision
in article XXXVII, The representative of the developed country
concerned pointed out that the action was taken in accordance with
article XIX of the Agreement and in the view of his delegation was
not inconsistent with the provisions of Part IV, This matter was

o ak present under actlvo cons:deratlon by hls GOVernment."

/Froe acoees
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Free access to the markets of the developed countries, .and, above all,
the.possible establishment of a system of general preferences in favour of
exports of manufactures from the developing countrieg, afford these latter
opportunities for expanding their industrial ~exports, and therefore confront
them with the need to adopt certain decisions with respect to the types of
industrial activity which it would be in the interests of each country to
encourage, Up to a point, the selection of these activities will be
contingent upon the pattern and characteristics af the preferential system,
but in essence decisions will have to be based on certain long~term
objectives linked to:-the economic development of the country concérned. In
this comnexion, 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 basically directed towards those jndustries which may be considered as
traditional in t{ype (processed foods, textiles, leather, wood, and glass -
products, etc.) s 1,8, those which primarily consist in the transformation
of domestic raw materials; and a gradual transition should be made from
simple to more complex technical processes, The other line of ﬁhought
maintains that it is not necessary for each developing country te reproduce
every stage in the history of industrial development, Some of them may
well be skipped, and.direct progress made towards the more complex phases
of modern technology, : Lo : .

- Mthough it is beyond the scope of the present report to expatiate on
the implications of ,each of these approaches (presented here in highly -
_simplified fashion), it should be pointed out that they are not necessary
mutuslly exclusive,. Over the short term, it is the industries already
existing in the developing countries that afford the best possibilities
of expanding exports of manufactures particularly through the reduction
of idle installed capacity, or through improvements in productivity. and
enlargements of plant, Joint UNCTAD/ECLA studies have showr: . how far selected
Latin American countries could expand their output of manufact,ures goods merely
by u51ng the 1dle czpacity ex1st1ng 11‘1 certaln :Lndustrles, or, in other
cages, with only a little additional investg:sen’c, But, a.lthough over the
short term there certalnly are poss:.b:la.tles of increas:.ng some exports
in this way, in the longer run such an approach would-to some extent mean

/that new
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that new.investment had to be channelled.into. the types of industry in
question, In cthér woz;d‘s,”ihciﬁstrial development policy would have to
take t.hat direction, assigning priority te .investment in improving the
efficiency a.nd competitive capacity of the more traditional industries
rather than in install:mg other activitjes with a higher degree of
technological comple:dty. What is morg, doubts arise as to whether this
line of action would not be ta.ntamcunt, in essence, to reproducing the
old system of the intcrnaticnall division of. laboyr, -at a different level;
whete formerly the developing countries had been, generally speaking,
relagated to the “pcs:i.tioh 'of' _exporters of raw materials and importers S
of marmfactures goods, they would now become -exporters of light -or smple
marmfactires and importers of products based on more advanced techniques.
But even without going to such extremes, it must be acknowledged that in
any event the pr'oespe'cté for increasing exports of the more traditional
manufactures are far from_e:ttensive,_be,cause - amgng other reasons -
the growth rate of world demand is relatively slow, and because- it is -
generally. those 1ndustr;es that are mpst strongly. protected in the develcped
countriesgéé/ Mbreover, the value added in simple or:light manufactures
of this type is compa.rat:.vely small, and they will therefore do little ;
to boost export earnings, inasmuch as in most cases the exportation of a
manufactured product puts a stop, to exports of the raw materials on -~
which it is based, Laétly,‘no less importance attaches to the argument
that by concentrating on the more simple lines of manufacture the “
developing countries ﬁculd be limiting their opportunities of more active
participation in the difusion and assimilation of modern techniques,’

The other approach.referred to is based —' as already indicated -
on a 1onge1-term cutlook. Without fall:’gng to recognize that the immediate

15/ Professor Bela Balassa has pointed out that the differences between
nominal tariff rates and their effective incidence are particularly
marked in respect to textiles, leather goods, soms chemical products
‘and non-ferrous metal manufactures, The effective incidence is '
frequéntly more than twice as high as the nominal rate in these
cases, See Tariff Protection in Industrial Countriess An Evaluation
(Yale University, Cconomic Growth Center, New Haven, 1966), It
should also be recalled that it is probably in the traditional -
branches of industry that the products excluded fiom the system,cf
preference under negotiation will be concentrated,: '

