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Introduction

In if%“resolution 35/56 of 5 December 1980, the United Nations General Assembly
adopted the International Development Strategy for the Third United Hations
Development Decade, designed to promote the economic and soc1al development of
the developlng countries. This Strategy lays down the goals and objectives
which ‘should be attained during the 1980s and also the measures which should be
taken’at " %he domestic level and espe01aily at the’ 1nternatlonal level to fu1f111
the purposés proposed.

The IDS taid down that the United Nations reglonal economic commissions
should consider the feasibility of’ preparlng action programmes to support the
efforts of developing countries in the implementation of the IDS in their
respective areas, ' ' ST

In this context, the ECLA Committee of High-Level Govermment Experts,
meeting in Quito in March 1981, prepared a draft Regional Programme of Action
designed to aid in the implementation of the IDS as regards the countries of
the region. This Regiomnal Programme of Action was approved at the nineteenth
session of ECLA, held in Montevidec, Uruguay, in May 1981.

The IDS established machinery for the review and appraisal of economic and
social deﬁelopment and of its own implementation, and this is carried out at
various levels. As regards the regional appraisal, it lays down that the
United Nations regional economic commissions should carry out the work of
review and appraisal in their respective areas, while the General Assembly,
for its part, will carpy out the first review and appraisal in 1984.

On 20 December 1982, in resolution 37/202, the General Assembly decided
to set up a committee of universal membership to carry out the review and
appraisal of the application of the IDS at the global level in 1984, while it
requested the regional commissions to carry out these tasks in their respective
regions.

In these circumstances, the present meeting of CEGAN is of special
importance. It must examine the economic and social evolution of the countries
- of the region. and appraise the progress made in the implementation of the
IDS and of the Regiomnal Programme of Action during the first three years of

the present decade, at a time when a profound economic.and financial depression
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is affecting the countries of the region and the course of economic and financial
events at the natlonal.and 1nternat10nal level has d;splayed in its essentlal
aspects totally dlfferent characterlstlcs .and orlentatlons from those whlch the
ins and the Reglonal Programme of Actlon set forth or. proposed to establish.

In thls respect, resoluflon 37/202 states 1n one of its, preambular
paragraphs "that the adverse éffeéis of the contlnu1ng 1nternat10n§l economlc
crisis, espec1ally on the economles of the developlng countrles, make Pparticularly
necessary the task of carnylng out such a review and appraisal w;th .a v;ew to
conslderlng the adjustment, 1ntenslf1cat10n or reformulatlon"ofuthe pollqy-
measures requ1red 1n the llght of evolvlng needs and, developments, in order to.
achieve the goals. and objectlves of th@ Inteqnatlonal_Development Strategy"..

As a contrlbutlon to the dellberatlons of this meeting of CEGAN, the

Secretariat has prepared the present document.

PEREE

/1. THE



1. THE NATURE, SCOPE AND DEPTH OF THE CRISIS IN LATIN AMERICA

A, THE SCOPE OF THE CRISIS, ECONOMIC CONTRACTION AND
_ STAGNATION IN THE REGIONAL CONTEXT

The economlc and flnanc1a1 crisis has spread to practlcally all the countrles or
the reglon. It is getting worse, and a cllmate of 1nstab111ty, confuslon and .
uncertalnty is spreading as regards the future evolutlon of events and the
pollc1es which should be adopted to. contaln and overcome the harmful effects of
this process, The negotlatlons and arrangementa made w1th regard to external
1ndebtedness and debt serv1c1ng have not succeeded 1n stablllzlng the situation,
and in some cases the problems are totally 1nsoluble if tackled w1th1n the
- context of convent10na1 methods and forms of actlon._‘_

~ Even as 1ate as 1980, 1n splte of the decllne reglstered in the second
half of the 1970s, “the reglon s eoonomlc growth stlll showed a higher average
rate than that of the 1ndustr1al countrles with whlch Lat1n Amerlca is 11nked _AA
through the bulk of its economlc, flnanclal and technologlcal relatlons w1th N
the exterlor.: In the three-year perlod 1981-1983, however, these dlfferences
tended to be reversed _since the ‘region fell 1nto a 51tuat10n of severe economlc
reoe931on and renewed 1nflatlon. Latin Amerlca is now 1n the mldst of a world
economic recess1on whlch affects developed and developlng countrles allke'
countrles with market economles,.mlxed economles and even to some extent centrally-
planned economles, 1arge and small nat;ons* and oll-exportlng and non—01l—export1ng
‘countries, _ . )

This overall appralsal does not mean that the manlfestatlons and spread

of the world-level crisis are the same in all reglons and countrles. It is
nevertheless true, however, that in most of the countries there are sallent A
features Whlch evolve along very s;mllar 11nes, especially as regards the drop
in the economic growth rate and st111 more frequently, the stagnatlon or
oontractlon of national econcmic act1V1t1es, the exce531ve 1ndebtedness of some
countrles, the balance—of-payments problems of the developlng countrles, and
the high levels of unemployment and inflation.

/In order



In order to -clarify the nature of this crisis, it is necessary.to.‘take
account of various considerations which involve the following questions:

a) Is this:depréession’in the world economy the. consequence of an actual
shortage of physical rescurces after the;intensive"enploitation of natural
resources required by 1ts extraordinary growth from the period after the war
until the m1d-19703, or 1s it rather a cyclical or conjunctural development
originating in the central industrlal oountries, which has been transmitted o
to other areas and especaally the developing countries? T e

' b} Are ve w1tnessing a process of transation of the’ world economy towards f:
the establishment of new forms of technology and energy Whlch w1ll mark a new :

stage in the development of the forces of production and the forms and social |
conditions of 1ife? SR Ceed e Uy .

c) Is this a contradictory edtuation brought about by the welf'knownjfact

. i %

of the shaping of a new world economy character1Zed by a high growth rate and an

increase in the degree of 1nternationalization and 1nterdependence of the varioust:
A BFR
areas and countries as regards trade, 1nVestment financlng and technological

et
VLS ST

development without however hav1ng at the same time established suitahle '

multilateral 1nst1tutions to help guide and promote the efficient and equitable v
functioning of the world economy, especlally ae regards the place ofjthe developlng

(U B

existing multilateral 1nst1tutions in the financial monetary and trade fiélds =
have been’ overtaken by events and, to tell the truth, have not devoted proper o
attention to the development problems peculiar to the countrnes of the periphery.
In the region, it would appear that the crzsis manifests itself w1th similar
ocharacterlstlcs or features 1n many countrie3°x S o
a) The cr:s;s would appear tc»be determined princ1pally by external factors,
although thlS is not to deny the 1mportanoe of the structural aspects and factors
of a domestic nature whlch hinder development°" ' ' -

"'\ -

b) The natlonal economies have fallen during the last three years 1nto a

vt oh

process of decline,'stagnation and even contraction in the absolute levels ‘of
economic activity, so that the economic growth of the reglon as a whole has
been nil;
~¢) Such a prolonged situation of stagnation and even contraction of economic
activity in the region as a whole is without precedent in the period since the
war. The immediate prospectsfor a significant improvement in the economic growth
/rate are



rate are frankly unpromising, and even if there were some recovery in the second
half of the decade, the average growth for the 1980s would probably be lower
than in any of the previous three decades;

" d) ‘Thére has been a resurgence of inflation and exchange rate‘instabiiity
in the region, -and thesé probiems have also spread to the few countries which
had previocusly been free from thém., In some cases, economic panic and speculatlon
have created situations whlch have escaped from the control or guldance of
national policies; ' ' R

e) It is in the area of external relations that the simildrity of national
experiences and situations is most marked, in spite of ‘considerable differences
of degree ‘among the various countries. ~The -problems involved heré are the high
level of 'exterfial 1ndebtedness- ‘the burden of debt servicing commltments because
of the reduction in mituritiés and the high Pates of "interest, "and, For many
countries, the material 1mpossib111ty of fading up to the debt servicing '
obligations if thé #nflow of new capital continues to be limited, as has Yeen
the case since 1982, “Furthérmore, the countries are likely to have serioiis
difficulties in absorbing new loans if the high interest rates and Ehbff‘mafﬁfify
terms prevailing at present are maintained., Thus, the magnitude of financing
problems, thé contraction in:external demand in the last three yéafé; and the
deterioration in the terms of trade (which has now spread to the oiliéxportihg
countries too) are g1v1ng rise¢ to situations of verltable strangulatlon of the
economic process: '

" These broadly similar manifestations of the ¢risis in the different nations
have differed in their absolute or relative intensity from one country to another
according to their economic ‘size and population, the degree of opénness to the
exterior, the nature and extent of State intervention in the running of economic
policy and of the participation of the State as an economic agent, the resource
endowment, the degree of industrialization, and the level of dlver31flcatlon
reached in the production and technological fields. -

The particular path followed by the ‘countries of the regibﬂ from the
period of economic boom to the present'cfisis has also varied, It may be noted
in this respect, for example, that the 6il-exporting countrieé have not evolved
in the sahe way as the non-oil-exporting countries and that the evolution of the
countfiestwith-high growth rates has been different from that of the more numerous

group of countries which have traditionally shown slower growth.
/8. THE



B, THE DETERIORATION IN SOCIAL CONDITIONS AND “THE SHARPENING OF
- SOCIAL TENSIONS . .. ...

POCIERE

SV A

The crisis is exacerbating the deterioration in. social conditions in the Latin
American soc1et;es,uyh1ch. were extremely inequitable tq‘start,w1th. There can
be no Question but that economic growth must be accompanied by del;berete ‘State
promotion of a progcess of struetural and institutional change designed to. .aghieve :
& more equitable distribution of the fruits of economic development and to .
satisfy certain standards .of. imppovement.in: the: social welfare of the. mass .of
the population. . It.is nonetheless true, however, that in the .climate of .. .
stagnation and recessiop, copfusion apd uncertainty prevailing op the latin.... .
American. scene,.the absence .of economic. grewth will necessarily. cause.social
tensions to become more acute, vesistance tp change o, the part of the sectors
which must make cpncessions will become more determined, and wltipately even. -
more serious prejudice will be caused to. the great mass.of, the population in the
lower segments of. the scale of distribution ofwealthand income, while at the
same time powepful_forcee.of_spciel_ipe;abiiity will be fomented. =

There are -four, interrelated aspects, of special significance with regard .- .
to the spcial dimensions of @eyeippment;;i)gth@kdiﬁﬁgibgtipn-Pf‘PPOPerty and - . -
income; ii) ther magnitude -of extreme poverty;.iii) unemployment,and iv) the
limitations on and differences in social participation,: . meions o f _

The process of economic development and the rapid social changes. which
took.place in the period since the. war have shaped new middle-leveld socioeconomic
secters which today have considerable. wejght. in, the egonomic, spcial apd. political.
field.l_Atzthe.seme time, it is evident,that the very high degree. of: concentration
of property and income in a small segment of the population and the yery small
participation of the. great masses in these benefits go to make up .g structural -
situation of extreme and persjstent inequality which conditions the whole .
economic and social system and which it is essential to deal with.both for ethicalA
reasons and for those. of social efficiency.. In other words, reducing the
irritating. inequalities in_personal or family. income distribution must be in
itself one of the social objectives of the. deve;opment strategies, .. . .

o There can be ne, doubt that the crisis 18 accentuating these inequalities
because of the drop in. employment apd real wages and the reduction or limitation
Nr oo opes o« ., Jof the .

L R



of the types of social assistance which should benefit the poorer sectors to a
greater extent., All in all, this reduces the participation of wage-earners in. .
the‘distribﬁtion of national income, while-at the same time increasing the
share of the other segments of soc1ety, although hot necessarily to the same
extent for each of them. ' '

" A Very high proportion of the population of the Latin American countries.
receive incomes lower than those needed to cover the expenditure which is
essential in order to satisfy minimum living conditions, and worse still, a
very considerable proportion of the population suffers the still more depressing
coriditions of extreme poverty. This is in contrast with the high level of
consumption in the top segments of the income distribution scale and the spread
of high levels of consumption in the upper-middle sectors. The relative
magnitude of the population living in a state of poverty varies from one country
to another, being generally associated with the degree of econcmic development
and the efficiency of the social policies adopted. Statistical studies carried
out by'some Latin American countries are said to indicate that this relative
magnitude has tended to go down in the period since the war. It-is most likely,
however, that this relatlve reduction is not enOugh to reduce the absolute size
of the poor populatlon, at least w1th1n a reasonable length of tlme. 'The increase
in unemployment and the contractlcn in real wages already referred to ‘are the
main factors tendlng towards the greater severlty and spread of poverty durlng
the present crlsls. . - ‘

The ob]ectlve of reduclng poverty sxtuatlons may be compatlble with that of
1mprov1ng the dlstrlbutlon of income (or consumptlon) The reverse would nct .
necessarlly be true, however, 1n all cases. It would therefore be’ de51rable to
con31der which of these two objectzves should be given 1mmed1ate emphas1s in
economic and social pollcy, bearlng in m1nd the verltable emergency 31tuat10ns
brought about by the cr1s1s in many countrles.

' The chronic problem of unemployment and underemployment which already
prevalled in Latln Amerlca is assumlng staggerlng levels in this crisis. In
some cases, for example, the equlvalent of one=-fifth or even a quarter or more of
the labour force are con51dered to be unemployed. The 1ndustr1a11zed countries
with high levels of income become deeply concerned over much lower levels of
unemployment-among their own citizens and seek to justify‘tbe application of

/protectionist measures



Protectionist measuyesiby'the need’ to protect: employment in their. countries, even:
though their nnemploﬁedﬁgeceiVe social welfare- allowances, . The :increase in .::
unemployment direetly inflfiences the rise.in. the-degree of inequality in-income.
distributioniand?initheﬁ%ptead”of-poverty; . Furtherniore, the problem. of unemployment
not only involves wage-earners but also other social segments:corresponding
mainly to- the intermediate Sectors: in:‘the' scales.of*distribution of income .and
property. - - sl o e e m el rmeby el cow

The: sericusnéss of this situation. can’ be:appreciated if we take into account
the fact that the labour force increases: each yéar- by a considerahle amount in
most of the eountries and that in order to prevent unemployment from getting worse
a high rate of economic growth is needed.  In Latin America, except in a very few
cases, the- economic growth rate slackened durifig” the second half of the 1970s, and
in'the last threé years ‘there has been stagnation or:outright.economic recession -
vhich hasdramatically aggravated the problem of unemployment, while no. immediate
favourable prospeots'are"to be glimpsed. ' '

Ce THE EXTERNAL DFPENDFNCE AND 'VULNERABILITY OF THE ECONOMIC PROCBSS o
R ~AND” THE IR -DETERMINING FACTORS - DA Ll

Varlous factors of an 1nterna1 and external nature have helped to unleash the o

crisis now affectlng Latln Amerlca. The flrst of these factors are connected
w1th characterlstlcs pecullar to the natlonal economles, Wlth the nature of - .
the strategies and policies adopted by governments, Whlch 1n many cases have ,'
been flagrantly unsultable or have ampllfled the unfavourable effects of the
world economic recess1on and the weakenlng of 1nternatlonal trade, and also, 1n_
some countrles with, Polltlcal or soclal confllcts. : .
. Wlthln the context of the structure and present functlonlng of the natlonal
' economies, however, 1t is ev1dent that it is the external factqrs whlch are most
clearly respons;ble in most of the countrles for the nature and scope of the
crisis;, this is so to such an extent that 1n some v1ews of the problem the crisis
is attrlbuted essentlally to the conjunctural and structural evolutlon of the |
1ndustr1al countrles, transmltted to, the developlng countrles by the close llnks
of dependency blndlng the latter to the central economles. Thls v1ew of the
situation, unjustlflably overlooks however, the fact that these external factors
have joined together with the, domestlc structural condltlons whlch have L‘, o
tradltlonally stood in the way of a dynamlc and equztable process of economic -

and social development,
/Among the



-Among the more generalized aspects of external relations which have helped
to put a veritable stranglehold on the process of economic growth and which
mutually strengthen each other in their adverse effects, special mention may be .
made of ¢ .

a) The structural imbalance observed in the economic. make-up and
technological content of the production and external trade of the developing
countries; as compared with the- industrial countries, This general imbalance
forms the.context for more specific aspects of the way the relations between
internal and extermal factors have evolved;

b) The amount of external indebtedness accumulated on account of the
growing balance-of-payments current account deficits. A particularly important
aspect of this indebtedness is.the magnitude reached by payments of interest
to the exterior, due both to the large amount of indebtedness and the rise in
interest rates; -

c) The weakness of external demand because of the world recession and,
especially, the way it has evolved in the industrial countries-with which Latin
America maintains most of its economic, financial and technological relations.
This has been reflected in recent years in sluggish growth of Latin American
exports and a substantial deterioration in the terms of trade;

d) The resurgence of different kinds of protectionist measures: not only
in the industrial countries but also among the developing countries,” where they
have even affected intra-regional mutual trade; . :

e) The difficulties in establishing regional programmes of:co-operation and
economic integration and the scanty.links with other developing areas, and .