/or short~term
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of creating appropriate conditions for promoting exports from developing
countries, it should’obﬁiously 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 sincg special
difficulties arise in certain groups of products (for example, in the
case of products included in BIN chapters 1 to 24), the margin of prefeyence
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 bgtter.chance.of benefiting from the preferential trestment
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 6r 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 ¢riteria 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 upom 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 congepts
as "market disorganizabion" or other disguised resirictions (technical,
pécking and quality standards, sgnitary provisions, etc.) may actually
in many cases be aa-important as, or even more important than, the size
of the margin of preference for promoting experts 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 mamufactures 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 specialr('or.
selective) preferences would have to, be absorbed into the genersl 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 tyade flows
from countries enjoying. special preferences, .The second g’foup, consisting
of products in the case of which special preferences have resulted in
export flows, and their immediate conversion to génera.l preferences might
cause distortlions in the economies of the countries concerned, the extension
of general preferences would have to be a gradual process, urdertaken within
a pre-determined period and at a given annual rate, ,

The secord problem relates to reverse preferences, ie€s ,.thosé |
granted by certain developing countrjes to developed countries, Some
nations, including the United States, have expressly declared that their
participation in the system of general préferences would be condn.tlonal ' '
upon the elimination of-special preferences and reverse preferences. In":
actual fact the problem is rot confined to the existing systems of sﬁecml
preferences; it also covers the possible spread of other arrangement.s of
this kingd, concerning which prel.mlnary négotiations are already undgr 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 countxfies'
while multilateral efforts are under way to develop an'acc'ept'able genéral
preferences scheme; that existing selective preferences, including reverse.
preferences, should be gradually eliminated (over a rumber of yea.rs), and
that in the renecgotiatad Yaoundé Convention (and the Nigerian Agreement)
some references should be included (say in the presmble) 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 formlas have been suggested for surmounting the cbstacle 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.pasa 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 trads policy not merely to the domestic 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 growbth of the developing countries to those brancheg of
industry which are the source of most capital goods; and, secondly, sjnce
1% involves the assimilation of more complex and,advanced.techniques, its
effects are not only quatitative (in the éhape of the expansion of total
output), but also qualitative, in that they help to raise the over-all
1ev§1 of efficiency and productivity throughout the economic system,

3a Establishment of a generél gyétem of preferences for manufactures
and semi-manufactures from developing countries

The conditions of access referred to above dould be improved if the
consultations and negotiations in procegs for the establishment of a
system of general non-réciprodal preferences for exports of manufactures
and semi-manufactures from‘deﬁeloping countries.in the markets of developped
countries are brought to a successful con¢clusion, In resolution 21 (II)
unanimously ad0pt¢d 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 Commititee on Preferences which is currently engaged
in consultations in order to settle the procedure and scope of the
system, particularly in relation tp‘Certain-points on which.there is marked .
-disagreement between the develoPed'ahd developing countries, The first
sessjon of the Special Committee ém Preferences took pléce at the end of
1968, but no progress was‘madg_intthe.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 commodlties which would be eligible for preférential
treatment in some cases and would be excluded in othera;lé/

The most important differences of opinion observable in the discussions
at the second UNCTAD sessicn centred on questions of coverage, the elimination
or reduction of. duties, lists of exceptions, and applicatjon of ‘escape
clausess These problems are, in fact, clesely interrelated, since the
approach and solution adopted to each have:repercussions on the resty The
Latin American countries members of CECLA held:an inter-—governmental meeting
of experts EZ/. in Septémber 1968 to begin.cénsidering the various problems
related to the general system of preferences, ' No.definitive positions
were -adopted, . but the experts pln—pointed what theyiregarded 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 negotiationg, The position declared
by the developed countries, as.stated previcusly, is to extend preferentidl
treatment to all products 1n-chapters 25 to 99 of BTN except those 1ncluded
in a negative list, while ‘the' products included 1n chapterg 1 to 2&, ‘which
in prlnclple would be excluded from preferentlal treatment, would be
considered indiwvidually and a positive list. yould be campiled of those
ellglble for preferential treatment. Clearly, ‘the smaller number of. products
axcluded in the flrst case and the larger number 1ncluded in the. second
are dependent upon the nature of the preferential treatment, i.e,, whether
it takes the form of total exemptlon from customs duties, the reduction
of exlstlng levels, the establlshm@nt of a duty-free quota, the reduction .
or removal of a non-tariff barrier, or a combination of severa) of these .
forms, ‘If‘the.purpose of preferential treatwment is considgre&,_i.e.,'ﬁhat

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 othe¥ hand, alk: - -
products in chapter 1 to 24, except those included in a positive list,
would be éxcluded from preferential tréatment, .

17/ Special Committee on Latin American Co-ordination {GECLA), Rapporteur!s
report on the inter-governmental meeting of experts to consider formulas
for agreement on general preferences (Santiago, Chile, September 1968),.

aor
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and other develeped countries not participating or not wishing to continue
participating in special preferential arrangements, would establish the
system of preferences for expo;ﬁs of manufactures and semi-manufactures
from all develepinglcountriee not diécriminating against them; in other
words, they would not aceord preferences to countries already granting
preferences to certain developed countriese This would be an open system,
so that countries not originally_included in the general system for the
reason mentioned above could join it letef, once they had eliminated
reverse preferences or had undertake¢n to eliminate them within a given
periodg A variation of this formila, which in essence embodies the
proposal made by Denmark. in the European Free Trade Association (EF?A)
in 1965, is to institute _the general system of preferences in favour of
all developing countrles, but to stlpulate that at the end of a given
period — for example, three years -~ the preferences would be w1thdrawn
from countries stjll maintaining reverser preferences.

. To conclude, it must be borne in mind that the establishment of
a system of general preferences ralses complex problems and jn some cases
may have unforeseesble effects; it seems'advisable, therefore, not to
start out by‘seeking”completely satlsfaCuory solutions for all pa“tles,
but to rely on the effectlveness of the permanent machlnery set up to
overcome any dlfflcultles that mlght arise,

hs Promotlon,of exports of menufactures and semi-manufactures

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 promotior 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 systém of general preferences such as that
described above, Unfortunately, thé concept of ”exportrpromoﬁion" 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 jis
already a plentiful supply, In tbe case of Latin American manufactures,
this interpretation is incomplete, because, as is well knowﬁ, the manufatturing

/efficiency of
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effic1en0y of these countries is relatively -low compared with current
internatlonal standards, and in order-to gain a foothold in world markets,
manufactures must meet certaln minimum requirements with respect to
prlce, quallty, deslgn, packlng, etco.. In other words, the successful
promotlon of exports of manufactures depends on the effective application
‘of & well-lntegrated group .of measures to stimulate- the production of
goods for the external market, and to. offer. incentives so that those goods
are de51gned, packed tranSported etc, as efficiently as possible, ' This
is the lesson learned from.analys;ng the experience-of.countries that hgve
been highly successful in export .markets in recent years, notably Japan,
Taiwan, Hong Kong, Korea and Israel,. . ' S :

- The framing and implementation of a-policy of this king should
ultimate;y be the responsibility of a government institution, although the
private‘Seqfor should play an important part in its formabion, It
falls largély to the-privatg sector also to-orgenize the activities involved
in taking advantage of the various Jincentives offered by.the promotion
p01i0§° 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 1nst1tutlons with separate funictions, The sphere
and’ scope of these functlons should also be defined in accordance with
the legal and institutional practlces of each country and, if p0581ble,
they should embrace both the stage of 1dent1fy1ng 11kBly export commodities .
and that of preparing feasibility studies on the’ various phases of marketlng,
"At all events, it seems imperative that the export promotlon agenqy should
also take part .in the discussions and decisions on the country‘s import,
tarlff and foreign exghange policies,

In this respect, brief reference is made to some of the llmltatlona
observable in policies for promotlng,exports of manufactures in the Latin
hAmerican countrieg, One is, perhaps, that there is no actual ppiiqy as
such, Admittedly, laws .or regulations are approved for the création of
specific economic or fiscal incentives (for exam@ie, the refupﬁ of .certain
taxes, compensation for the higher: costs of some local inputs, etc.); but, |
apart from the somewhat: sporadic nature of those incentives, the biggesff
_, -problem lies in the uncertainty prevailing among producers regardiﬁg the

/continuance of
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continuance of those measures for a sufficiently long period to cover the
ricks 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 exjsting 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 generzl all, those afferting the country's competitive
position on world markets, e.g8., foreign exchange rates, subsidies, prices
of local inputs, etc, .,

It is realized, 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, bul at the samé time to rationalize agministration and management
techniques, establish quality control systems, etc,  It-is a well<kaiown
fact that,*owing to the high degree of protection enjoyed by industrisl
sectors in domestic market, the level of efficiency is generally low, and-
woudid have to-improve substantially in order“to compete on international
mérketég. As mentioned earlier, the problems of - design, control of -
quality standards, packing, efc, are all questions.a® least equally as
important as'fiscal or other government incentives, = In this respect, the
increase recorded in exports of manufictures ' within LAFTA must be
considéréd one ofthe most positivé achievements in: the- expansion of
recipro¢al 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.. . .
| fE,,XTERmL FINANCING