-£) The problems standing in the way of the more dynamic- development of..-
trade with' the countries with centrally-planned economies,

.= In. the course of the period: since the war, Latin America has registered.
a significant process. of growth and economic and technological . change, .- It has .
displayed a high potential for economic growth and has made importamt changes
in its structure of production and technology. It -has attained.appreciable
progress in industrialization, to the point where some countries of the region
are now passing through a stage of semi~-industrialization which marks them out
as the new industrial countries of the future., Furthermore there has been quite

/intensive absorption



intensive absd¥ption of modern technologies afid vigorous development of the basic
production fordes which must form the foundation for suhsequent growth - and
economic development. - I R ' e T ‘

Neither these nor other aspects pointing in the same direction, however;
have managed to eliminate to ‘the netessaryéxtent the ‘unbalanced structure
characterizing the productive arid’technologicdl make—-up ‘of the ‘output and trade
of the Latin American countriés, ‘even in‘the case of “those which may be considered
as being among the most advanced. 'At the same ‘time, it must ‘be ackrnowledgéd that
this imbalance shows different levels of ‘severity, against the backgreund ‘of thié -
generally greater economic-defénce capacity of the region., TFinally, P£'is-also
necessary to take into acdount 'the rélative mnature of these comparisons, since
the industrial countries continué o promote extrdordinary technologicdl advances,

© In actual fact, in spite of ‘the progréss made, the exports of the Latin
American countries to the industrial countries consist mostly of primary
cormodities with different degrees of priocedsing, “dnd only to a much lesser
extent of manufactures. The Fformer have ¥eéer -appreciadbly diversified, expanding
the -range of'nonﬁtradifional‘éxpoffs;‘wﬁile5%ﬁ§”iattér}-ﬁhich éxpaﬁded'fapidly'
during the 1970s and ‘eveén began to include capital goods, have:‘corvesponded '
mainly to products of 1light industry or those with a lower teclinclogical:content.’
In contrast, the imports from the "industrialized countries consist mostly of
intermediate manufactures~‘which'représent*essential“&mport51for-natigﬁalﬁ
productive activities, and the capital godds needed to increase: produétlon
capacity and incorporate new technoldgies, - ' :

This structural situatior explains the ‘greadt importance of the evolution -
of external pufchasing“power“#ﬁﬁicﬁfﬁéfives'ffém"fhe-feal‘ekpbrt-iﬁcome'and the
net contribution from capital fovementss it maintaining and incréasing these
essential supplies. ‘This also highTiglits the ‘éffécts which national policies,
the performance of domestic economic adtivity and: the” policies of the transnational
corporations can have on the demand for”imports and “the evolution of the balance
of payments. Of course the immediate effedts of these ‘interpvelations are not
necessarily reflected ‘in simultanesus adjustments. .They have some degree of -
flexibility and are of varied intensity as vegards the spread through the economies
as ‘a whole.and their :incidence on specific aspects or sectors. Moreover, the

~conditions .in which they take place vary from one country to another according

/to the



‘to the stage of économic development reached and the rescurce endowment. Another
aspect of particular. importance as regards the configuration of this imbalance
concerns the evolution of the external terms of trade. -

The high level of external indebtedness and the heavy financial burden of
servicing it form one of the main immediate problems responsible for the
difficult external bottleneck situation in which the economies of the region are
involved to varying degrees of intensity, and bring out very clearly the situation
of dependence -of these countries and the limitations en their freedom to adopt
the. economic ‘policy decisions considered most appropriate in the domestic and
external -contexts. "~ -

As- is well:known, the problem of indebtedness is of deep concern to- the
debtor. countries,. but just as much concerm is felt by the creditor countries, the
international private banking system and the muitilateral institutions on account
of the serious consequences that would ensue at the international level if the
financial difficulties of the developing countries with the biggest volume of
external indebtedness were such as to oblige them to unilaterally postpone the
payment of their financial servicing commitments. In this respect, it is worth.
drawing attention to the speed and "efficiency" which the central countries and
the international private banking system have shown in-organizing negotiations
and agreements.on the payment of commitments as regards capital and interest.
which fall due now or.in the near future. ' It would be highly desirable if the
same concern and diligence were also shown in negotiations in. other areas or
on other matters of special interest to the developing countries-in general and
the Latin American countries in particular, such as the subject of preferences
and access to the markets of the industrial countries and institutional
reorganization in the monetary and financial field. These and other problems
which are still without a. solution are largely responsible for the economic and
financial situation affecting our countries, although this is not of course to
ignore the responsibility which must be borne by national governments for the
unsuitable nature of the policies followed by many countriés. . -.i.

The truth is that the central countries have always been more willing to
promote direct private investment and concessionary or non-concessionary external
finarcing, which they see as the most appropriate instruments for increasing
investment in the developing countries and finding a "solution" to their

/balance~
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balance~of-payments current ‘account: deficits. :They have taken this course instead
of giving effeective support to the expansion amd diversification. of the exports -
of the developing countries. to the central countiies-by adopting the necessary . .
structural measures.’ ' ‘ S IR

Part of the:éxtraordinary increase in the availability.of internmational -
financial resources due to:the surpluses: of the oil-exporting countries and .
the policy adopted by the United:States was used by the-developing countries, .-
through the intermational private banking system,.to.increase their imports
from the industrialized countpies and improve their gross internaticnal.reserve
position., At the same time, many Latin American countries achieved: succeds:in
their policies of inereasing exports, -In an initial stage,-a”sehbation of’an
economic boom was thus créated which was:.reflected in one "way-or another:by a
weakening in the developing’ cointries!:pressure and political action to win:
substantial changes-in the poliéies of the industrial countries and place the
opening-up of the latter's markets in. favour of the exports of the developing -
countries 'on a more Seéure basis: On the other hand, many:Latin American countries
went a’long way in the liberalization of their- external.trade and‘greater
opening~up to the ‘exterior, and in these cases ‘there was a‘veritable process of
reverse import substitution--that is to say, the'iteplacement of Bemestic'. .
production by imported goods~ which considerably increased the®voliume:and:value
of their external purchasesi As will be. explained- later, this process was doomed
to come to an end in'the short term.:

Another ‘aspect which considerably complicates the financial- situation.
isthe magnitude of: ‘the. external debt maintained by State and:private enterprises
with the international priivate banking system.: In some :countries, economic and .
finaneial policy was aimed at keeping the. exchange rate - fixed or relatively .
stable, while at the same time applying restrictive measures: on domestic::credit.
The aim: of this was to avoid both inflationary pressures and the raising of:the
national~currency cost.of the:servicing of this debt, This policy stimulated-.
imports and hindered the promotion:of: exports, while the -enterprises which had.
debts in' foreign: currency acted as a source of pressure for keeping the exchange
‘rate practically unchanged, . .ot o . - L rmavel
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It is obvious that with the passage of time this situation was bound to
have to change, especially when the external demand for Latin American exports
slackened, the prices of primary commodities fell, and there was a considerable
increase in the interest rates on a growing external debt, The subsequent
devaluation in fact meant very severe losses for the debtor. enterprises.

In spite of the efforts made to promote exports and contain dmports.and .
the sacrifice represented by the decline in the economiec growth rate or, still
worse, the stagnation and depression registered in the last three years, the
majority of the Latin American countries continue to be dependent on heavy .
external financial support in order to meet the servicing commitments on their
Aaccumulated debt, which represent a very high percentage of their current
foreign exchange income. The region is thus in a vicious circle in which the .

debt keeps on growing, feeding itself largely because of the extraordinary rise
in interest rates.-

/I1, THE
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II., THE ECONOMIC PROCESS.FROM.BOOM TO CRISIS . . -
RTINS “A, TRENDS IN ECONOMIC:EVOLUTION:SINCE THE WAR -

Between the:early post-war years and 1980, the growth and the productive and: -
technological . transformation of the national economies.reached high levels.

The gross domestic product of the region as a whole: grew'at an:average annual -
rate of 5.5%, so that the volume of overall economic activity was five times
greater in 1980 than 30 years before. - The growth of -industrial production’ and
capital formation was even greater.: The considerable progress made by the
countries. of the region promoted the. formation of basic structures that stimulated
economic growth and the development of productive forces., S

~ This economic evolution was.accompanied by a process of social. change which
was particularly sweeping in many countries. Nations which were agricultural, -
single-commodity exporters with a low level of income 30 years ago are today on
the way to becoming newly industrial countries and are achieving a diversified
economic structure which is striving to reach out to the exterior through its
trade flows. When viewed from the standpoint of economic history, this process
is in sharp contrast to the intensity and duration of the current crisis.

The economic process has been far from uniform throughout the region.

The degree of progress and expansion has varied sharply from one country to
another; three decades have produced significant differences as regards the size
of the economy and the population, the degree of industrialization, and other
aspects of economic development which have substantially changed the relative
position of the countries within the region as a whole,

So, too, the rate of economic growth has varied considerably in the short
term as a result of these differences, the uneven endowment of resources, and
national economic policies.

A global analysis of the evolution since the war reveals five stages or
phases in which there were changes ofa widespread nature, although they are not
equally valid for all the countries of the region: the first stage began a few
years after the war ended and continued until the mid-1960s; the second extended

/from the
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from the mid-1960s until 1974; the third corresponded to the 1974-1975 bienniumj
the fourth—coﬁered the second half of the 1970s; and,. finally, the fifth stage
relates to the intensification of the current crisis during the three years:
1981-1983, _ '

In many countries the first stage corresponded to the period when a policy
of import substitution was being applied, The growth rate was slightly over
5% per year, exports expanded very slowly, and after the Korean War, thé terms
of trade tended to deteriorate. B

This partially-accounts for the slow growth of imports, which increased
much less than the domestic product. The import/product ratio-tended to decline,
and by 1965 it had reached -its lowest level in the entire period since the war.
‘This marked the saturation of the import substitution process, niot because there
was no market .or room for continuing industrialization, but rather because a
policy of -this type soon requires additional imports and must be complemented by
a policy for: export promotion and diversification. Despite the excesses which
doubtlessly occurred during the application of the impo¥t ‘substitution policy,
later experienge was to. demonstrate the need to reassess the value of this
policy, without which neither the subsequent advances in the technological and
productive transformation of the national economies nor the first steps taken
towards export diversification would ,have.beenfpossible. B
The second stage was marked: by very different trends from the preceding
one: .

a) Major changes in the countries' ecomomic policies Were=pr6m6¥éd’which
reaffirmed economic growth as an essential goal  for' the orientatich of economic
policy. At the same time, policies and measures leading to a greater openness
to the: exterior were promoted;

. b) The pace of economic growth tended té speed up, reaching a rate of
approximately 6.5% per year (1965-1974) and even higher rates in the early 1970s,
It should be noted that these indexes were influenced to a great extent by é
few countries whose growth was more-dynamic than many others. Nonetheless, the

trends were favourable in a large number of countries, although to varying
degrees; '

/c) The
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. ¢) The vigorous growth of the world ecenomy and international trade, as”
well as export promotion policies, tended to:favour Latin Ameprican’eéxports and
helped to impgove the terms of trade; this was especially true . in’ thdrearly 1970s
and particularly so for the oil-exporting countries, which received considerably
higher prices in 1973-1974; : A

~d).. The . greater availability of external- f1nanc1ng during :the early 1970s
also-helped- to boost the supply of imports, .the rapid growth rate of which
exceeded the growth rate of the domestic product, .Despite-thé expansion of
imports, .hgwever, the deficit on the balance-of-payments current account:did not
rise:signifigantly. . ;- ;oo v s et a0 ) |

- In-the-1974~1975 biennium,. factors.with: far-reachlng implications were o-
at wqu-wb;qh»changed-the»1nternalrandcexternal conditions of the Latin American
economic-process-and which were later to have impartant conseguences, . -in:

-..Jhe year 1974 marked-a period of transition from the boom of tlié preceding
years . teo an outright recessionary trend in 1975,: The product's growth remained
relatively high in 1974, and the redl income of ;the. dil+esporting countries rose
as a result of the price increases which they achiéved for:their edports.

i Imports expandedubonsiderablYﬂin"almqsfiall-of*théIGOunﬁfiésJ*-ﬁt“tha-same‘
time; however, the exports of a. large :mimber ‘of them &itker ‘showed no growth
or decreased, and the terxms ©f trade worsened ‘fior almést &1l 6f the mHon-oil~ "
exporting countries as the real valué, .or purcha®ing power, of their current
income from exports of goods and services dropped.

.In 1975 the. recession became general ~among the non-vil-exporting countries;
their. exports. remained stagnant and the terms.of trade declined once againi: =
The economic growth rate dropped to only -3,5%, at the same time.that the volume
of imports decreased. The current account deficit of this group of countries:
rose appreéiabky.w-This:deficitwwas financed partially with reserves, but to a
greater extent.through external.financing, - Thus-began the period during which
the magnitude of. external fimancing, .cumulative indebtedness and. deficits- on the
current_account of the balance .of payments were ‘to become characteristic
features. of the econamic evolution:of the region's: countries, until -they Finilly
resulted in the deep and widespread crisis which has been affecting Latin America
for the last three years. |

SRR /The phase
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The phase covering the second half of the last decade (1976-1880) was
marked by a moderate improvement in the rate of economic growth. The average
growth rate of the gross domestic product was about 5.5% annually, .although
there were conslderable differences from one country to another._ Some notable
developments durlng this perlod were the expansion of the exports of the non-01l-u
exportlng countrles and the per51stence of a consmderable 1nflow of external
financing desplte the magnltude of the external 1ndebtedness Whlch was being
accumulated. ' )

Imports also grew to some extent, although leSS than the real values of
exports. Purther, it is interesting to note that during this period net cap1tal
inflows frequently exceeded the amount needed to flnance the balance of payments,
as a result, in some years the monetary reserves of many countrles increased. R

Beglnnlng in 1981, the majorlty of the Latln American countrles were thrown-
1nto an economic and f1nanc1al crisis which can be regarded as the deepest and
longest-lasting since the world—wzde crisis of the 1930s,

The performance of the domestic product has been deterloratlng for the last
three years (1981-1983), There has been v1rtually no growth for the reglon as
a whole, and a severe drop 1n the absolute levels of the domestlc product ls
expected for 1983. . , ) , o

In these c1rcumstances, there was a drastlc decrease in the per caplta
gross domestic product, which was approxlmately 10% lower in 1983 than 1n 1980,
If the effect of the terms of trade and the net remlttances of 1nterest and
. profits are taken into account the decline in national per capita income was
around 15% durlng that period.

The developments during this perlod are examined below, and the most
outstanding aspects of the economlc process in relation to external varlables
are underlined. The nature and 1mp11catlons of the adjustment policies which are
being adopted in order to deal'with“the new'conditions will also be analysed.

/B. THE
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B,  THE ONSET OF THE CRISIS AND THE ADJUSTMENT POLICIES -

1. The spread»and-complexitg_of external dependance.

The deterloratlon 1n the socloeconomlc sztuatlon durlng the last three years was
due, as already noted, to the constralnts ‘which the external sector placed on the
development process. On thlS occa51on, as in other post-war crlses of the external
sector,” the weaknéss and the drop in the volume and valueﬁofvexports played a major
role, as d1d ‘the deterloratlon of the terms of trade. Elther because of the march
of events or the 1mplementatlon of dellberate pOllCles, all of thlS led to the
curblng or restrlctlon of 1mports. Nevertheless, 1t is clear that 1n these
c1rcumstances trade factors alone are not enough to account for the nature ‘and
extent of the external 1mbalance, financ1al factors also had a dec1s1ve 1nfluence |
in the onset of the crlsls. FUrthermore, the relatlonshlp Between external trade )
and financial factors and the way “they have evolved over timé have been similar in

most of the countrles, whlch in a larpe part accounts for the exten31veness of the

g

ORI

crisis,

Durlng the’ 1974-1980 perlod, extérnal dependence spread and became more
ccmplex.' The reglon borrowed heavzly, and th1s process “extended 'té most of the
sectors of the economy, going far beyond the domestic banking system and the ‘Sectors
directly llnked to external trade, The forelgn banks in fact acqulred ‘ah”
extraordlnary ablllty to exert pressure, whlch 1ater penn;tted them to' exert an
influence in the determination 6f adjustment POllCleB. " This helps to account for
certain features common to-nationaijpoliciesvand the’ évolution of national economies
during th1s perlod of cr1s13. ' B - - '

"~ To a large ‘esitent the new 1nternatlonal p051t10n ‘of the countries of the
region which took shape durlng the past decadd’ was, in most of the countrles,
sustained by both a theoretlcal stance and the view held ‘of the evolutlon of the
developed world, : - o ToRERD wE

On the theoretical level, the promotion of more extensive external relations
was assigned a more significant role in the development process than in the past.
There were, however, differences with respect to the function which such external
relatlons .should perform, Some felt that external trade should be the basic
driving force of growth, Others assigned it the role of an indispensable counterpart

to a form of transformation of production which would essentially be guided by the

/domestic market,
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domestic market, In both cases, however, there was a desire to increase the part
played by external trade in the national economic process,

It was often thought that the future evolution both of production in the
developed countries and of world trade would be relatively favourable, The
1974-1975 recession in the industrial countries was largely attributed to the -
effects of the increase in fuel prices, although there was an awareness of the
effect of other factors. A degree of improvement in the growth rates of some
developed countries in the period between 197% and 1979 (over 4% ‘in the United
States and 5% in Japan) led to the belief that the fuel crisis would gradually be™
overcome and that growth would soon speed up, so-that world trade would once ‘again’
play a very active role in the region, This optimism was encouraged by the dynamic
growth of Latin American exports, since it was thought that if such results could
be achieved during a mediocre pericd for the world economy, then it was to be
expected that they could be maintained or even improved upon in the near future,

- The combination of theoretical stances and the apparent favourable outlook
paved the way for policies of expansion and diversification of exports and to the -
acceptance -of foreign trade deficits, which were assumed to be temporary,. The net
oil exporters expected a slow but steady improvement in real fuel prices, while the
importers trusted in substitution and conservation plans and in theé development of
their own energy sources. Others saw the increases ir 0oil prices as a sign of hope
for an improvement in raw material prices in general‘and were confident that freer
external relations would make the old scheme of compafati&e advantage begin to
function and that this would result in a steady increase in the value of exports.

2. The evolutlon of external trade and external
: financing in 1976-1980 '

' Duriﬁg the period 1976-1980 external trade registered‘extremeif dyﬁamid'growth
‘whlch far outpaced that of the product, The growth rates of the volume and value
‘of exports were the most rapld since the war, and 1mports also grew, in scme years
at surprlslng rates, in the nations of the Southern Cone and in some of the net
oxl—exportlng countries, At the same time the deficit on trade 1n goods and
seprvices per51sted during most of those years in the majority of cases. Thus a
situation arose which was uncommon durlng;mst-wapdevelopment, in that extermal
trade was very dynamic while, at the same time, it consisténtly showed a deficit
in the medium ferm; - | | |

/The rapid
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The rapid growth in:the value of exports had varying origins. . In the countries
which were net exporters of oil or fuels, it was caused by the increase in prices;
in some cases this was accompanied by decreases in export_volumes,‘while-in-others
there were ingreases, Situations varied in the other countries: diversion-of
production which had previously been destined for the domestic market,
diversification of .raw material production, greater processing of the raw materials
exported, and expansion of exports of manufactures, In this last case, advantage -
was taken.of installed-capacity which had pneviously.been idle or in the process of
There were very uneven price movements, and;the domest;e.effortS»whlch went alongh
with the growth; in the value of -exports were, therefore, alse very different,

The motivations and composition of the growth in. imports were very different
too. In some-cases it .essentially .served to. support amn .intensive process of
investment, while in other cases it sustained. a.growth in .consumption and was used -
in the fight :against inflation. .. 'In general, the wvolume.and prices of imports rose
similtaneougly, the periodic, increases in.the. latter .being the most.stables. - -

Under, these circumstances, a deficit on the external trade in goods and -
services was. the norm, :The foundatiom, if not.the actual.reason, for this deficit
was the.inflew or availabjlity of external financing. ..This was offered in abundance
to.almost -all.the countries, was.channelled through the transnational banking system,
and at first, real interest nates.were low, . Gradually, however, the avevage loan
terms became shorter and the interest rates went up, - )

This net external financing was, increased substantially over time in order to
meet the trade deflclts and the mountlng llabllltles 1ncurred as a result of direct
investment and the forelgn debt. The amount of 1nterest payments climbed in absclute
and relatlve terms due both to the growth of the debt and the rlse in 1ntevest rates.

Thls brlef descrlptlon of the way 1n whlch trade and external flnanc1ng |
evolved reveals the s;multaneous exlstence of three factors that were common to most
of the countrles- the dynamlc growth of trade a deflclt on trade 1ngoods and eerv1ces
and abundant net external flnan01ng. , »

. These factors are also seen to be 1nterconnected by causal relatlonshlps whlch
sustain the1r coexlstence. In so far as the relatlonshlp between 1ndebtedness and
the value of exports is used as one of the mostnmanlngful.1ndlcators of a country's
external credltworthlness, the rapld growth of the latter varlable tends to prov1de
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a basis for greater borrowing, ' During the 1976-1980 period, exports grew at rates
of close to 20%, while the nominal interest rate remained around 10%, Under such
circumstances, even for the countries in which the above-mentioned ratic was high,
greater borrowing ‘could be justified by reasoning on the basis of certain
assumptions, Thus, for example, if the ratio was 3 to 1, it could be maintained at .
that level if both the debt and the value of exports rose by 20%; half of the
additional amount borrowed would finance the nominal interest rates of 10%, while
the other 10% -representing 30% of the value of exports- provided support for a
large trade deficit and an increase in the international reserves, _

Thus, if it was believed that a.situation of rapid growth in the value of
exports and considerably lower nominal interest .rates could last, it was belleved
possible to expand external indebtedness without any risk in terms of the external
payments capacity, while at the same time large trade deficits could be maintained
side by side with increasing reserves, This provided a substantial degree of
freedom with respect both to economic policy and the governments' own political
action, . In many cases, in fact, exchange, credit, fiscal and international reserves
policies all joined together to stimulate domestic spending, thus producing a
temporary boom which increased external financing requirements. ,

Unfortunately, this reasoning was based on numerous assumptions whlch if not
correct, could lead to serious problems. ' For this reason, as early as 1977 the
Secretariat sounded a warning note. in its prospective studies regarding the . .. -
‘vulnerability entailed by the level of indebtedness which was being reached )

The simultaneous assumption in the medium term of a 20% growth rate in. the
value of exparts and nominal interest rates of 10% did not appear to be reasonable.
As already noted, a combination of very different situations lay behind )
that figure of 20%. -When it was due to a very rapid growth in volume, it was
foreseeable that this could not be maintained in the long run, and as,regapde;;
commodities, it was common knowledge that the growth in world demand for these goods
was slow and that there was a resurgence of protectionism in the developed.
countries whenever the exports of the developing countries came to represent.
significant percentages of their markets, .

On the other hand, in order to use manufactures to sustain high and significant
values of exports in the medium term, industrialization policies were called for .

which very few Latin American countries were applying. Moreover, the resurgence of
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protectionist ‘policies which also'began to be noted in this regard posed a serious
obstacle to a lasting expansion ifi'the value of ‘exports. -As regards prices, there’
was no doubt that part of the growth in the value of exports was due to mounting
world-wide inflationm,” This acceleration of inflation made it difficult te maintain.
nomiral intevest rates which represented very low or even negative real rates.

As for the ‘thade deficit in goods and sebvices, .it did not 'seem reasonable
either to approach this wWithout referérce to domestic policies and’ the terms of |
trade. The persistehcd of the trade deficvit concealed dangerous tie—ing with.the
domestic economy, ‘In many caseés the achievement of a rapid growth of -exports was
achieved at the éxpense of major domestfd costs which could not easily be increased
in the event of an undésirable short-term-situaticn, - On.the other hand, the rapid -
growth of imports was vital to the maifiténance of policies for economic growth:
economic liberalization, or anti-inflatibnary policies, As is well known, trade
deficits are also related to the terms of trade. Durdrnig the 1976~1980 period, as
already méntiéned, the governments based their actions on expectations of an
improvement or, at the worst, a standstill of the. terms of trade., ' An unfavourable
short-term situation, whether in ‘connection with eéxternal demand, the terms of trade
or a combination of the:two, would either-cause the-deficit to grow more than had
beén expected or would cause the national~économy to suffer a great deal, :-

Finally, “the assumption that "debts should not be repaid, but rather
refinanced" was implicit -in this reasoning, Refinancingi'is therefore viewed as a.
relatively automatic mechanism, - If the average ldan tefii is extended, then the
amount renewed"at ‘dny -one time represents only a small percentage: of exports, . With
an average term of 10 yeéars and a ratio of the debt to the value of exports of 3.
to 1, the amount to be renewed represents 30% of “thé value of exports. If the"
average term is less, if it becomes shorter from year to year or,. worse yet, if-
the debt with a term of under one year Papresents a substantial pércentage of the. -
totdl, then the amount which must be vendwed-can easily represent around 100% of the
value of exports. -In the latter case;;*any unfavourable short-term situation:could,
at the very least, place the automatitity of its refinancing in doubt.

This was the reasoning which led the Seécretariat to repeatedly denounce the
-aangerouériﬁcreaSe in external vulnérability implicit in this style &f gréwth
which entails heavy éxtermal borrowing: fiom'the transnational. banking system.l/
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3., The region's,external econcmic relations in the
. 1981-1983 period

As from: 1981, events diverged from the optimistic assumptions underlying the policies
for furthering external flnanolal and economic relatlons. In most cases the
situation with respect to the various factors mentioned above worsened
simultaneously, leadlng to a profound crisis in the balance of payments and 1n the
mode of growth linked with the external variables, ' '

Confidence in the economic recovery of the developed countries was dashed by
the slowdown of growth in 1981 and the decrease in 1982, World trade tended to
Stagnate, and the protectionist tendencies of the central economies bécame still
more marked. . ' B '

World inflation slackenéd somewhat, @nd the real interest rates corresponding
to the nominal ones rose to levels unheard-of in the period since the war. The
terms of trade worsened for the vast majority of the countries., )

As a consequence of these facts, already in 1981 the value of exports for the
region as a whole grew much siower; the interest on the debt rose substantially;
yet the growth in the value of imports did not decline with respect to the preceding
year, This resulted in a deficit on current account for the region of over US$ u0
billion, This deficit was 45% higher than in 1980 and was twice that of 1979 -and
the deficits in those two years had been higher than in preceding years. Additional
financing was granted for very short terms, with' the result ‘that by iate 1981 the
debt with a term of less than one yéar represented more than 65% of the value of
the region's exports (this calculation does mot 1nc1ude Panama and the Bahamas) and
over 70% in the case of the countries wath ‘the blggest economies and p0pulat10ns.

In 1982 the situation became even worse. The drop in the prices of many
commodities caused the terms of trade to plummet at the same time that real interest
rates held steady or rose, The value of exports decreased for the firat time in
many years and the debt/expcmts ratio reached record levels in almost all of the
countrles, comlng to close to 4:1 in the thrée most heav11y indebted nations, At
the same time, the debt with a term of under one year exceeded the value of exports
in one country and grew rapidly in the rest. Automatic ref1nanc1ng of the debt
became an unattainable ideal, Furthermore, it was’ clear that the adjustment
mechanisms represented by the reduction of imports and the degree of utilization
or actual level of reserves'were'insufficiént in ‘themselves to permit payment of
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the interest on the débt. It became imperative -t rensgofisite the debt, and the
banks had to provide net extermal financing~andiinorease their exposure, Thus, the
renegotiation process began im 1981 in Some countries, andin 1982: ifi“thé rest,

oA

4 Economlc and flnancaal adjustment pollc1es
PR R I R

The evolution of world trade and protectlonlsm made 1t clean by late 1981 that, at
least in the short run, the greater part of the dehtfprghlgn!monldahave to.be.

resolved in the financial sphere, . o : Fasnunn «o

For many countries it was evident that the most ser;ous problem . in. connection.
with thelr indebtedness was reflnanclng the. 1oans, especlally_the short—term_credlts.
In some cases these loans approached the total value of their exports and,
obv1onsly, far exceeded the;r ab;llty:to{pay.‘ At the same. tnme, the . 1nterest
payments which,had.to be madegexceeded any.surp;ns”they:could.reaeonablylexpect_on
their trade in goods-andAservioes,‘or the-possibihity:pf using their reserves. It
was therefore .not onlf a question of refinancing all or part of the loans as they
matured. At was also absolutely essential to obtain additional credits. For their .
part the credltors tried to reduce to a minimum the addltlonal net f1nanc1ng whlch .
they had to prov1de. - : .

. As from 1981, most of the countrles embarked on a renegotlatxon process o
together with domestic adjustment policies designed to meet .the requirements of a .
speclflc balance—of-payments programme, The governments of the reglon, the .
transnatlonal banklng system and the Internat;onal Monetary thd have part1c1pated
actively 1n these processes, The transnatlonal banklng system, naturally enough,
encourages more 1ntens1ve natlonal efforts to guarantee greater. external payments
capacity. To thzs end it has made the renegotlatlon of the debt contlngent upon
the 51gn1ng of agreements w1th the Fund whlch contaln its well—known stipulations
wath ‘respect to domestlc polleles.. : . .

Some. countrles have attempted'to negotlate with the Fund as regards these
stlpulatlons on the ba81s of thelr own national strategles and pollcles, and in some
cases considerable departures have occurred frCM1What ‘have, been. the customary
adjustments.. : , o ) . S vihlant o .

The general pr1n01ples of the tradltlonal stlpulathns are; well known. As
regards the general guldellnes for development they. reaff;rm,the supposed
advantages of decontrolllng the economy, reduolng the public.sector. and expanding

the private sector, as well as underlining the important role which international
/trade should
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trade should play in guiding the allocation of resources. With respect to
identifying the causes of the c¢risis, they stress excessive public spending, the
inadequacy of the prevailing pricing system to deal with the new conditions, and
above all:-the role of the exchange rate., Consequently, they prescribe that .in'
response to inflationary pressures or severe balance~of-payments deficits, national
policies should reduce the fiscal and public deficit, adjust real wages, limit
domestic credit and ‘public-sector borrowing, increase tax revenues and controlled
prices, eliminate subsidies, and achieve a surplus on the external-trade account,

Generally speaking, there has been a change of emphasis in- comparison to the -
agreements of other periods, in that the external trade account is stressed and
greater flexibility is accepted as regards the limits which used to be established
for some domestic goals, such as those concerning inflation.

Various opinions and assertions have been expressed as to the nature of these
agreements-and their objectives throughout the period since.the:wary, In the present
ciroumstances they are more controversial than in the past, however, for a number
of reasons,

In particular, the leading role attributed to- intermnational trade is now being
questioned,‘in view of the fact that it has become less dynamic and that the
protectionist pressures in the developed countries are becoming stronger; doubts
have also been expressed about the effectiveness of global macroeconomic measures,
now that the crisis has more clearly revealed the economic and social heterogeneity
of the region's economies, as well as about the limitations on action by the public
sector -at a time when the private sector appears to have been overwhelmed by the
complexity of the problems and is demanding government intervention in order to
deal with them,

These doubts as to the effectiveness of such agreements under the current
circumstances have been confirmed by the facts. Indeed, the results habitually
differ from the goals and objectives criginally proposed. .Shortly after the
signing of agreements it has frequently been necessary to make major modifications
in them or to suspend their implementation for a time,

Furthérmore, in economic and social terms, the results have not been
satisfactory in all cases., The drops in output and employment have exceeded the
original estimates, and during 1983 the signs of stagnation =-if not an outright

drop- in production have tended to increase., Some countries, however, have

Jeuccessfully controlled
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successfully controlled the more immediate. effects of the crisis, particularly in
connection with their balance-of-payments problems.

. The most genious doubts concern the .latin American economies' ability to
withstand the current:recession much.longer if conditions in the world economy do
not change soon, Indeed, the persistent efforts to attain a xelatively large :trade
surplus in goods and ;services -which.would generally imply an:.even-greater surplus
‘on the trade in goods=-have had effects whichggo-beyond.mereqdﬁops;in output,
Serious imbalances are being-produced in the areas of emplotanent, infiation and the
budget, -In some-ecages.induystrial plants have begun to.be dismantled, and there
seems a danger that this process will spread,: At the'same time discouragement
among entrepreneuns.is growingi projects for -expansion -are being abandoned and, in
all probability, disinvesiment 'is oc¢urring in many lines of production,

It is also clearr that these.policies have distributed: the external and
internal costs of the ‘erisis.inequitably,  In the external sphere,. the Latin.
American countries are-being:seyverely penalized and the internatiemnal bankirng:system
is being rewarded, The renegotiations have been carried out as if the poor. . -
allocation of the loans:(when this did in fact occur).or the high real interést
rates were the exclusive resporsibility of theé debtors and. as if there were no - -
obligation to share the costs, :Moreaver, sircharges, fines and costs are applied-
in these renegotiations -which further increase the interest rates and the banks!
potential profits. Pressuyre has also been applied to.obtain ‘State guarantees in
respect of credits which:were granted to the private sectar without them, . In.the .
domestic sphere, a large pawrt of the costs have been passed on.to.the lower-income
sectors; eloquent proof-ef this is provided by the high 1evels»qf unemployment: -and -
the decreases in real wages, : o

In short, thus.far the adjustment progess, despite the fact that it . is
generating trade surpluses as big as, or even .larger than,.those demanded, has.
proved to be inefficient, destructive and inequitable.in many cagses, and it should
- therefore be reviewed in depth. In order to .do so, it is necessary to find exterral
financial and trade alternatives which will .distribute the costs of adjustment: more
equitably and gradually and, in the domestic ‘sphere, will lead to a'rapid and
effective reactivation of the regional economy, - L - '

i
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" 'ITI., SOME ASPECTS OF GLOBAL ECONOMIC TRENDS AND EXTERNAL
: ECONOMIC- RELATIONS IN 1981-1983

The socio-economic crisis affecting the Latin American countries has impertant. : -
common elements, such as external dependence and vulnerability and the application
of adjustment policies correspending, in broad outline, to a common conceptual
matrix, There are, however, marked inter-country differences as regards the scope
of the crisis and the depth of the deterioration it has caused, It has already .-
been pointed out that, alengside the common factors, there are others which help

to account for the diverse ways in which the situation has ewvolved in the various
countries during the three-year period 1981-1983,  Thus, for example, the scale and
profile of external imdebtedness are not always comparable, nor are the fall in the
value of exports, the changes that hawe taken place in production, economic. growth
trends and the extent to which adjustment policies have been applied.