£

i;_ Latin America's external financxng_posat;on

it

M(alv_ Forgigh capital movements and purchasing Eower
The decade following the-end of the Second World War marked a fairly

'émall 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 eapital exporting countries caused
them to restrict outflows, . -

In the. mad-nlneteensflftles net remittances to the region increased
considerably, mainly as a result of heavy gross investment “in 1956 and 1957,
ﬁotably in Venezuela's petroleum industry. Thus far in the present decade
there has been a substantial rise¢ in the gross inflow of foreign capltal,
both autnnomous and compensatory, but-amortization and disinvestment have
absorbed a growing proportion of those funds, so that, in the last analysls,

_the net 1nfloW'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
ancelled out the effect of capital infloews on the regionl!s capaclty to.

import, making it heavily negative in the three years 1965«67. :
(b)  The evolution of external indebtedness

As noted above, uhlle the net capital inflow has remained vlrtually
constant, the gross capital inflow has grown appreciably, In recent years,
this gross 1nflow has substantlally inereazed the- external debt of the
Latin American countries.. :

1/ This situation is analysed in greater detail in the I-'Econom:lc
Survey of Latin America, 1968" (E/CN.12/825),
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Table 11

LaTIN AMEATCA: TOTAL NET CONTRIBUTION OF POREIGN GAPITAL TG EXTERNAL
’ -SECTCR FINANCING, 1950-67

(Mi1lions of dollara)

Total (exoluding _Cuba) ‘- Total (exoluding Cube and Venszusla)
In;l;:ng;ozzt:nn;al : mgg:% Nat-aon-- mﬁl::n:;gt :‘n:'gal mgi‘::i Vot oon-
cotponsatory capital  and other tribution sompensatory oapiial and other tributlm
Cross Net returms " Gross = Net veturns
Annuel average _
1950-54 1 126.1 63040 " 885.7 2537 1 02249 5u7;u 1,9 105.5
1955-59 2 493.8 1 421.3 1 226,0 195.3 1 957,1 1 048.0 527.8 " 520,2
196067 3 42,3 1 607.8 1 691,8 =Bl 3 55466 1 654,0 1 osp.u 623.6
Year ,
1960 32560  165L5  1238.0 413,5 2 93L,4 1 789.2 047 1 045
1961 3 €60,1 1 761,01 ushh 326,63 397.1 1 906.0 8374 1 068.6
- 1962 3 678,53 15442 14818 624 35543 19012 838.8 1 06204
1963 33943  136LY4  1U53.7 2.3 33233 L 5hoJ 826.7 713.7
1964 . 39995 18932 ' 1 700;1 19361 3 887.5 1 889.2 1 00L.1 888.1
1965 - 36170 10148 18486 83,8 90 863.8 - 1 110.6 ~245,8
1966 . W183.2 17629 21236 -360.7 3 981.2° 1638.9 1 1405.6 233.3
1967 5497 1853.2 2 2545 © MoL.3 39377 17032 .1518,5 1847

Sourcge: ECLA, on the basis of the "Esonomio Survey of latin America, 19687 (E/ON,12/825).
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There are no complete data available on the total amount of the
region's externsl debt, and still .less.on the structure of its maturlty
period, The estimates most w1dely usediare: those prepared by the
International Bank for Reconstructien ‘ang Development (IBRD), but they

.yrelate onky to the publlc debt and the offlcially guaranteed private debt
uthey do* not include private loans, trade arrears, the debt covering
milltany aid, export credlte not guaranteed by government agencies in the
debtor countries,” "purchases" from the International Mbnetary Fund (IMF),
swaps, the internal debt payable in forelgn exchange, or the debt ‘'with

. original maturity period of less than one year.g/ On the basis of the |
“incomplete data available; the-regienis Mofficial® external debt may be
"estimated at ebout 15,000 rillion dollars at ‘the end of 1968. The total
debt is probably not less than 20, 600 million dollars. '

The problem is not only the extent of the region's external
'indebtednees, but also that credit terms have hardened, with a reduction
in the 'average amortization period and increases in interest rates.

{(¢) The growing burden of service payments T

_' It may be assumed that the external debt has mpre than doubled from
1960 to 1968 and that the terms have deterlorated. '

' "This asswfption is based on an analy51s ‘of the way in whlch service

'peyments (amortization, interest and proflts) have grown thus far in the -
" nineteen-sixties. ‘In fact, they have doubled in absoluue value, and their
share-of total income from goods and services has increased from 14 per
cent in 1960 to 2L per cent- in 1968, ,4__;.l';;,ﬂ;_,'u_

Given the structure of maturity periods and interest rated 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.