-In. the present section discussion will be focused on some aspects of the
global evolution and external economic relations of the region and of the Latin
American countries during the period 1981-1983, The phase of crisis, however,
will be analysed within a broader-time: framework, linking current events with
trends” in the 1970s, in order to bring out more clearly the differences between
countries, especially as regards their potential capacity to weather the present

crisis,
A. GLOBAL ASPECTS OF ECONOMIC EVOLUTION -

1. Changes in production and economic graowth .-

During theAl97OS, both' the growth of the countries of the region and the changes
1n their structure of production followed dlfferent lines. The fuels crisis, with
its countless repercussmns on the :Lntemat:.onal ecmcmy and the central countmes,
compelled most of the Latin’ Ameflcan countries to introduce changes in their
pol:.c:.es as from 1973, The consequent trans formation of production affected, to a
w:l.dely dlffemng extent according to the oountmes concerned, industrial develop-
ment, 1nvestment for the explo:x.tatlon of hydrocar'bons, the development of‘ alter-
na:tlve sources of energr, agmculture and the sectors linked to trade and’ flnance.

/ me another
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From another amgle, it may be remarked ;hat-iniibpmulax;ﬁg ggéTexecuting
projects on the expansion-of production, some “countries placed emphasis on domestic
market prospects and others on the opportunities offered by external markets,
while ‘elsewhere’ attempts Were made to'demonstrate the viability of a combination
of thetwo. ' RN : ' ‘

There were also manifest disparities in the countries'! efforts to mobilize
resources for investment, In some’instances the proportion of the product used .
for investment was high; in others, on the contrary, it continued to be small.

" .In conSequence of thesé and other points of dissimilarity,  during: the period
197421980 riot only the diréctién taken-by the changes in production but alse the
dverage riate of growth varied ‘considsérably from: cme ‘country:to anotheri It has
already been noted that the ¢tonomic dynamism of the region as & -whole slackéned..
considerably in relation to trends in‘the early 1970s:-7Nevertheless, in four -
countries (Brazil, Fcuador, Mexico and Paraguay) the!anfiualigrowth rate exceeded:
6%; in the majority, on the other hand, there was no:improvement upon long-term
trerids.’ As can be scéh-in table: 1y grow%h rates were very low in some countries
of the regions™ 77 .- o o e ' pifs :

~This modérate "and disparate rectovery in the vegion's economic growth died -
out in 1981, when ‘the’ growth rate” (1:8%) was the lowest since 1940,: The situation
has ‘continued to deteriorate during the two-year: period 1982-1983, : In 1982 the .
product contracted by 0,.8%; what is more, the downward movement was generalized,:
and out of 19 countries 11 showed negative variations, In this context, the
contraction was particulariy acute’ in‘the Sclithern Coneicountries, and next came
the Central American countries, which were further affected by their intra-regional
conflicts, The deqling is eipected to be éven shavper in-1983 and to extend to
moSt.countp;es,ﬁlnglpdlngf;pqﬁg that. had so.far awided decreases in their domestic
product. c _:' T A U :r“-";‘ e - ‘ | | o ,7,.

o Manufactur:ng and construﬁilan were the sectors hardest hlt by the recess1on
‘at the regional level.  The first of thase? wrigh in 1980 had accounted for gbout
24% of the regim's .product, qquQur;ng the past,, degade had ETowWn. at .an annual rate
of 6,6%,, declined by -2,9%, in 1980 and -1.5% in, 1982' in the 1atter _year 13 of the
19 countries considered xecordg,d neggt;ve h,,var;.atp,ons, and Brazll, whlch contmbutes
approximately 37%. of the regigon's manufacturing product, only managed to malntain
the already depressed level of 1981, in which year its manufacturlng product had

fallen by 6.u%.
/Table 1



.~ Table 1

LATIN AMERICA: GROWTH RATES OF GROSS DOMESTIC PRODUCT

.;. (Percentages on the basis of values at 1975 prices)

Countries

1976-1980

- Large countries- .

Argentina
Brazil
Mexico .
Total

Medium-sized countries

Colombia
Chile
Pern
Venezuela
Total '~

Small countries

‘Bolivia
Costa Rica
Ecuador

El Salvador
Guatemala
Haiti
Honduras

Nicaragua - .

Panama
Parapguay-

Dominican Republic

Uruguay
Total
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Even more marked was the slump in construction, which had been a very dynamic
sector in the 1970s, with an annual growth rate of 7,3%; in 1982, only in two
countries of the region did a modest increase take place, while in the other 17
countries considered there were sbrupt downturns which inh the aggregate represented
a decline of -5, 7%. This s:l'.tuation was unquestionably largely due to the dee;ease

in J.nvestment. T ' . C

- The reduetion of global: and-sectoral productmn meant that the” fom, structure
and transformation of preduction current up to then were dlsmpted or brougﬁ: to
an end._ | _ ;

Countries with gredt economic dynamsn and high rates of investment in
197'4-1980~showed, in the same period, part:.cularly intensive growth in the manu-
facturing and ccmstruct:.on sectors. In others,, with less dynamism,’ the gmwth
rate of. the con8truct10n sector greatly exceeded the average for the economy and
that of: 'the mmufactum-ng sector, Thus, for example, in the case of_;\pgeptlna,
Costa Rica and Uruguay; i'-.he anual growth rates of the construction eec'bor in the
period 1974-1980 practically quadrupled, doubled and trebled, respectz.vely, that
of the product of each ;O0f these countries, ‘Bolivia and Chile, téc, 'had ‘their’
boom periocds -aspec:.ally 1n construction- although these were shorter—]ived.

In the apecial cage of Colombia, it was the agricultural sector- 'that
attained growth rates exdeed:.ng those of '!:he global product and very- high 1n
relation to those custanary in the sector. P :

Up -to 1982, it was the countries whlch had previously exhibited most
dynamism and in which the growth rate of ﬂie manufactumng sector had been highest
that were best able to withstand the effects of the arisis. Nevex'theles_e‘ the
data available for 1983 indicate that at least in Brazil and Mexico, whmh were
in this group of oountmes the domestic product was suguficantly reduced. On
the other hand, cowmtries with 1ess dynamzsm, whose growth was largely baeed on
the expansion of ccnstruct:.on, were thOSe which. showed the shar-pest de:wntums J.n
that sector as well as in the global product. During 1982, in Argentina, Bolivia,
Chile, Costa Rica and Uruguay the sectoral i)roduct plummeted abruptly, in two
cases by more than 40%, and the global product also dwindled, In such countries
as Brazil, Colombia, Ecuador, Panama and Peru, where during 1982 the sector in
question maintained or increased its product, the consequent positiwe effects to

some extent counteracted depressive trends.
/To evaluate
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To evaluate the depth of the crisis and its impact on the sectoral structure,
a wseful way of measuring the setback that occurred is to compare the per capita
global product and the product of the main sectors in 1982 with those recorded in
previous years, drawing attention to the year in which the levels in question were
exceeded for the first time. In 1982 the per caplta gross domest:.c product of '
four countries reverted to the levels of about two decades earlier (the beglnnlng
of the 1960s) and that of sixz countries fell back by about one decade (to the
early 1970s); in two countries it dropped a little below the level recorded fiwve
years before, and in seven countries it reached the same levels as at the beginning
of the 1980s (see’ table 2), e |

In the sectors producing goods some notable decxeases are observable. With
respect to agriculture, three cowmtries stood at the 1eve1 of the early 1950s, and
the same was true of two others with regard to 'the construct:.on sector. | |

It is in the agmcultural sector that severe contractions have affected the
largest number of. cspuntmes. _ Wh:n.le variations from year to year and from crop Yo
crop are usually more 1ntens:we than in other sectors, an appreciable decline is
generally apparent. Ten countm.es recorded lower levels than in 1970,

In three cowmtries (Chile, El Salvadpr and Nicaragua) a simultaneous decline
took place in the agricultural, manufactﬁring and copetmction sectors, all of
which sank below their 1960 lewels. On the contrary, in five countries (Brazil,
Mexico, Colombia, Paraguay and the Dominican Republie) the decreases in the per
cai)i‘ta product of those three goods-producing sectors were relatively small up to -
1982, leaving them at the same levels as at the begimming of the 1980s,

As can be seen, up to 1982 at least the detericration of production differed
‘appreciably in intensity from cowmtry to country, and was not independent either
of the changes in production or of the economic dynamism previously shown by the

various economies of the region,

2 Experrt and import flows and the phys:.cal balance of resources

Attention has already been drawn in earlier pages to the special fom taken by the
evolution and the interlinkage of Latin America's external trade and financial
relations in the period 1976-1982, The.region's general trends in this respect -
were also followed in most of the individual cowmtries, but, as in other respects,
at the nat;'..enal .leverl the phenomena occurring can be seen to differ in intensity

and scope.
/Table 2



30 -

Table 2

PR TP

LATIN AHERICA PER CAPITA PRODUCT IN 1982 "IN RELATION TO LEVELS
ATTAINED IN PREVIOUS YEARS R :
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The volume of imports (see table 3) expanded between 1976 and 1980 at
exceptionally high annual rates (ranging from 18 to 27%, by countries) in the
three Southern Cone cowuntries, Paraguay and Mexico, It contracted in Bolivia,

El Salvador, Nicaragua and Peru. In the rest of the countries it increased at
relatively moderate and even ~in Brazil, .Guatemala and P“araguay-'low rates. The
adjustment policy applied as from 198l presuwpposed, in the great majority of
cases, a redﬁe-tion -in. the volume of impofte. . The effects of this reduction on

the product 'éif_femd commens urately with the indispensability of imports for the
growth pattefn in vogue. or with the existence of margins for compression, Moreover,
the scale on which imports were reduced varied widely, In 1982, with the excepjtion
of Paraguay, the very com_‘.tries in which expansion had been greatest in 1976-1980
recorded, in relation to the preceding year;, the mostlmarked'contractions in. import
volumes, which in the case of Arge‘nﬁna, Chile and Mexico reached as much as 37%.
The relation existing between economic dynamism and imports in. “the Southern .Cone
comtries was highlighted by the notable extent to which the product fell, Mex:.co,
in contrast, waS' able to keep up its level. In the same year, five countries
succeeded in at least ma_‘Lnta:Ln:Lng the level of their :meorts and avoided s:Lgn:Lf-
icant decreases in their product in some cases even obtaining slight :anrements.

In an extreme pos:.tmn were a few countries, such as Braz:Ll, the Domn:.can Republlc,
Ecuador. and Honduras, th.ch desp:.*te having had to cope with apprecwble cuts 1n
their 1mpor~1:s_;, managed to keep up or to some extent raise the level of their =
product. o .

The data available for 1983 show that most countries went on making efforts
to reduoe imports and that. reactions continued to occur wh:Lch although the:.r
general dlrect:l.on was towards decreases in the product, were very different 1n
their scope. - A notable case in pomt is that of Mexico, where an apprec.:.able
reduction in imports seems to have been reflected in a fall of only about 4% in
the 'pr;b,*;iuct. This fact seems to demonstrate the great .importance attaching, with =
respect to imports, to the magnitude and nature of the investment undertaken in
the preceding period and the substitution eapaeity- acquixe.d in the 'years of
booming growth, both of the product and, in particular of investment., In contrast,
other countries, as for instance, Peru and Bolivia, seem to have stood the decline
in imports very badly.

/Table 3
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Table 3
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. This reduction was necessary, as has already been explained, as a means of
comteracting, v:La the trade balmoe, the sharp upsw:.ng in :mterest payments just
when the international banks had adepted a restr:.ctlve attitude to ‘the issue of
nevw credits and both the value and the volume of exports had diminished, All these
circumstanoes entailed a much more arduous effort to cbtain a trade"sur'plus{

It must be recalled in addltlon, that dumng the per:.od 1976-1980" the
majority of comtr:.es had shown trade deflCltS that were gradually rising as time
.went by; nevertheless, the average annual growth rate of the value of the region's
exports was 22,3%, almost identical with that of the value of 1mports (22.2%), if
the beginning and end years of thls per:.od are compared. 'Ih:.s state of affairs
‘was almost universal, and s;_gn;fxc_mt deviations occur'red ohly in the case of
El Salvador and Nicaragua. , ' - o '

The volume of exports increased at an average annual rate of 8.,1%, Inter-
country differences are marked, however, and in five countries the volume
contracted (see table 3). On the other hand the gr-owth rate of the volume was
especially high (over 10% per annum) 1n Braz.ll, Chlle, Mexico, Panama, Paraguay
and Peru, 7 _ A '

The deterioration that began as frofd lQBlrspread to most of the countries
in 1982; Although the volume of Latin America's exports in 1982 was sbout 3%
larger tham in. 1980, their value dropped by more “than 1.5%. 'Only' Brazil, Mexieo
and Panama recorded hlgher export values in 11982 than in 19803 ‘the reductions '
were particularly marked in the med.lmn—s:.zed and small countries, In the great
majority of cases, as will be shown in detall later, an appreciable proportion of
the decrease or the increase in value must be attributed to the fall in intema-’
tional commodlty prloes. It is worth mentlonlng that in 1982 the export volumes
of four countr:.es (Argen‘tlna, Braz:.l Oosta RJ.ca and Uruguay) exceeded the 1980
figures by over 10%. ’ ‘

In the context of this review of trends in:theé value at constant prices of
imports and exports of goods and services, it is of particular ipterest to
establish the amount and the negative or positive sign of what'.‘i'"s'fusually called
the physical trade balamce. , - o ,

‘At the macroeconomic level, of course, an eXcess of 1mpor1:s over exports
increases internal availabilities or supply, and makes it p0551b1e for consmnpt:l.on
and capital formation to surpass, in the aggregate, the domestic pmduct.' In

/turn, an
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turn, am exceSS'of-'ex;;orts over .imports. diminishes internal availabilities, and,
consequently, domestic consumption :and i‘-nvesment,tin the aggregate, are of lesser
magnitude than the domestic product. - R : Lo L

 Daringi-the secend half of the last decade, the regim as & whole showed-an:
excess of imports. over.exports on a scale of some significance in-relatiom to the
absolute levels of exteinal varishles, - This margin of excess (in -dollars at.
constant 1975 prices) amounted to: approximately USS 7 billion in:1874 and about
US$ 5.5 billion:in 1976 ,rand rose to. more than US$ .18 billion.in 1980 (see table.u).
In this pericd;:both.ifports. and esports of goods and services. appreclably Ancreased,
but the -former in a higher propertion than the latter, - ' ‘

Generally speaking, this import-surplus for the region as a whole was the -

result of similar balances for the great majority of the Latin ‘American countries,.
although their relative size varied appreciably from cne cowmtry to ancther.? Only
a very small number of co'un‘tr-ies had in certain of ‘the three years mentioned-a.: .
physical balance - that was virtually nil, or an excess of exports over imports.: :::-
Among these, the most important instances are Argentina and Venezuela; in a lesser
degree, Chile, the Dominican Republic and Pamnama,

- In 1982 the situation changed considerably, .-In- the ‘region. as a whole,"
exports surpassed imports .by sbout US$ 1 billion,. This figure is the product of
different situations., Out of the.total number of 19 -countries considered, eight-
exported more than they imported and 11 did thé reverse. ‘Pre~eminent among:the
former, for the size of the figures. concemiedy were the three large cowntries and
Chile; ‘under the latter head come almost-all the medium~sized and small countries.
In the former group of countries, -the export surplus was .due mot only to an .
increase "'in"‘e‘xfemal-sales,-but also .to'a curtailment of imports, which is charac-
teristi¢ of 'the adjustments to the new conditions "generated by the crisis,

3. Investment and saving

a) Tzends :Ln domestlc :anestrnent . o N .
Dumng the 1970s, the 1nvestment prooess was . stronger and more susta::.ned
than in the preceding decades. While its evolution was similar to that of the

global economic process yas regards dynamism, stagnation amnd contraction- its
average relation to,‘,'l;he_:; %rgguggj;gmained at re_lgt,_iyerlv,g high figures,

1 Cobiranesl T ner o F e ... J/Table 4
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. Table 4

AND SERVICES (IMPORTS MINUS EXPORTS)
(Millions of dollars at constant 1975 prices)

PHYSICAL BALANCE OF EXTERNAL TRADE IN GOODS

1974 1976 1980 1982
Large countries o _
Argentina 539,8 -1 452,1 2 359,% -2 379,9 -
Brazil kR 7 255,0 A4 358,7 . ©  358.7 =4 741.3
Mexico 1 716,0 1 245,83 .4 865.8 =224,1
Total _ 9 511.3 b 151.9 7 584,0 =7 345,3
Med;um-s;zed countrles ' R
Colombia 497,4 241,7 1 4398,5 . 2 059,3
Chile 1 095,0 -271.7 157.8 -1 232.8
Peru 1 094,3 873.4 -131,8 - 331.9 -
Venezuela -6 797.7 =-595,6 1.077.7 3 .829,0
Total -4 110,9 248,0 2 543.9 4 987.3
Small countries I-
Bolivia ~40,2 - 42,0 B7.5 -66.5-
Ecuador c0.2 41,7 663,0 - 468,6.
Paraguay B4 U 6U4.6 195,0 311.0
Uruguay '258,1 -1.8 534,6 183.2
Total- 282,5 146,5 1 480,1 896,3
Small countries II S : _ , :
Costa Rica 205.,4 249,6 4uy,0 -152,1
El Salvador 120,8 1199,3 - 151.2° 148,5
Guatemala - 150.3 Lug,u- . .459,9 2514
Honduras 1159,1 83.4 193,00 24,5
Nicaragua 326.7 68,9 296,6 129,5
Panama 327.7 - 138,8. -150,9. . -62,8
Total ~ 1 .290,0 1179,3 1 393,7 339.1
Small countries III )
Haiti 37.9 75.9 125,4 133.7
Dominican Republlc <L =83,1. . =-194.,7 141.4 ~27.9
Total - 4 - , -45,3 -118,7 266,8 105,8
Latin America (19 countrles) : . 6 927 6 5 606.9 i3 268.5 -1 016.8

Source: ECLA, on the basis of official data,
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The most important change occurred in the early 1970s, when investment grew
faster than the- product. Thenceforward, even in pem.ods when the product declined,
a certain parallellsm between the respectlve growth rates was: mamta:l.ned, and
consequently the coeff:.c:.ent reached ‘by. 1974 remained relatrvely donstant. Even
in periods when the growth of the product slcwed down (as in 1975 and 1981) or

enjoyed 'a moderate recovery (1,976-1980) the coefflcient tended to be’ kept stable. -
In 1982, on the other haid, the fall ifi Investment easily exceeded the decrease

in the product, . afford:mg get ‘another proof of the depth of the arisisi- S

‘ _ In the context of th:.s p:l.cture of" glcbal trends the domestic J.nvestment

coeff:i.clent in relat:.on to the gross domest:l.c product differs remarkably in size

in the various courrtmes, and also, up to a peint, as regards the trends 1t _
follows. Trends tcwar'ds vamatlcn hcwever', are very similar in this short penod‘
of the last three years, in. comparison w:.th the average levels of the coeff:.clent ’
dur:.ng the years. that went before. ,

' In the second half of the last decade, ameng the 19 countries cons:.dered, :
di'verae situat_lcns arose in respect of the. investment coefficient, -Six of the_ S
countt'ies recorded an inves'tment coefficient amounting to approximately 25% of ‘
the domest:.c prcduct or more; the coeff.lc:l.ents of another six range from 20 to .
25%; 1In the seven remaining countr:l.es, Whose indexes of gross domestic mvestment
are relatively low, :mstances are to be found of countries that indubltably
e:&ublt less ab:.l:.ty to :mcrease their productlon capacity. i

. " The CI'J.SJ.S very semously affected ‘the investment effort made up to then by
a number of cowntries in the ‘region, as hecomas evident when the investment’ o
mefflclents for the seccnd half of the last decade are compared with the most
recent coefficients avallable, correspondmg to the two=-year pemod 1981-1982.

As can be seen in table 5, out of the 19 cowntries oconsidered, in 1981 “ten had an
:mvestment coeff:.c:.ent below that recof:ded in preceding years. In 1982, 13 -
countmes had :|.nvestment coeff:.cients J.ower than those attamed in the second
half of the prev:.ous decade. . 'I'he sam_yeag- ilmessed an inerease in- the- number of
countries of the region with extremely low -coc’f?ihcl;nts wh1ch w:.ll ‘do very 1ittle,
to further the growth of future production capacity in the economies concerned,
especially in view of the fact that from those indexes (of gross domestic invest-
ment) amortizations or replacements will still have to be deducted in order to
obtaiq; the effective.size of thé inoweagse in capital formation.
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Table 5

LATIN AMERICA: GROSS DOMESTIC INVESTMENT COEFFICIENT IN
RELATION TO THE GROSS DOMESTIC PRODUCT :

(Values at constant 1975 prices)

Countries

1976-1980 - 1981 - 1982
Large countries
Argentina - 28.7 26,2 22.5
Brazil 24,6 21.6 21.4
Mexico - 24,6 30,5 21.9
Total 20.5 " 25,5 21.7
Medium=-sized countries : -
Colombia .. 19.5 21.2 21.5
Chile 16.4 21.7 11,2
Pery 1z2.9 15.9 ~413.6
Venezuela - 33.7 .. 26.5 29.7
Total 23.9 T 22,2 21.7
Small countries oo ,
Bolivia 18.8 12.0 7.5
Costa Rica 23,6 16.1 - 10.8 -
Ecuador | 25.8 24.1 21,2
El Salvador 24.3 12.2 11.7
Guatemala | - 18.9 17.7 14.9
Haiti 16,2 18.5% 16.7
Honduras 24,2 22,5 18.1
Nicaragua 15,2 28,2 19.8
Panama = 17.3 17,8 18.7
Paraguay 33.0 38.6 34.5
Dominican Republic - 22,4 19.9 17.1
Uruguay - 15.4 15.5 13.2
Total 21.3 19.9 17.2
Total Latin America 24.6 24,4 21.3

Source: ECLA, on the basis of official data.
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b)  Domestic resources for mvestment and nat:.onal sav.mg

Before exam:mJ.ng the contmbutlon of natmnal sav:mg and of neét external
financing to the global f:.nanc'.lng of domestlc investment, it is useful to consider
the relations existing betwesn gross- domest:l.c pmduct and consumption, on the one
hand, and national saving on the other, The difference between the domestic
product and consumption:vepresents what may be called gross geographical or
domestic saving, This concept provides a more representative indicator of the
effor‘l;s made in the :.nd1v1dual comtr1es o promote their capital acamulation
process. . ',

. The fundamental d:l.ffer'ences between . g;ross domestic saving and nat:l.onal saving
lie in the fact that the latter is affected by two variables linked to extemal e
relat:l.ons which play a partlcularly 1nfluent1a1 part in its determination, : '
National saving is reduced in relation to. domest:l.c saving by net transfers of
pmf:l.ts and interests abroad, moreover, when analysis of the question is based
on an evaluation at constant prices, natiomal saving increases or decreases o
according to the favourahle or unfavourabi«e effect of variatiens in 'the terms of
trade, for which in the present study 1975 is taken as the base year. : _
__In 1981-1982, acoordlng to the most recent data available, the eros:ign
undergene by national resources on account of the tramsfer of interest payments
and p_iﬁfits, as well as of the m;favourabié" terms-of-trade effect, has been_:'hi.g}'uy
significant for many cbiﬁﬁtries. This is. c]ear from the figures presented.in '
ta.ble 6 on trends in the coefficients of domest:.c saving and national sav:.ng,
respacta.vely, in relation to the gross domestlc product, Thus, for example’; in
198.: c"xe coefficient of gross national sav;mg was lower than the ooeff:l.clent of
grosu domestic saving in most oomtmes, and in some of them by a cons:l.derable
mart,._n, zs can be seen in-table 8, In all these cases a s:Lmultaneous influence
was exarcised by the high index of external profits and interest payments, in
relation to the gross domestic product, as well as by the s@rious losses resul-
ting, in a large number of countries, from the deterioration in the terms of trade,
In nine out of the 19 countries considered, the ccefficient of gross national
saving was lower than that of gross domestic saving by over 5 percentage points,
and in another five by up to 5 percentage points. Consequently, in only a small
group of countries did the coefficient of gross national saving equal or exceed
that of domestic saving, fundamentally because of the terms-of-trade effect in

relation to the base year 1975.
. /Table 6
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Table 6

LATIN AMERICA: GROSS DOMESTIC SAVING AND GROSS NATIONAL SAVING

(Percentages of GDP on the basis of dollars aticonstanﬁ 19751prices)

Gross domestic saving  Gross national investment

Countries _— - - — —
‘ 1977 1978 1979 1980, 1981 1982 1977 1978 1979 1980 .'1981 1982

Large countries : ' T . : : ‘
Argentina ' 36.3 35.2 30.3 24.9 . 26.1 28,7 32.8 3i.1 272 23.1 19.9 18.5

Brazil : 7 22,0  21.3 - 20.5 23.7 24,7 24.2 20.9 19.1 17.6 19.5 17.9 16.3.
Mexico ' ' 23.0 23.2 23,5 24.3. 24,2 22,1 20,6 20,5 21.3 24.0 23.9 20.6
Total 24,5 23.9 22.5 24.1 24.7 23.9 22,6 21.2 20.2 21.6 20.4 18.1

Medium-sized countries . _ . -
Colombia ~13.9 15,2 " 16.5 11.5 11.7

17.6 14.1 13.1

. 9,7 22,7 21.7 21.5
Chile ' o -1l.4 -10.6 13,7 - 20.4 14.3 23.4 7.5 5.2 9,7 11,1 =-l.1 =2,2
Peru _ - 10,0 15.5 16,7 14.9 12.8 -11.7 7.0 9.5 13.4 13.9 10.1 7.7
Venezuela \ o 32;0 25.2 28,1 22,1 20.4 _17.5 32,2 22,2 32,2 35.2 33.9 23.2
Total v 20.8 ¢ 19.1 21,2 18.0 15.9 15.2 21,5 17.2 22.9 23.2 19.1 14.0
Small countries ‘ - : : o : . o
Bolivia ; 7.1  11.7 11;4. 11,3 7.9 10.0 - 16.4 10.1 9.0 10.9 5.7 3.9
Costa Rica’ 8.2 6.3 6.1 10.5 17.0 16.4 16.4 11.5 9.2 ~10.7 8.1 1.9
Ecuador 18.4 18.4 14.5 15.1 14.0 13.9 19.7 16.2 16.9 18.8 14.1 11,1
El Salvador 9.1 = 9,7 -14.8 3.8 2,0 2.4 32,8 21.3 27.6 7.9 2.2 3.2
Guatemala 6.4 4.5 6.0 . 5.9 6.3 9.5 20.7 16.7 15.0 13.0 . 9.9 10.6
Haiti 3.6 5.6 8.1 5.5 2.9 3.9 8.8 8.7 9.9 8.8 5.7 6.1
Honduras - 15.9 13.1 16.7 13.3 .15.8 16.5 . 18.5 15.3 15.2 12.2 10.3 9.1
Nicaragua 19.0 10.6 . -9.3- -0.7 7.8 °li.1 24,9 11,5 -8.7 =1.8., 5.7 5.1
Panama 12.3 14,1 “15.5 22.0 21.1 20:3 8.6 10.0 9.2 12.0°: -8,3 11.5
Paraguay . 23.6 26.1 26.9. 29.7 27.6 22,8 27.2 27.8 28.7 29.7 :'29.5 22.0
Dominican Republic o 30,0 25.8 27.9 ° 20.1 22,1 17.7 19.3 15.9 16.8 13.9 15.2 10.2
Uruguay 10.8 12,2 10,1 9.5 -10.2 9,7 10,5 12.5 12.3 11.0 11.0 7.9
Total : . ~15.1  13.8  13.4° 13,2 13,9 :13.7 18.1 14.8 .14.3 13.4 11.5 9.4
Total Latin America : 23.0 22.1 21.8° 22,1 22,2 -2l.5. 22.0 19.9 20.2 21.1 19.4 16,7

Source: ECLA, on the basis of official data.
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c) The contribution of national saving and of net external financing to the
fingncing of investment

From the data assembled in fables 6 and 7 on the coefficients of national
saving and of net extermal financing it can be demonstrated that in the last two
years considered (1981-1982) the contribution of gross national saving to the
financing of gross domestic investment followed a downward trend in a large number

of countries, and there was an increase in the proportion covered by net external
finaneing, corresponding to net balance~-of=payments positions on current account,
This happened despite the decline in investment, especially during 1982,

The explanation of the increase in net external financing lies in the need
to offset the significant increments in net payments of interest and profits
abroad, and, in many cases, the losses caused by the terms of trade, The
situation seems to have worsened during 1983, when in some countries net payments
of interest and profits will exceed net external financing.

In short, the crisis called a halt to a major capital accumulaticn effort
made by the region during the 1970s, thanks to which investment came to represent
a higher proportion of the product. What is more, despite the slackening of the
average growth rate in Latin America as from 1975, in 1976-1980 the region kept up
a relatively high average coefficient of gross investment., This situation was
maintained dui:-ihg 1981 and gave way in 1982, in which year the coefficient fell to
approximately 21%,

4, Employment and wages

Unemployment and underemployment are structural problems in most of the Latin
American countries. The 1970s did not signify much improvement in this respect;
on the contrary, the problem was exacerbated in many countries, while urbanization
helped to make it more visible and to. give it a political character which it
lacked in rural environments, _

At the beginning of the 19808 it was knmown that the growth rate of the
labour force would be very high; scarcely less than 3% per annum, In the second
quinguennium of the 1970s there had been only a moderate recovery of economic
dynamism; even if this situation had been maintained, an appreciable aggravation

of the employment problem could have been predicted.
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Table 7

LATIN AMERICA: NET EXTERNAL FINANCING AND GROSS DOMESTiC-iNVESTMENT

(Percentages of GDP on the basis of dollars at consﬁént'l975 prices)

External net financing Gross domestic investment

Countries . — . - : -
1977 1978 1979 1980 1981 1982 1977 1978 1979 1980 1981 1982

Large countries

30.4 27.4 28.0 30.3 26.2 22.5

1eDT8O0l SYlL/

Argentina ‘ -2.4 - -3, 0.9 7.2 6.3 .
Brazil ; 3.3 . 4.8 4.4 3.7 . 24.3 23.1 22.3 23.9 21.6 2l.4
Mexico ' 1.9 4.0 4.5 6.5 22,5 '23.3 25.3 28.5 -30.5 21.9
Total 2,0 3.9 4,8 5.1 24.6  23.8 ° 24.2 26.4 25.5 21.7
Medium-sized countries . : I B .
Colombia -2.7 - -l.6 =2.3 2,6 - 7.1 8.4 20,0 20.1 19.2 20.2 21.2 21.5
Chile . . 6.1 10.3 8.5 10.8 22.8 13,4 13,6 15.4 18,2 21,9 21,7 11.2
Peru - 1.2 -2.9 0.3 5.8 5.9 12.4 10.7 10.5 14.2 15.9 13.6
Venezuela : i B8s7 0 4.4 -0.8 -9.6 ~-7.4 6.5 40.9 36.6 31.4 25.5 - 26.5 29.7
Total 5.3 7.6 -=0.4 -1.9 3.2 7.7 .26.8 24,8 22,5 21.3 22.2 20.8
Small countries 7 ' , .
Bolivia 4,1 -. 9.8 9.2 3.4 6.2 3.6 20.5 20.0 18.3 14,3 12,0 7.5
Costa Rica 8.0 11.4 14,5 l4.4 8.1 8.9 24.4 22,9 23,7 25.1 16.1 10.8
Ecuador - 6.7 11.6 8.5 7.4 10,0 10.1 26.4 27.7 25.4 26.2 24,1 21.2
El Salvador -1.0 9.9 =4.5 4.0 10.0 8.5 31.8 31,2 23,2 1t.,9 12.2 11.7
Guatemala - 0.9 6.0 3.8 2.4 7.9 4,3 21.6 22.7 18.8 15.5 17.7 14.9
Haiti oo 6.8 7.3 7.2 8,9 12.8 10.5 15.6 16.0 17.1 17.6 18.5 16.7
Honduras 9,0 9.6 10.0 3,4 12,2 9.0 27.5 24,9 25,2 25.6 22,5 18,1
Nicaragua " 9.8 1.7 =5.2 22.9 22.5 14.8 34,8 . 13,2 -13.9 21.1 28.2 19.9
Panama j 5.7 6.6 7.5 5.9 9.5 7.2 14.3 T 16.6 16.7 17.9 17.8 18,7
Paraguay - 3.2 5.5 7.5 7.7 - 9.1 12.5 -30.4 :733.3 36.2 37.5 38.6 34.5
Dominican Republic = 2.9 - 6.3 6.3 9.3 4.7 6.9 22,2 22,2 23.1 23.2 19.9 17.1
Uruguay ‘ 3.2 2.3 4.9 7.4 4.5 4,9 13.7 14,8 17.2 18.4 15.5 13.2
Total 4.5 7.3 6.4 7.8 8.4 7.8 22,5 22,1 20.6 2l.2 19.9 17.2
Total Latin America’ 2.8 3.9 3.4 3.9 5.0 4.7 24.8 23,8 23.6 :25.1 24.4 21.3

i

Soutce: ECLA, on the basis of official data.
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The logical consequence of the fall in the growth rate in 1981 and the
depression throughout 1982 and 1983 has been a very serious increase in overt
wnemployment and in underemployment. In these circumstances, the problem has
grown to proportions exceeding all previous experience since the Second World
War, The increment in the economically active population in Latin America during
the three-year period 1981-1983 alone amounts to over nine million persons,
Naturaily, in so far as new sources of work are not created, the great majority
of this population, essentially young pecple, will not find employment. Moreover,
everything suggests that many who are at present in work are losing their jobs,
whereby the problem is considerably aggravated in many of the lLatin American
countries, ‘

With regard to the significance of unemployment figures, it should be
pointed out that percentages of overt unemployment must be interpreted differently
for the developing and for the developed countries. There are differences among
the Latin American countries deriving from their degrees of development, but an
element commen to them all in the wnemployment situation is the meagre pittance
handed out by the social security system to the unemployed, In the developed
countries, in contrast, wemployment insurance provides coverage for high
percentages of the number of wmemployed and of the average value of their
earnings when in work.

Unemployment has heen accompanied by sizeable decreases in real wages. In
ﬁr*evious periods, according to PREALC studies, this variable did not show a
significant relation with the wnemployment rate., In contrast, an examination of
the data for the last half of the past decade and the first two years of the
present one reveals that minimum wages in manufacturing and construction are
more closely linked to the level of activity than to a real wage, In this last
coantext, there is nothing to indicate that during the three-year period 1981-1983
the reductions in real wages, notwithstanding their magnitude, have succeeded
in sipnificantly counteracting wnemployment.