/2. External
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2, IExternal financing prospects

If the analysis of external sector trends in the past few years
show diécouragiﬁg results, future trendé.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 extérnal financing for devéloping
countries, but an effective solution would necessitate sweeping changes
in international trade policies and flows in the near future,

The lack of agréement concerhing long-term solutions to the problems
deriving from the inadequacy of the external sector in developing countries
is occufring precisaly in circumstances where the accelerated inerease in
the Latin Amerlcan countries! external debt, in terms of maturity in the
next few years, indicates that remittances abroad under the head of
amortization and interest payments are llkely to rise subbtantlally., The
prospects are even gloomier with the 1ncrease in remittances of leldends
and returns on dirvect Ainvestment, It may further be assumed that royalty
payments W1ll also increase, .

(a) Limlted availabll;*x of funds .

Although the financial a551stance furnlshed to Latin Amerlca by
multilateral agencies may increase in the next five years, if their express
aims are fulfilled, this will in no way solﬁelthe problem of the financial
gap. L o .
At the last meeting of the Board of Governors, the Fresident of
IBRD said it was the Bank's intention to double investment in Latin America
in the next five jears, ‘According to subsequent statements, the volume
of gross loans may reach 700 or 800 million dollars in 1972; but this
amount is merely hypothetical amd 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,

/The financial
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The financial burden-involved in transferring the cost of those
loans ‘to the Bark's operatlons is hardly compatlble with the concept
of development Loans.; It means a recrudescence of balance~of~payments
'pressures in the borrower countrnes ow1ng to heav1er service payments,
unless some solutlon can be found such as that envisaged in the “Horowitz
proposal" ‘ ] ‘ S
The volume of loans that can be granted hv the Internatlonal Development
Assoola tion (IDA) is direotly llnked to the undertaking of ‘the industrialized
'countrles to replenish a total of 1,200 million dollars, one-third to be
paid in each of the years, 1968, 1969 and 1970. It must not be forgotten
that 4O per cent of those funds, representlng the United States share,
B must be used for purchases in that country, which introduces the element
of "tied credith among the normal features of IDA operations (a maturity
perlod of 50 years, a grace perlod of 10 years, no 1nterest charge, and
a nomlnal service comm1sslon) Since thehposltlon of the Unlted States
Government is based on fortuitoto circumstances such as its current .
balance~of-payments difficulties, it is to be hoped that this condition
w1ll be excluded from the next replenlshment _operations, " . | '
| In any case, IDA cannot be regarded as an important source of eid
for Latin America, Up to 30 June 1968 the reglon had obtained 92 mllllon
dollars, or less than 7 per cent of IDArs total disbursements,
| Slnce the commltment assumed by the Executlve has no~ yet been . .
.:.ratlfled by the United States Congress, IDA cannot yet resume 1ts operations,
:?'whlch ar¥e now at a standstlll for want of resources. .
Latin Americals share of operatlons with the International Finance
Corporatlon (IFC) is larger than that of any other region, Thisiagency's
contrlbution to externdl flnan01ng, however, although sizable oon51der1ng
the nature of its operatlons - promotion of prlvate partic1patlon and
direct intervention in ba51cally industridl enterprises — does not run
into very hlgh figures. In fact, during the 1967/68 financial year, when
IFC's operations reached the highest level since it was estebllshod 1ts
commitments with Latin Amerlcan enterprises totalled no more than
25 mllllon dollars, ) '

/The Inter—American
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The Inter-American Develépment 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 cépital rescurces, which serve as backing for
its-loans. This Bank is alse Suffering'the conseqﬁenceé 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 markét. As a-resuit, IDB must now charge
up to 7-3/4 per cent on its loans to member countries.

The Special Operaﬁions Fund wili be considerably strengthened with
an increase of 1,200 million dollars payablé,in the period 1967-69, The -
contributions to that increase are being paid up by the Goverrments,
which is particularly ﬂﬁportant if it is considered that in 1967 the Fund
concluded 39 loan operations for a total of 313 million dellars, most of .
them at interest rates ranging from 2-1/2 to-B-l/h per cent and with
maturity periods of 20 to 30 years, | 7

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 asslstance
by means of grants and leocans, particularly long-term loansfmade free of
interest or at low interest rates", :

Expenses for operational activities will be met from-the voluntary
contributions made to the Capital De#eiopment Fund, in cash or in kind, by
the States members of the United.NationS‘and decided at an annual plédging
conference, The first pledgingiqpnferencerwas held on 31 October 1967
and only twentyatwo:countries promised to contribute the equivalent
of 1,319,910 dollars; the Geheral As§émbly therefore recognized that the

/initiation of
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initiation of the Fund's operatlons, scheduled for 1 Januery 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 1ange 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 - elther market—econcmy of soclallst - pledge
a contributlon, thus defeating the urposes for which the Furd was
established, e e
As with all declsions llnked to the volume and condltlons of
“financial assistance", the future trend of the capltal markets 13 bound
up with problems cf international monetary llquldlty.
Efforts have continued within the establlshed outline to create
“special drawing rights" within the Internatlonal Monetary Fund. Acceptance h
of the principle that a dellberate control should be 1nstituted of ‘the = -
world supply of 10ng—term monetary reserves is a p051tive factor in solv1ng
the problems deriving from the relatively slugglsh growth of the internatlonal
means of payment compared with the increase in wcrld trade. _ '
It might be expected that, once this syetem of supplementlng “'
international reserves were put 1nto effect, the resultlng greater potentlal
liquidity would make for & readier flow of payments between countrzes. ' '
Unless the obstacles in the way of access to markets for products of
developing. countries are removed and the terms and volume of flnanc1al

assistance are modifiedy the problem w1ll sub51st for developlng countrles.

3/ 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,

/It would
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It wnuld'therefdre be necessary to reiterate the need to link the
creation of new reserve assets with development financing, ‘Thus it would
be possible to use cOnnterbaft funds in‘order to purchase IBRD bonds,
contribute to IDA, help finance 4 commodity price stabilization system,
refinancé the external debts of developing countries, co-operate in
currency stablllzatlon programmes in ccuntries afflicted by serious

'1nflat10n, etc., as 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 deveLoplng countries and among the developirig
countries themselves., ' -

A succession of three acute monetary érises — affecting the pound
stefling; gold, and the French franc - have recently shown how sueccessfully
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 éfficiently with the country nhose
currency 1s threatened and supplementlng its reserves until its difficulties
can be overcomeo Unfortunately, this co-operation does not extend to the
developlng countrles, nor does such co-operation exist between them,
p0951bly because of their generally precarious position,’ '

" Neither are the pOSSIbllltles held out by bilateral aid any too
PrﬁmiSingo"In'the'United States, which, according to-the statistics
published by the Development Assistance Committee (DAC) of the Organization
for Economic Co—operatlon and Development- (0ZCD) 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 Tixecutive and diminisning the total
amount available with respéct 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 geals, 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 Sénate has revealed that 90 per cent of

/the funds
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the funds to be used for countny programmes will be made available to only
flfteen countrles, more than 80 per cent of the development 1oans w111

go to elght ccuntrles, and 95 per cent of the supportlng a551stance will
be dlstrlbuted among only four countries. o .

‘As regards contrlbutlons from other countrles, sufflce 1t to. say .
that both France and the Unlted Klngdom - whlch rank next after the
United States in the volume of flnanclal eld - wlll probehly adopt similar
restr1ct1Ve policies owing to thelr budget and balance—of—payments problems,
which were conSLderably aggravated in 1968. Moreover, their financial
assistance 1s already concentrated in the former African colonies and
some of the Commonwealth countrlee reSpectlvely.

~ Of the remalnlng members of DAG, only the Federal Republlc 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 develeping counﬂries and multilateralVorganizatione,
and Italy and Japan, while not yet reachlng that percentage, have
considerably 1ncreased thelr contribut 1ons..‘ .

In the llght of present oondltlons and proseects, 1t is deflnltely
unllkely that there w111 be an over—all 1ncrease in a331stance to )
developlng countrlee in the hear future, and the concentratlon of funds
in a few countries may do even,mpre to llmit the funds aVallable for
Latin Amerlca, that 1is, of courSe, 1f there is no change 1n the existing
condltlons and proepects. ] _ , _

F1nanc1al as51stance to Latln Amerlca from the eoclallst countrles
is conflned to Cuba.