The commtries! degree of openness to foreign trade appears to exercise
greater influence on real wages. Thus, small countries highly open to fareign
trade seem to have confronted the crisis not only with a significant reduction
of employment but also with a decrease in real wages. In contrast, others of
lar-ger gsize, which héwe not intmduced drastic innovations into their economic

' /policy, have
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policy, -have even adopted measures to step up real wages notwithstanding the
adverse international conditions. - In the Southern Cone countries the .cost of the .
adjustment has largely been. transferred to real wages., Lastly, the petroleums:. -
exporting countries, after enjoying, up to a short time ago, an economic boom
which facilitated the application of more liberal policies with regard to. .
increasing real wages, have had to face internal and external disequilibria which
are threatening to cancel out the advances achieved, In short, no common pattern .
can be traced in the evolution of real wages at the regional level. 1In this field
the differences in the countries' capacity to react to conjunctural problems become
apparent, and perhaps it is only possible to hazard an opinion to the effect that
the economies which contimie:to focus attention primarily on the -domestic market -
seem to have had relatively more success in .coping with the cost of the adjustment
as regards the distribution of the losses incurred by real wages; but this is
demonstrable only within the framework of a broad scale of variations. _

Bearing in mind that unemployment rates and real wages seem to .depend on an
appreciable extent upon the level of activity and the degree of copenness of the
economies, differences are to be expected among the Latin American countries with
regard to the first two indicators. These differences may be accentuated by
government policy in the field of wages and employment and by the growth of the .
labour force. . o S ‘

Moreover, negative effects on employment have been especially serious in:.
contries where,there has been a slump in construction, given this sector's
well-known influence on employment. This happened, for example, in Chile, Costa.
Rica and Uruguay, where the percentage of overt unemployment notably increased.
Even in Argentina the corresponding percentage, which was very low in the past, .
rose from 2,2% in 1980 to 5,2% in 1982, The effect is also more striking in
countries where the urban sector is preponderant; in those where the rural sector .
carries great deal of weight, unemployment is relatively less in evidence.

5. The public finance and budget situation and-
the acceleration of inflation

The crisis has been accompanied by major financial disequilibria which have
affected the public and private economy and exterid to most of the economic
sectors. o - '

/External indebtedness - -
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External :.ndebtedness, on a scale unkown s:ane the Second World War, became
prevalent J.n most of the sectors of pmductlcm.” 'Ihe ﬁay J.n wh:.ch f:.nanc:l.ng was
transferred to ‘the. countrles dJ.d not follow a ccmmon pattern. Above all, ‘there
were dmfferenoes w:Lth respect to the domestlc agent who reoelved the loan. in
some 1nstanees it was malnly the State, :m othezs the pr:wate sector. In the
latter . case, _there were also dlsparlt:.es :Ln ﬂle peroentage of such. borrowmg that
was guaranteed by the publ:.c sector. )

The transfer of external fmnanolng to the domest:.c agents was effected :Ln
all sorts of. ways. m some occaslons the do,]lar or some other fore;gn currency
was adopted as the unit of ca}.culatlm, on others the exchange ‘I'J.Sk was absorbed‘fj.
by the State or the financial m:l.ddlemen. . The rate of 1nterest, too, was subject
to dlveree arrangements. Somet:.mes J.t was dlrectly transferred to "the users 1n
other cases it was flxed by the domestlc fmanc:.al mn.ddlemen, as a result of |
which it was a good deal hlgher than the external rates.' Lastly, in many
instances the State subsld:l.zed users, lower:mg the rates of 1nterest.

With regard to domestlc f:l.nancmg pcl:l.c:l.es too, the s:.tuatlon _var:.ed .
widely, In many countra.es systems were J.ntroduoed whereby loan oontracts o
conta:med clauses ty:l.ng the debts to fore:.gn currenc:.es, wh:.ch meant that 'l:hey
were subject 1o the exchange r:.sk . Loans in dcmestlc curxenc:} were als° granted
on all kinds of dlffexent ‘terms , rang:.ng fmm h:.gh real interest rates and cred:.ts
readjustable in accordance w:Lth 1nflat:1.on, to negatlve real rates. Thus, .
financial systems, on the outbreak of the crisis, depended 1n very dlss:.m:l.lar
ways and deg»ees on the exchange rate and the external rate of 1nterest. o

_The f:-.nanc:.al cms:.s caused partlcularly ser:.ous dlsruptlons in countrles
that had adopted ‘a neol:.berel pos:Ltion m theJ.r external economlc relatmns and
ebove all in their finapcial relations or 1n thosa in wh:.ch th:.s attitude did
not prevail but a high percentage of the external debt corresponded to the '
private sector: ‘and was not guaranteed by the State. In 1982 many pr:l.vate groups
whose size made them of nat:onal s:LgnifJ.cance were in a state of virtual bankruptey;
and notw:.thstandlng “the: hberal pol:.cyh supjgorted by hoth the internal and the
external groups affected they themselves exerted pressure on the public sector
to take charge of the s:n.tuation. The numérous Formulas’ adopted to ‘this end
were reflected in heavy pressure on ‘the budget ‘and rédustions in the level of
external reserves. To cope with these pressures, the government had to guarantee'
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internal and external renegotiations and to increase public ocutlays in order to
settle serious financial imbalances,., - When the latter step was. taken, the outlays:
in gquestion greétiy accelerated inflation or;enfbrced the curtailment. of other
expenditure, with uhdeﬁréblé effects on the social and production sectors,

‘Paradoxically, in many countries high domestic interest rates, devaluations
of the currency and other adjustment measures, while creating grave problems for -
most of the sectors, have transferred far from megligible resources to other:
groups. The boom in the foreign exchange markets, both official and parallel,
to be noted in many countries; or the sums depositedlin the barnks at high real
rates of interest, betray the possession of sbundant funds by private-sector
groups, The liquidity existing in the hands of this sector and the potential
impact of its transfer from one use to another imposes severe constraints on the
definition and implementation of policies implying alterations in exchange rates .
or rates of interest. C

In these circumstances an almost ummanageable intermal financial -situation
has been created: the economic agents try to transfer their financial burdens
to others, looking mainly to the public sector. The pressure on public expen-
diture; reéi'or‘fihancial; is stepped up precisely when unemployment and the fall
in real wéges might call for the public sedtor to come to the aid of the lower
income groups, upon whom the effects of the crisis today are bearing much harder
than on the rest, o

 Ih mamy'countries this state of affairs was superimposed upon public.
expenditure policies which;"éincé before the crisis, had been resulting in
heavy deficits financed by internal-and external borrowing, Deserving of special
mention in this respect is the behaviour of public enterprises, which in some
countries have ﬁlayed a central role in thetyansformation of production and in -
economic growth,.

It goes without saying that the financial disequilibria that preceded and
followed the crisis, together with the struggle of the economic agents to

transfer them to other socio~economic sectors, have helped to speed up inflation,
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a8 f'io'm" 1981 inflation actelerated in the region, “meuntifig’ from 53% in
1930 to 61%, 86% and 130% in the three-year period 1981-1983 (see table 8).

This accelerat:.on has not been very intensive in most of ‘the Caribbean and
Central Amemcan ecommles. "In contrast, 1n some cowntries where inflation has =
tradltlonally been moder'ate such as’ Bohma, Costa Rz.ca and Ecuador, in 1982

it verged on 30096, 80% and 66%, respectively, = ' E

The h:.ghest rates of :mflatlon have occurzed in the countries of 1argest
econom:.c and demographlc size, In Argentirnd, the rate of :|.nf1at10n, which was’
about 200% in 1982 'virtually doubled in 1983, ' In Brazil it rose in the same
years fmm 100% to 1'75% and 1n Mexico it rema:.ned a‘l: around 100%, desPJ.te a
slight dmmward movement in 1983 In Peru and Uruguay, too, rates of inflation”
accelerated shaxply, the former exceeded 120% ih 1983, and the latter soared - -
from 20% in 1982 to 62% in 1983, S o T

It should be noted that in Several countries the acceleration of inflation
actually co:.nc:l.ded Wl'th a contractlon in eécondmic activity and an increase in
unemp loyment and un&eremployment. Inflation ‘appeared alongside adjustment
pol:.cles dlrected ‘towards the curta:l.lment of éxpenditure and even, in some
1nstances, the reductlon of ‘nominal wages. Curmency devaluatlcns, difficulties -
in ma:.ntammg prev:.ous sources of flnancing ‘and the efforts of ‘the agents of "
pmduct:l.on to ‘transfer the burden of the recessich seém to have influénced the
speeding-up of the inflationary process. -

The panorana thus " outlmed cannot but arcuse concem, since at a’time when
it :l.s essent:.al to brlng dbout a recovery of production and employment, pol:l.ca.es
have to cope ‘with semous f:.nanc:Lal and ’budget imbalances. A‘ttempts to eliminate
or reduce this dlsequ111bmmn by means of further curtallments of economic =~
act1v1ty mlght léad to rates of unemployment and ‘to an income distribution
pattern which would glve cause to fear an exacerbatlon of social conflicts and

of violence.

/Table 8



Table '8 "
LATIN AMERICA: EVOLUTION OF CONSUMER PRICES

(Variations from December to December}

Countries

1975 . 1976 1977 1978 1979 1980 1981 1932 1983
Latin America af 3.8 62.2  46.0 39,0 56.1 52.8 60.8  B5.6 130.4
Countries with traditionally Lo : :
high inflation 68.9  74.5 -47.1- T45.7 - 6.9 61,5 71.7° 102.8 -1%7.6
~ Argentina 334.9  347.5 150.4  169.8  139.7 87.6 131.Z2 209.7 401.6b/
Bolivia 6.6 5.5 10,5 135  &5.5  23.9  25.2 296.5 249.00/
Erazil 31.2. 448 43.1  3B.1  76.0  B6.3. 100.6 101.B 175.7%/
Colombia d/ 17.9 259 293 17.8  29.8 2.5 27.5 24,1  17.0b/
Chile 340.7 174.3  63.5  30.3 38,9 31,2 2.5 20,7  23.7b/
Mexica 11.3  27:2 20,7 16.2 200 29.8 28,7 98.8  91.9L/
Peru 26,0 447 32,4 73,7 66.7 . 59.7  72.7  72.9 124.9b/
© Urugugy - 66.8 - 39.9  57.3- 46.0 83.1 42.B° 29.4  20.5  62.7b/
Countries with traditionally . . . \
moderate inflation 8.7 7.9, 8.8 9.8 20.1 15.4 141 1.4 5.7
Barbados 12.3 3.9 9.9 11.3 16,8 16.1 .12.3 6.9 . 3.5/,
Costa Rica 20.% 4.4 5.3 8.1 13.2 17.8  &5.1  81.7  12.6c/
_Ecuador ff 13,2 111 9.8 11.8 9.0 14.5 17.9  24.3 5.9/
El Salvador 15.1 5.2 7169 146 14.8 0 18.6 11,6  13.8 ' 15.4g/
Guatemala © 0.8 18,9 7.6 . 9.1. 13.7 3,1 8.7 =2,0, ,0 Dhl
Cuyana 5.5 9.2 9.0 20.0 19.4 B35 29.1 .
Haiti -0.1 . -1.4 5.5 5.5 15.4  15.3  16.4  -L.7if ., ..,
Honduras - 7.8 - 5.6 7.7 5.4 18,9  15.0 8.2 9.4 9.6/
Jamaica 15.7 8.3 6.1 494 19.B  28.6 48 7.0 12.1¢/
Nicaragua 1.9 6.2 16.2 .7 4.3 70.3 - 24,8  23.2 - 232
Panana 1.4 4.8 4.8 5.0 10.0 14.4 4.8 3.7 1.9¢f
Paraguay ' - - 8.7 3.4 9.4 . 16,8 357 - B9 .- 15.0. .. 4.2 . 1403/
Dominican Repub.llc 16.5 7.0 8.5 1.8 26.2 4.2 7.4 14 2.8
Irinidad and Tobago 13.4 12.0 11.4 8.8 19.5 16.6 11.6 10.8 . . 16,7ef
Venezuela 8.0 6.3 8.1 7.1 205 19.6 0.8 7.9 6.4cf

Source: Internationazl Monetary Fund, International Financial Statistics, November 1982, and official data'
supplied by the countries.

a/ The totals for Latin America and the partial figurea for groups of “countries corrTespond to the averagt.
country variations, weighted by the population in each year,

b/ Variation between November 1983 and November 1982.°

¢/ Variation between October 1983 and October 1982,

d/ Up te 1980 correspondi to the variations fn the Manual Workers' Price Index; from 1981 onwards to the
variation in the National Total, which includes workers and employees.

¢/ Corresponds -to; the variatign between July 1983 and July 1982,

£/ Up to 1982 corresponds to the variation in the Consumer Price Index in the city of quto and in 1583 to
that of the Nationmal Total.

gf Corresponds to the variation between August 1983 and August 1982,

b/ Corresponds to the vananan berween April 1983 and April 1982,

z/ Corresponds tb the vgsriation between September 1583 and September 15982,

Jj/ Correspends to the variation between June 1983 and June 1982,

_/B. TRADE
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B, TRADE IN BASIC COMMODITIES AND MANUFACTURES AND
ECONOMIC RELATIONS WITH OTHER AREAS

1. Basic commodities

a) Evolution of the international market

The main feature of the present economic situation is the spectacular drop
observed in commodity prices on the international market. The downward trend
which began as from tie last quarter of 1980 is different from previous trends in

that it has been more prolonged and widespread, affecting both the minerals and
metals sector and that of agricultural raw materials and almost the wholé range
of foodstuffs and beverages.

.. An idea of the gravity of this fall can be gained by looking at the combined
" commodity price index prepared by UNCTAD,2/ which (if petroleum is exc}uded) shows
a drop of 16,1% in 1982 after a decline of 15.6% in 1981 (measured iﬂicurrent
dollars). This total drop of over 30% is the biggest in the last twenty years,
Furthermore, even though this may be attributed partly to the strengthening of
the dollar with respect to other convertible currencies, there was also a very
significant contraction in prices in terms of SDRs, with declines of 7.5% and
10.5% in 1981 and 1982, respectively.

This drop in prices is even more serious if considered in terms of constant
dollars. The real prices of a considerable number of products in 1982 were less
thad,hélf the levels reached in 1950, and some of them did not even reach the
level of the 1930s,

The drop in prices may be attributed fundamentally to the stagnation and
later reduction of industrial production and real income as a result of the world
economic recession, which helped to weaken import demand for these products; to
the substantial reduction in stocks (which is due in turm to the unprecedented
- levels of interest rates and the reduction in demand), and to the appearance of
production surpluses resulting from the investments made during the previous
period of high prices. The present market prices of many primary commodities are
below their production costs,

. In addition to the immediate causes, there are other long-standing factors
which have contributed to the present crisis, Over the long term, the demand for
primary commodities has grown only slowly, because the amount of materials used
' /per wmnit
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per unit of production has been;fé&uced as a result of technological advanCeS°3the
proportion of final expendlture accounted for by the actual product itself has
gone down because of the indrease in the 1mportance of publicity, packaglng and
other services; the demand for natural raw materials has been restrlcted.as a
result of the 1nvent10n of synthetlc materials, and there has been a reduction in

demand as a reSult of the 1ncreased protectlon of national agriculture in the OECD

countrles. L ' ‘ '
At the same time, the supply of prlmary commodltles has shown an upward -

trend, since the developing countries have needed to increase their volume of

exports in order to increase their foreign exchange income. This situvatiod, which

generates an exeess of supply in the long run, creates a downward trend in prices. .
In Qverall terms, for the developiug'cauntries as a'whole, it is estimated

that the drop in basic commodity prices has led to a shortfall in export inceame

of around US$ 8 billion in 1981 and almost us$ 13 bllllon in 1982,3/

b) The situation in Latin America

In order to apprec1ate the dependence of the Latin Amerlcan countries on
their b351c commodity exports it is only necessary to consider that, although the
relative importance. of the latter went down in the last decade, they still ‘
represent around 80% of the, total value of Latin American exports (or, if fuels
are excluded, around 40%).

It is for this reason that the performance of this sector, from the 901nt
of view of the volume of ha31c commodities exported and the prlces obtalned, '
carries con31derable welght in the economies of the countrles of the reglon .%
(see table 9, Whlch presents an overall view of the evolution of the main bas;c
camod ity export prices for Latin America), i ; :

The repercu551ons of the drop in the prices of the reglon s basic commodltles
may be apprec1ated from the index of prices for the main basic canmodity exports
of Latin America prepared by ECLA on the basis of the international prices of
these goods 1n the first two quarters of 1983, This quarterly index covers the
24 main comoditles exported by the region (26 if petroleum and petroleum products
are included). The welghtlngs assigned to the three commodity groups making up
Latln America's exports ‘were calculated taking into account the average value of
exports of these 1tems'1nuthe period 1979-1980, .Thus, if petroleum is excluded

e

‘/Table 9



Table 9

LATIN AMERICA: PRICES OF MAIN EXPORT PRODUCTS

(Dollars at current prices)

Unrefined sugar.a/

Coftee (mld)&/

Cocond/ .

Bananas&/ L

wheats! -

Maized/

Beefa/ '

Fishmeal of.

Suya&/ .

Cotton?/

wool® |

c(:ppé::.a.f .

pind/

Iron oréd/

Lead®/

Zin )

Bauxitet/ )

Crude peﬁml_em&f
Saudi. Arabia '
Venezuela‘"

Annusl asverages

. Gro\rﬁi_ rites
1970~ : . S : - L 1983 S Lo - S " 1985
1980 - 1977 1978 - 1979 1980 1981 - 1682  January- 1978 1979 1980 . 1961 1982 Jenuary-
_ ) . e " - September - : , _September

12.8. .. &1 287 797 287 . 169 84’ 8ob =37 2hb 1959 bl C-50.3 -
121.8,  240.2 - 185.2 © i83.4  178.8 - 145.3  148.6  137.9 22.9. -l.0 =25 187 . 2.3 a2
86,3 172.0 156k ;" 149.4 118.1 gk.2. 79.0 93.6 ° 10.2° -3.2  -21.0  ~20.2 161  “18.5
1.8 .10 | 13.7.  AS.7, 189 19,2 1847 ., 2.5 <21 13.8 2.2 - 1.6 - -h2 . 16.8
1251 1056 131.9 7. 16h4"  177.% 178.5 163.0.  162.0 b9 24,6 7.9 0.6  ~8.7 0.1
127.5 1144 1325 154.8°  210.3 - 181.0 1374 ,155.9 15.8  16.8 35,9 -13,9 -2h.1 13,5
82,2 684 g7l 1203 1259 122 108.4 114 12,00 ke <38 -10.9 3.4 2.7
354,7. 4540 0.0 ! 395,00  504.0 © 468.0 353.0.  439.8 . =97 =3.7 27.6 . 71  ~2h6 | 246
232,84 200 268.0.  298.0.  296.0  288.0  245.0  268,2 b3 . 1l.2 0.7 . -27 143 . 9.5
61,2 739 7297 T4 g2 T 85.8° 728 - 82,08/ <l 6.2 &7 69 -15.2 12,6
1315 1536 157.4.. 190.5 1945 178.2° 1546 1448 250 21,0 21 84 -13.2 6.3
69,6 - H3 61.9 T90.0° 98,6 . 7.0 67.2. 74,9 b 854 9.6 -1949 . ~149  1L.5
3.0 . b9 5871 7.0 76 .. 6. 5087 . 5.9 . 184 20,7 8.6 <158 7.8 1.7
18.3° . 202 77 19750 240 26.9 2.9 21 7253 A5 2.8 b -104 b6 6.6
5.3 28D 29.9 546 41,1 35,0 248 o 166 1 6.8 82.6 -2b,7 197 - 248 21,0
/7 %7 29 33.6 24,6 /b 33,8 ¢ 333 07 259 3.0 T 1,0 -12.0  -l.5
055 A8 - 1h 1526 ;s AGs  (mes e’ 7. 05 s e 7 AL
10,0, 124 12,7 12,00 28,7 32,5 | 33.5. 0 20.6 2.4 33.9 6&. U132 3..{+ -11.6
1007 T 12: 12,4 ... 16,8 2.6 32,0 32,0 284 - 7 355  6h3 D159 - L3

iFingdnoiak Statistics, Yegrbooks 1981 and vol. XXXVI; No. 8 August 1983,

Sources ‘HNCT}D, ?}onthly Commodity Price Bulletin, Supplents 1960-1980 and vol. IIT No. 2, Pebruary 1983' Intematmnal Monetary Fund, Intematlonal

Note: Unrefined sug__, FOB Caribbean ports, for export to the free market; Coffee, Colombis mild arab:.ca, free alongside sh:.p, ¥ew York; Cocoa beans,

2ATIETAX °Yl/

a}teragé of daity prices (futures), Ney York/London; Central Americen Bananss, CiF Hamburg, Cottan, Hexlcan M 1-3/3z0, CIF Northern Europe; Yool,
clean! comhed 50%s. quality, Um.ted Kingdom (New Zealand Wool Marketmg Corpay’ » Clact.on-on-Sea, England) Beef, frozen and boneless, from all
SOUrces,y . Umted States ports; Fish meal, from all SOUrces, 6467 protem, CIF’ Hanburg, kheat, United States, No. 2, Hard Red Wmter, FOB-L
Haizey Jrg.enuna, CIF North Sea por‘ts; Soya, Unlted States, No.2, yellow, in bulk, cIF Rotterdam, Copper, -cash payment quotatlons on the Lohdon
Metal Exche.nge, electrolyt:.c copper in bars;, Tm, cash payment quotatmns on the London: Hata:l Exchange$ Iron ore, Canada, Mount Hrlghh. C. 6%
FE, CIF North Sea ports;. Lead, cash pmment guotations on the London Metal Bxchange

&/ DollaPs per ton.

4/

=1

Dollars per péund.
&/ Dollars per barrel.

ch, cash pment ‘quotations on the London I'Ietal Exchange-
Bauxite, Guana (Baltlmore), Petroleum, Saudi Arebia (Ras Tanura). Venezuela (T:.a JuenaJ- E

af Dollar cents per pgund.
;!5 Aversge for January-August.



- 51 -

the relative weights are as :fo]..;l.opws: food apd beverages, 57.1% {tropical zone
products, 48, u% and temperate zone pmducte, 3.6%);, agricultwd raw materials,
20,8%, and minerals and metals, 22,2%.4/ ‘ N _

Accordlng to these calcula‘tlons, prlces in the food and beverages group as
a vwhole fell by _32%: in the period 1980-1982, The tropical products subgrouwp,
which comprises such p:mdulc"l;:s. as sugar, bananas, coffee and cocoa, registered a
drop of 34%, while the temperate zome products subgrO}lp;,-including such pmducts ‘
as wheat, maize and meat, dropped by 24%, The ind_ex correspo.nding to theh group of
agricultural raw materials » Which includes such products as cotton, wool, hides
and skins, soya bean oil aad fish meal, fell by 16%., Minerai_s and metals also
dropped (by 23%)., For the 24 commodities as a whole, the index registered a
decline of 27% between 1980 and 1982, In 'the case of petmieu_m and petroleum
products, .the index was 10% higher_.ir; 1982 than in 1980, but suffered a serious
decline with Tespect to 1981. . , _ | ,

It should be noted that the food and. beverages sector, wh:.ch is of
fundamental mpor*tance for the countmes of the region, suffered the sharpest
fall. It is also worth noting that compared with the basic oomod:.ty prJ.ces of.
other developing regions, Latin Amemca was most seriously affected by the grave
crisis suffered by this sector. : : A

‘Analysis of the price index. prepared by ECLA (exclud.'l.ng pe'troleum) for the
first quarter of 1983 indicates a rise of approximately 2.4% compared with the
last quarter of 1982, although add.ltlonal drops contimued to be noted in the |
‘prices of certain produots such as raw sugar, coffee, wool ‘zine and bauxite.

If the calculation is expanded to include petroleum, the prlce of Whlch fell on
the international market, then the index would have gone down by 1.5%.

In the second quarter of 1983, the index (excluding petroleum) cont:.nued
its general upward trend, although this was only moderate, and an increase of
4.2% was ‘registered. This phenomenon may be attributed principally to reactlvat:r.on
of demand on the United States market on the one hand, which was reflected in
increases in stocks, and to the bad we_.arher conditions which led in a rumber of
comtries to a reduction in crops of soya beana, cocoa, sugar, cotton and ‘
bananas. It should be noted, however, that this increase in the prices of the
main basic commodities was offset by the drop in the price of petroleum. If

/petroleun is
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petrole‘i.un"is‘included “in the ECIA index, it is-Seen that Latin America’suffeéred
an overall drop of 4,9% in the second’ quarter of 1983 ccmpared With the firet
guarter, ‘ ) ' ' o
~In the ‘thifd quarter of 1983, there was an increase of 2.4% OOﬁapared with
the previous quaPter for the indéx- includihg petroleum and petroleum products
(2.3% If petrdleim and petroleum products ave excluded), ‘Tt should be noted that
the generdl “rise in’thé-index In’ this quaiter was due’dbove #1I° t& increases in '
the prices’ of agricultiral raw materials: '(Ieépeoi ally cottohand soya bean oil) =
ana'ije‘érble?\'ﬁﬁ products. Over the same pe'rio‘d","'hoﬁe'\?er',; there were significant
drops in the m:inerals and metals sector (copper, 'tm, iron ore) and in tropical
and temperaté‘-'z‘one foodstuffs (bananas wheat ‘dnd beef). : =
“Th' tems "8f condtant dollars basic commodity prices followed their downward
trend in the first nine months of 1983 (seé table 10), The teims of tPade of " -
these basic conmod:.ties, which had dropped by 14% in 1982 dompared with the year
before, contlnued ‘their deterioration in "1983'with respect to the unit value of
the manufactures exported by the developed countries to the deVeloping countries,
o Consequently, it may be stated ‘that although the rise in basic canmodmty
pmoes in the f:Lrst nine-months of 1983 was a’ posltnve element ‘it had only a-
marg:l.nal impact on the Latin American economies. It 18 worth noting that the
average prioe level for the‘se products ¢ontinued to'be: around 20% below' that

gt

regis tered in 1980,

-

c) Ttne impact of the crisis on export income
' Because of the sharp drop in basic commddity prices, ‘there was @ considersble
decline in the export income of all producers. The situation is particularly
serious for lLatin Ameriea beoauE':O'f its dependence on’ exports of these products,
In some cases, “the 'drop m incomé’ was due 'not only to the réduction in interna-
tional prices’ bu‘t also to'a decline in the volume exported.' In others, the .
blgger volume exported only partially offset the drc»p in- prices, " This situation
has considerably reduoed “the region's capac:.ty to face up to its heavy debt -
servic:.ng oonm.tments Whlle at the same time it has affected inveétments in this
sector, which will undoubtedly have serious consequences in- the 1onger tetm both
for the producer and the consumer countrdes, = ¢ w0 ow e o BE

/Table 10
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Table 10

LATIN AMERICA: PRICE MOVEMENTS EXPRESSED IN DOLLARS AT
CONSTANT PRICES FOR THE MAIN EXPORT PRODUCTSS

{Dollars st constant 1980 prices)

Unre_fin_ed SUgar

Coifee e
Coeos

Bananas

theat

Maize

Beef

Fishmeal.

Soya

Cotton

¥ool

Copper

Tin

Iron ore

Lesd

Zine

Bauxite
Crude petroleum

Ssudi Arsbia

Venezuela

ig' 1977 ags 1999 1980 198 19e2 19eaY  ag%e 1979 doe0 1981 1982 loeal
M8 116 9.4 10.5 28.7 17.7 9.0 - 87  -1842 10,7 - 1751 <381 =491 ~3,3
1901 342.2 2257  198.5  178.8 1527  159.4 1434 ~3k6 . -11.3 9.9  =1lh.6 bk =100
120.1 2449  1e6.h 1616 11841 98.9 84,8 K3 239 12.3  =26,9  ~16.2 - =143 1W7
19.7 20.0 166  17.0 18.9 - 20.2 19.7 224 -16.8 2.3 11,0 7.1 2.4 137
2087 - 1504 159.2  178.0  177.4  187.5 1749 - 168.4 5.9 11.8 0.3 5.7 5.8 3.7
213.6  163.0  160.0  167.5  210.3  190.1 1474 - 162.1 1.8 k.7 25.5° “Gob 22,5 10,0
142.4 97.5 -117.2  141.7  125.9  117.8 116,53 1158  =20.3  =20.9  -11.2 6.4 1.3 0.1
606.6 6467  495.2  h27.5  S0M0  A9L6  B78.8  A57.3 =234 137 <173 =25 -23.0 20.7
39h.6  398.9  323.7  322.5  296.0 3025 . 262.9 278.9 . -18.9 0.4 8,2 | 2.2 13, 6.l
101.1 105.2  88.1 . 83.8 942 90.1 - 78l 85.3 -16.3 -4.9 12.4 SN NI 9.2
27,2 2288 1901 206.2  19%5  187.2 1659  150.6  ~13.l Bk =56 ~3,8  wlleh | ~,2
124.2 845 7he7 7 97.h 98.6 - 83.0 72,0 77.9  -1l.6 30:4" 1,27 -15.8 =133 842
6.0 7.0 . 7.l 7.6 - 7.6 6.7 62 6.1 1.0 7.6 - 0.3 -11.4 7.4 1.6
3008 28,8 23,8 26.0 28.9 27,2 29,0 2.3  -17.3 9.3 11.3 602 740 a3
40.3 39.9 36.2 59.1 4.l 34,6 26.6 o4 -Gok 63.3 “30.4  -15.8 ~2303 -23.2
50.9 38.1 325 3604 34.6 40,3 36.2 35,6 =14.6 11.9 - =5.1 16.8 -10.1 =hod
160.9  192.1  167.2 . 165.2 2125 2272  223.6  190.9 - -13.0 -2 286 7.0 16 -1k6
1.2 17.7 15.3 18.4 . 28.7 34,1 3549 30,8  -13.6 2003 56,00 - 18,8 53  «lhke2
14,3 1'7.7 15.0 18.1 27.6 33.6 Bhad 2905 -15.2 a.0 "52.1 - 21.9 2.1 “1b,2

Source: UNCTAD, Monthly Commodity Price Bulletin, Supplements 1960-1980 snd vol. III. No. 2, Februsry
‘Statistics,. Yearbooks 1981 and vole XXXVI, No. 8 November 1983.

1963; Internationsl Monetary Fund, Internations! Financisl

a/ Deflated by the index of the unit value of exports of menufactures (SITC, chapters 5 to 8) from developed eountr1es to developlng countries, on a CIP basis.
The estimated deflator for 1983 1s besed on data supplied by the World Bank in & six-monthly reviev of estimated commodity prlces, June 1983,
'j Includes only the period January-June 1983. In the ocase of bauxlte and petroleum, only February-Hsy.
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Although no definitlve global figures are yet available for the La:tin
American countries fo'r 1982, the followiné exanplee will illustrate ‘the conse-
quences of the drop in internatlonal prices for the export income of certain
countries, s - o ,

Thus, the value of e:q:»orts of Argentine meat went down by around 16% in 1982
with respect to 1980, although the volume of exports grew hy over. 13%. If the
wit value in 1982 had been the same as that registered in 1980 the export income
would have gone up by over USS$ 275 million (equivalent to 35% of Argentiiia s 1982
exports of this pm‘hct). ' '

In the case of Brazilian coffee, the 1982 export income fr'om t‘m.s product
"was 25% below that ef 1980, This contraction may be attributed mainly tf the
decline in the unit value, which was 33% lower in 1982 than it had béen in 1380,
This decline in income reflects the incidence of ‘the drop of pmces and not the
volume exported. If the unit value of 1982 had’ mamtameﬂ ‘the 1980 level rthe
income from coffee would have 1ncreased by over uss 950 million in 1982, equi~
valent to over 50% of the total value of exports of coffee in that year.: N B

In Colombia, the 1982 export Iincome from coffee was 3u4% below the lQBO
level. If the um.t value m ‘1882 had beén the:same as in 1980, the export income
would have been over USS 320 ‘million higher: equivalent to 20% of total Colomb:l.an
coffee exports in 1982. - '

In Chile, the volume of copper- exports in 1982 was 16% I'ugher than. in 1980,
but the unit value was 30% lower, so that it is estzmated that the net export
income generated by thls prbduct fell. by 20%, If the un:Lt value ‘of 1980 had been
maintained in 1982, th:l.s m.ccme would have been US$ 760 million h:.gher-- equ:.valent
to 4% of Chilean o::oppe'r| ex;pdrts in' 1982 . ‘

Income fmm tin :m Bollvs.a suffered a severe contr-actlcm of appmx:.mately
USS 100 millien :I.n 1982 636'% of the total value of tin exports in that year),
due fundamentally tc: the d:mp in the unit value of the éountry's tin exports to
a level estimated ta be between 20% and 30% lower than that of 1980,

These examples clearly show the consequenoes of the drop J.n bas:sc commodity
prices for the econonies of the countries of the region. Because of the,importance
and significance these products have for Latin America, it is difficult to see
how it will be possible to emerge from the present economic crisis unless there -
48 a substantial recovery in this sector. It is therefore essential that the
- - ' ~ /countries of
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countries ‘of the region should lose no time in joining forces and co-ordinating
their action with a view to enhancing the value of their basic commodities on the .
intermnational market, defending their prices and seeking to organize and exert
greater bargaining power vis-a-vis the consumer countries. ‘Overcoming the present
difficult problems suffered by the basic commodities sector is undoubtedly a-
complex matter, but it is a vitally important challenge for the countries of Latin’
America which they must face up to right now.

2. Hanufactures

The value of the trade in manufactures 5/ of Latin Amemca 6/ increased over the
period 1975-1980 at an average amnual rate of 23,5% until it reached a total value _
of US$ 19-857,3 million in 1980, or 20% of the total eyports of goods of the
region. . There was substantial growth in exports by the éngineem'.ng industry
(mainly transport equipment and non-electrical machinery), whose share in th'e‘tofal
value rose to 27,3%. The main suppliers have been the thfee largest countries of
the region (Argentina, Brazil and Mexico), which supply almest 90% of the total.
The growp of intermediate goods (mainly chemicals and plastic products) represents
around 30% of the region's exports of manufactures, and aithough its share has
declined it continues to be the most important group in expprts,of ._mamfactur-es. ,
Non-durable consumer goods (above all footwear and clothing) increased their share
to 24% despite the growing restrictions applied in the majority of the developed
countries, - The foodstuffs, beverages and tobacco sector represents arouné 18%

of the total and has been one of the least dynamic sectors, s:l.nce it includes
processed agricultural products which are the subject of cans:Lderable protect:.on
in the markets of the developed countries. . _ ‘

Latin American exports of manufactures go mostly to the markets of the o
industrialized countries (54%). Among these, the United States is the pmnc:.pai
purchaser (it buys 30% of the total), followed by the EEC with 15%, Only 2% goes |
to countries with centrally-planned economies, while arcund 37% of exports of
manufactures go to.the Latin American market, with Brazil, Mexico and Argentina
accounting for 79% of these sales to .the region. . . .