(b) Terms and condltlons

One very important aspect of flnanclal assistance is the form in
which it is granted; this has more 51gn1f1canee for economic development
in the long term than the actuel volume of the a331stance. Looking at
the terms and condltlons under whlch flnancaal assxstance has been granted
during the nlneteen—51xt1es by the countries members of the OLCD Development

Assistance Committee (DAC), one finds a relative decline in contributions

4L/ = Statement by Mr., Dean Rusk, United States Secretary of State, before
the Senate Foreiagn Relations Committee, on 11 March 1968,

/to mxltilateral
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to multilateral organizations because many dotor countries often combine their
development finance ﬁith.arrangemantg of a political eor 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 stétionary. 3imilarly, 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 dellars - while at the same time the volume of assistance under this
law has dropped appreciably because of the decline in United Stetes
agricultural surpluses, frl, . o ' “

Another significant factor is the rapid rise in the amount of aid
made availaﬁle in the form of technical assistance, particularly by the
United States, the United Kingdom and Francer 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 gocprimariiy to
the agricultural sector, | o o

There has been very rapid growth in “pigdﬁ cfedit.Qperatipnsgrdespitg
the DAC reconmerdations that tied loans should be limited since they
subvert the principle of financial assistance, Some countrles, the. ;-.
United States for instance, have made 1t a condltlon that all new credlt
must be tied, on the grounds of balancewofmpaJmenta dlfflcultles. 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 aséistanqe - With little
welght in the total, however - is to solve balancesof—pamnents 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 balanceéqupaymenté problems
of donor countries, political considerations arising ouf 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.

/Hith regard
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“iith regard to repayment perieds and average interest rates, there
has been- a noticeable trend during the nineteen—sixiies to harden the
' ‘térms of assistance, with adverse effects on the structure of the external
"debt. of the developing.countries. The terms of assistance deteriorated
notably in. 1965, recoverad slightly in 1-966--5/ but then took a downward
turn 'in 1967 when, .dlthough 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—wgixtiess S § :

3+ International action with respect to_the
problems of external financing. .

Cértain decisions were adopted at the second sessior of UNCTAD
rela‘hing to the problems of external finshcing. It may be useful to
refer to these decisions to show the progress achieved in the external
f:n.nanc:mg and the measures proposed to solve some of the problems.

S (a) The one ger cent target. ' :
With regard to the volume of aid, it was decided that ths term

"nat 1ona.1 1ncome" should be taken to mean gross national product at

'ma.rket pr:Lces > as the developlng countries-had argusd, instead of net
natlonal income at factor cost, which was the under standing of the

developed countrles. However, the commitment to reach the target of

1 per cent of nat::.onal income’ by the end of the Development Decade, which
had ‘been explicltly agrecd’ garlier s Was weskened when it was made clear .

E that” t.he target should be regarded as an incentive to greater efforts
ratlier than as a celling or as a method for comparing development
assistance effortss Horeover, some cowrtriesi- irieluding the major
donors ~ did not feel able to accept a precise date for attaining this
minimun target, and the minority stated that they were prepared to meet
it some time between 1972 and 1975. In addition, although there were same
suggestions, no rérmsl proposal was made to establish machinery to measure
the vclume and structure of financial ‘flows, both the amounts supplied by

the developed countries ‘and the andﬁnﬁs received by the 'developing countriess

~5/. ~See "Latin America and the second session of UNCTAD" (E/ CN.12/803) A
table 18, Pe 158,

[Action in
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Action in the future might well concentrate on centralizing the
information produced by a number of sources - for example, the IBRD
and the CECD Development Assistance Committee ~ in a subsidiary organ
of UNCTAD, ' 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 the economic develomment of the recipient countries,
This information would alse prove very useful, if the current eceonomic
situation changes with respect to the countries(chiefly the industrialized
countries) which claim that balance-of-payments 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 countriés) which plead other reasons for channelling the
flow of their financial assistance, in stimwlating the will of the donor
countries tc increase the volume of their financial assistanee to meet
the target of 1 per ceént 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 rernew their efforts tc achieve by the end of 1968 the terms
and conditions for the provision of external resources laid down by the.
Developnent Assistance Committes of the CECD .and by the: General Assenbly
of the United Nations in resolution 2170 (XXI), and to begin a review -
in 1968 of the'assi%tance"furniShed‘to see to what extent ihe Recommendations
of DAC are belnv fulfilled, : S B P S T
Another pesitive aspect is the declision to studJ the possibility
of applying a "Bisque clause" to the loans of the developlng countries,
Under this clause, debtor countries with balance-of-payments difficglties
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 ocr at low interest rates with extended grace and repayment periods,

and merely tock note of the suggestions made. pe
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Jfﬁe question of external indebtedness is another problem for
which practicai‘éolutions must be sought. Although the relevant part
of décision”29-(II) shows no advance over-the_decigions adopted at the
first_ée?gibn of UNCTAD, some'deVBloped.countries~whighrare large creditors
indicated that they'ﬁére'prapared*to‘participate inlmu;yiiaterél ‘
arrangeménts wiﬁhhthoéé countries which were in a critical situation;
In view of this attltude, it would be useful to explore the p0551bllity
of establishing an approprlate body and standards to study and solve
the problems of eXGBSSively indebeted countries, whose payments on
. account of the external debt aré more than a certain proportion of their
BXDOTS earnihgs over a given period., .-This would be much the same as |
-following the ex1st1ng arrangements for the reflnan01ng of debts
(The Hague and Paris Clubs, etc.)

Another field in which progress can probably be made is that

.of tied ald, sznce the developed market~economy countrles 1nd1cated
. their readiness to untle aid progressively, although they p01nted ‘out
that actlon would have to be concerned. In this respect, the Unlted
States representative stated that for balance—of—payments reasons his
,country was oollged to tie its aid in order not to reduce the total
.volume, however, since it 'anticipated that 1ts dlfflculties WWere temporary,

‘_-1t1was prepared to discuss measures for the progresslve untying of aid.

. It should be recalled, in this connexion, that the tled credit
operations of the ‘United States Agency for Internatlonal Development
(AID) have recently included certain cenditions . that make them less
a form of financial aid for development and primarlly a mechanlsm for
the prcmotlon of United States exports. _Through 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 deﬁééits, exchange surcharges
~ and other restriétions which affect imporis from all other countries,
.,Mbreoﬁer, since the repayment periods for these credits are as long as
thlrty years, with a ten-year grace. pericd and low interest rates, they
are often uSed to cover current budgetary expendlture which should be
\flnanced from domestic savings. It has been found thgt in some cases

/the merchandise
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the merchandise imported under this type of arrangement is much more
-expensive than i1f purchased in other markets, although the advantages
of leng~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 concessians 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 happeﬁed 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
ghould begin netotiations with a view to.pfeﬁaring a plan desigﬁed
to reduce and eventually eliminate tied gid. The sceialist countries,
cn 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 internaﬁiongl
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 development loans granted
by international financial institutions. Clearly, long-term loans at
interest rates of 6 or 7 per cent, or even mcre, can hardly be considered

genuine financlal assistance,
/Tt has
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It has’ also been noted ‘that the trends of the financial markets
do not glve grounds for any hope that interest rates will fall, particularly
since IBRD arid IDB are currently planninz to expand their op6rat10ns,.
while “the A51an Development ‘Bank and ‘the ‘recently establishéd. Afrdican :
Development Bank have announced that they intend to- operate along
s;mllar 11nes. ' o ' Lo -

Th order to allev1ate the considerable burdén such interest rates .
place cn “the ‘balatice® of ‘payments of the developing countries, particularly
if the volume of loans is to increase appreciably, it would be useful
to examine the'epecific aspects of the proposal for the establishmént of
an intefeet equalization fund t0 subsidize part of the cost of loans
contracted by midtilateral "eredit institutions.” The fund could be
financed by the economically more advanced ‘tountries, in group I of
the International Development Association. -

(¢c) Supplementary financing '

The complementary financing séheme was discussed at length by
the‘Inter-govefﬁmeﬂtal'Group~on Supplementary Financing, which evaluated
a report vrepared by the IBRD and developed a number:iof points on which -
there were conflicting views within the Trade "and Development Board.. ..
However,'thése*disagfeementd”did not prevent agreement being reached at
the second session of UNCTAD on the general outline of the scheme, dlthough
certain-controversial details were left to be solved at a later date
by the body applylng the scheme, Which in the unanimous view of the
membere ‘of the’ Inter—governmental Group- should be the IBRD.

Although ‘this view was shared by the Scandinav1an-covntries, the
Netheriands, the United Kingdom and all the developing countries
(except'deﬁefeeﬁ), some deﬁelbped countries strongly opposed it, chiefly
hustralia, Belgium, Canada, France and Japan, on the grounds that no - .
decision ‘coitld’be taken until the Tesults of the studies on the stabilization
of commodity priees;'which the TMF had been requested to undertake in
consultation with IBRD, were 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 developing
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The developing countries submitted a draft authorizing the Inter-
governmental Group tc 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-goverrmental 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.é/

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 BCLA to prepare, in co-operatien with other competent Latin
American bodies, suggestions and guidelines for improving the supplementary
financing scheme for its considerationh and eventual transmission to
the expanded Inter-goverrmental Group., A report was prepared jointly
by BCLA 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 éstablishment
of a system of supplementary financing to counteract the adverse effects on

of shertfalls in export earnings on development plans.

é/ See UNCTAD, "Chairman's report on the fourth session of the
Inter-governmental Group on Supplementary Financing" (TD/B/2C0),
January 1969.