The regional groupings also play an important role: exports of manufactures
among the member countries of ALADI in 1980 represented 33% of total exports _of
manufactures by the member countries, while the intra-area exports of the Central

/American Common
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American Common Market were much more important, since a proportion of close.-to
80% of the. total manufactures exported by the five member countries went to othef
countries in -the. same grouping.. . _ S ‘ o _ |

It is;worth noting that .imports from Latin Amer:.ca represented :Ln 1980 only
1.8% of the total:manufactures imported by the 1ndustr-1a11zed countmes. The
sape. percentage had already been. reached in 1978, mflectmg the gmwmg obstacles
which have to be faced by exports of Latin American manufae‘tures :|.n those countries.,

The Latin American export manufachm:mg sector was the only one which -
increased its share in the value of world exports during the last decade, This
source of groﬁth “For the region seéms to have lost its dynamism-in the early years
of ‘the present decadd howevér, As a result of the international economic. crisis
and, above allj as ‘a dohséquence of the reaction of the industrial ‘countiiés +&
that crisis, which'has'béér reflected in a considerable’iticrease in-the :¥eal,level
of protectionism, the Latin American trade in exports oF: manufactures did not! wi:.-;
increase at all in 1981 ad suffered aclear sétback in.1982;

"In order to illustrate thé more recent situation, let us analyse the case -
of the three largest coufitries in the region {Brazil; Mexico. and Argentina); for
which preliminary statistical data are available and whose'exports of manufactures
represént, together, about 80% of the regional total. - R

In"1982, Brazil's exports of:manufactuves: eame to USS 10 352 million, that.
is to say, 13% less than the Ffigure fop the year before, .In :1980 and 1981, in
contrast, Brazil's exports of mamufactiires hiad registered increases of 35.9% and. -
31.6% respectively.?/ - . v s adn . S

In the case of Argentihaj the 'situation was somewhat different, since that.
country's exports of manufactures did not. go down.in terms. of current values,
although the increase in 1982 was: only 1,2% compared with 10% in. 1981 and 21,6%
in 1980.8/ ‘ S e ; : ,

-In 1962, Mexico's exports of mamifactures went down by 7.6% canpared with |
the previous year's figure, while in 1981 the increase had beenvonly 1,3%.9/

In spite '6f the compaiPative advantages enjoyed by some Latin  Amerdcam
countries in an increasing number of:markets of industrialized .countries, exports
of manufactires have suffered from the. ill-effects of the protectionist measures
applied by the lafter countries. Exports of mamufactures to the-internatichal

market form’ the potent:.ally ‘mest dynanic part of total exports, -and indeed it is.
S TRITA S /essential to
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essential to export in this way, because this is required by the industrialization
process., Latin America cannot renounce to this process, because it will be a key
element in its future economic and social development. For these réaéd'ns, tﬁe
region must explbit and promote to the maximum the new possibilities for trade
wifh other de'?elo;;ing countries and take full advantage of the Latin American
market 1tself the importance of which for' manufactures has been growmg m.th the
passage of time. Purthermom the region's exports continue to include” a'
relat'irvely low proportion of mamufactured goods, and it is essential to increase
this proportion "in order to expand the share in‘the most dynamic 'categor;ies of
international trade and in order to give trade with the exterior a more balanced
structure. To this ehd, Latin America must therefore dev're.lop joint bargaining
power which will give it greater weight in international negotiatims so that it
can put across its own points of view to oounterbalance the protectionist measures
prevailing in the North. . T ’

3. Protectionism

a) Background .
The use of protectionism as part of the trade policy of the industrialized

countries has been one of the most outstanding features of the international
econony in recent years, It has been put into effect in very different forms and
has had important effects on the production and export of primary cammodities and
manufactures by Latin America, '

The exports of the region run intoc a broad and complex range of tariff and
nonufariff barriers in the markets of the industrialized countries. As regards
the former, special note should be taken of the negative impact of the sliding
scale of tariffs applied according to the degree of processing of the. products
exported, which has constituted a very serious check on the regional industrial-.
ization process, As xégaf-ds the latter, mention may be made of quantitative
restrictions on imports, variable surcharges, safeguard clauses, "voluntary"
restrictions, discriminatory practices, countervailing duties, technical barriers
to trade, and production and export subsidies, ' Protectionism has also been
accentuated through other forms which take the shape of "agreements'" between the
parties, to which the countries of the region have been forced to submit as the -
only way of exporting to some developed countries (for example, the Multifibres

Agreement signed within GATT).
. /The scope
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The scope and scale of these sets of protectionist measures can be
appreciated when it 15 borne m mind that, according to calculations made by ECLA
on the subject, in recent years these measures have ‘affected about half of +the -
region's exports (excludmg petroleum) to the Um.ted States the European Cormmmity
andJapm. ' L ST

In practice, the forms of protectionism referred to’ ab01re, together’ with
others which it would be too long to llSt here, have gradually changed the previous
51tuatn.on .80 that the J.nduS'I:rial:.zed oountries can fiow "manage“ their trade w:L'th
the developing oountmes in general and w:.th Latin America in part:.cular as it
suits them best, Thus they can prooeed in a selective and sporadic manner, or,
if necessary, apply these measures 1n a broader, more rigid and more frequent -
manner. Analysus shows that the domest:l.c demand of these oountries is 1ncreas:.ngly
satisfied on a priority basis, from home production, while 1mports are used in-

a controlled manner to supplement domestic Supply. ' i
b) New forms of protectiorism R '
Since the beginning of the present decade, the recession and the rapidly

growing wnemployment in the industrialized .countries have. encouraged the inten- l'
sification. of: protectionist pressures, . This. actwn has helped not only ‘bo make )
the application -of:the existing barriers more rigid, but also to c:reate new kmds'
of measures which, taken together, have constituted a very serlous additional
obstacle to the growth of international trade, ,

The new protect:.cnism has-been characterized by various aspects whic.h are
worth- noting. Firgt of all, it-has evolved without paying much attentl.on to the
rules and cbligations which.should be respected in :Lnternat:.onal trade in line
with the provisions of GATT. - Secondly, it is, essentially bilateral and has
tended to. depart increasingly. from the princ.lple of multilaterahsm as a way of
solving the growing economic and trade problems of the presmt time.‘ 'Ihirdly,
it not -only covers restrictions and barriers applied to imports wh:Lch cross the
naticnal frontier, but also extends, to external markets through the subsidies
given to national exports and industry by means of econcmic and adm:.mstrative
measures which tend to increase their capacity for competitlm .and their
comparative advantages. Fourthly, the level and natqre of protectionism'has been
progressively escalated as a result of the veritgble "trade war" going o between.

the industrialized countries, At the same time, these measures have J.ntroduced _
P '/serious rigidities
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serious rig:.dltles 1nto 1ntemat:|.onal trade as a whole and have affected very
particularly the developlng oountrles, wh:.ch have been able to do very llttle
to wlthstand these new restr:.ctlons. Protecticnism has not only had a negatlve
impact on the already depressed mternatlonal trade ' but has also had a spec:.al
1nf1uence cn the development strateg:.es of many comtries of the region, P:.fthly,
it has been reflected in the mlt:.pllcatz.on of agreements on voluntary l:xm:.tatlon
or "managed" or “regulated" trade, based on reo:.prouty in the strict sense. ; |
The new rules appl:l.ed today to the trade in goods between oountrles, '
espec.lally between the :Lndustrlallzed oountr:.es, are based on oconcepts foreign to
the mult:.lateral system, Among the conoepts wh:Lch have reoently come to the fore
and are frequently applied it is worth noting the following' i) "u‘nacoeptable |
levels of market penetration'" or "mam.mum market shares" which are conoepts ‘
whereby the lndustrlahzed J.mportmg countrles ‘ean 1J.mt imports from certain
oountr:l.es; ii) "m;n:.mun viable production”, which permits the reservation of a
particular share of the domestic market for national industri"es° i1i) "minimum
1mport prices™, whereby prices are £ixed and any comparatlve advantage which
J.mports £yom th:.rd oountrles could have over national producta.on :I.S eliminated; i
1v) Mow cost product:l.on“ or “mdercutt:.ng",- which 1s a conecept enabl:mg the
industrialized countries to limit the advantages of exports from reg:Lons or
countrles where labowr is cheap, etc. '

s already noted, as well as the measures of protectlon appl:l.ed at the
frontier, a number of other measures have been added whmh have had a decisive
impact on the possibilities open to various sectors ‘of productlon for oompetmg
on the markets of :|.nd1.str1al:tzed oountr:.es.' The aim of these measures is to g:.ve
advantages to natlonal 1ndustry a.nd agrloulture both on the local market, B
vis-3-vis :meorts from thlrd oountr:.es, and on the external market, in order to’
maintain or e@and exlstlng markets or to penetrate :Lnto new ones, The role and
participation of the State have been v1tal in this respect, although in govemment
declarations some countries of the North mamta:m dlfferent theses. Action has
been taken through spec:tf:.c f1nanc1al and adnum.stratlve measures , among the most
mdespread of whloh are: reduot:Lons of taxes and ‘duties; cheap cred:.t' man:.pulatlon
of the exchange rate, help in encouraglng the consola.dat:.on of inefficient

industries into more solid groups- promotlon support ‘and financ:.ng for such

/activities as
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activities as pure and applied research; accelerated depxec.latlon of cap:.tal goods,
and a whole range of d:Lrect and md:.rect Export assastance measures Wh:I.Ch mclude,

Iy N
’ E

in part:l.cular, exporft SubSJ.dJ-%. o
Thls latter form of a:Ld has been used frequently in the period 1980-1983

It 1s estlmated that the percentage of exporm of manufactures which receive _

sub31d1es amunts to 13% in the UnJ.ted States, '25% in Prance, 49% :|.n Japan and 51%

.in Great Br:.ta.m.lO/ In the agrlcultural sector, it :.s estimated that much more

than half the volume of world agmcultural trade depends on export SlJbSldJ.&S. In

1982, such subs.tdles totalled around US$ 11 blll:l.on for ‘the Um.ted States and ‘the

European Eccnom:.c Communz.ty together. IF production subs:td:.es and other types of

financ1a1 support to the agr:.mltural sector are added, this ﬁgure pises to

US$ 40 bill:.on. ‘ - o PR :

c) The 1mLct of protectlomsm cn Lat:.n Amerlca o .

The ob]ectwe of malntalnlng or 1mprrov1ng the Jnccme of agmcultural
producers in the industrlallzed countries has . cmtlmed to provide the governments
of those countries wrth arguments o justlfy ever-:.ncreas:l.ng protectlon for their
agrlcultural sectors. Thls has been achieved through a series of meastires rang:.ng
from’ the establ:.sl'nnent of guaranteed product support pmoes to a number of direct
or 1nd.1rect forms of ass:l.stance such as the appllcat:l.on ‘of" restmct:.ve measures
at the frontier which tend to raise the world market pmce ‘of a product to the
lewvel of the domestic price. It is estimated that the average level of’ protect:.on
gn.ven to the agrlcultural products of the 1ndustria11zed ‘countries is equavalent
to more than “three t:.mes ‘the level of protection given to panufactuping, & -

Protect:l.om.sm Jn the agr:l.cultural Sector has been one of the ‘hain obstacles
stand:.ng :Ln the way of the dynami ¢’ e‘xpa’nslon of production and’ trade “in"Latin -
America's’ baSIC coxmnod;nt:.es, especially those from the temperate zdne (cereals,
meat, ‘milk products, edible oils, sugar). The policies followed by’ sothe
industr:.alzzed com'xtrles with the aim of ensuring self-suff:.cn.ency in this sector
have” ser:.ously hmlted the market access conditions far a ‘substantial nunber of
products. Moreover, the surpluses generated by the application of costly support
pohc:.es are’ competmg on the international market with the exports of efflclent
' develop:mg country producere and have further depreesed pr:.ce levels. Fmally,
the frequent use by the mdustrlallzed countrles of export subsidy machinery to-

promote the sales of their produc’&; has caused a definite setback to the developn.ng
Ty /comtries as
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comntries as regards their position on traditional markets and in some cases has
even caused them to lose those markets. An exanple worth quoting in this
conneét}ion is that of the European Economic Community, which in the early 1970s
was 't:he mam :meor'ter of beef and the second most 1mpoz~tant importer of sugar on
the mtematlonal market but has now converted itself, since the begiming of the
presen‘t decade, into the main free market exporter of sugar and the second most .
iuportanf world expoz‘*fér of beef, The United States, too, has recently introduced
new restmct:.cms on imports of meat and sugar, '

It ;s in the field of manufactures, however, that there has been the greatest
intensification in protectionist tendencies and the greatest variety of restrictions
have been imposed iﬁ recent years. In the textile sector, the Multifibres - i ..
Agm.emen‘t, which regulates international trade in these products, was extended .- -
from 1 January 1982 to 31 July 1986, The protocol 7e:iténding this agreement:.'
includes provisions that further restrict international trade. It . hds introduced.
the concept of limitations on imports of textiles and;cld‘l;hing"_f_r.om "dominant
suppliers", At the s-éme' time, fresh limitaticns have been introduced in the
bilateral agreements between 'signa‘tory'co\.mtries of the Agreement.

In 1982, the intefnational trade in steel and steel products continued to be
subjédt to se'r}ibus ‘obstacles in the main industrialized countries, Imports by
EEC countries were the subject of bilateral agreements limiting imports or
agreements on prices., In the United States, intermal pressures for a reduction
in foreign'corhpeti‘tidn also brouvght results. Thus, ceilings were established and
the tariffs on impofts of special steels, which are of great importance to Brazil,
were increased, The international trade in motor vehicles has. also been the
subject of strict regulation since 1982,

Various industrialized cowntries have introduced new restrictions on imports
of products which affect the région, especially in such sectors as leather goods
and footwear, clothing, and electronic and similar products, . thus sericusly
weékening the growth rate of exports. Likewise, because of the threat of increased
protec‘tién, there has been a reduction in investment in activities oriented
towards the export of manufactures in many countries of the region. Although it
is difficult to measure the global repercussions of the increase in protectionism,
this phenomenon may be censidered to be one of the main problems currently
affectlng international economic relations and it is standing in the way of a
v:Lgorous reactivation of the world economy, since it is spplied not only to. North-
South trade, but also to that between countries of the North. oL
/%, Latin
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4. Latin America and its economic relat:.ons w1th
‘other geographlcal areas v

So far, an effort has been made :|.n thlS study to present a global p:l.cture of the
effects of the 1nternat:Lonal crn.s:.s on Lat:Ln Amer:.ca. It now seems appropriate, o
however, to look more spec:.flcally at what has happened in the reglcn s econom.'l.c
relations and espec.tally its trade relat:mns w:Lth the BEC the Un:.ted States of
America and the member countr:.es of the CMEA on the one hand and mth the other '
developing regions on the other, In the case of the former, the’ reason 1s that
these countries. are very 1mportant J.n the trade relatlons of the Lat:.n Amemcan .
: countr:.es, as well as being suppllers of technology, f1nanc.1ng and technlcal
'assn.stanoe. In the case of the latter, the reason 1.8 that 1t ::.s necessary to have
a pmper concept:.on of the future potentlal for trade exchanges and for 1ncreas1ng
the mutual economic links in Wh:l.ch so much hope has been placed, part:.cularly 1n
the present c:chumstances._ | ‘
a)  The Eurcpean Comnnmlties

In trade relat:.ons between Lat1n Amer:.ca and the EBC, he character:.st:.c
feature, as already noted on other occasions, has cont:mued to be the Slugglsh .
growth of the Commumty's maﬁcet for Lat:m Amerlcan exportS. Thus, 26% of Latln
America's exports. went to the EEC :l.n 1970 but :Ln 1981 th:l.s proportlon came to
only 17.5%. : :

This phenomenon has been aggravated by the spec:Lal stmctur-e of Latln
Arremcan exports to the EEC, In recent years, barely one-elghth of these exports
has coxrespmded to manufactured goods whereas t’ne correspondlng proportlon for

Latin American exports as a whole has been approx‘tmately 25%.

At the same time, the EEC‘s share in total Lat:Ln American 1rnpor-ts has gone
down from 23,8%. in 1970 to 14,8% in 1981, but as almost 85% of the EEC's exports
to Latin Amerlca consist cf manufactures, 'I:he marked asymetry in the trade in
goods between. the two areas 1s clear. L _

- Latin America's posltlon 1s partlmlarly unfavourable as regards the EEC's
trade pol:l.cy._ This J.S because the set of measures which go to make up the overall
protectionist pol:Lc:Les of the EEC affect the region more than they affect other '
developed countries and other developmg regions. This protectlomsm is due
mainly to the priorlty g:.ven Py the Conununity to the -expansion —and even the
incorporation of ney member countr:i.es- and strengthenlng of its own Common Market.
‘It may be rvecalled, .in th:.s ‘respect, - that half the external trade of the member
countries of the Cmnnum.ty is of an mtra-—reglonal nature. ’ - /From another
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From another point of view, it should be mentioned that on account of the
Falklands conflict ‘which took place in 1982, the EEC's position with regird to
Latin’ America has acquired a political dimension of a unilateral nature.’ In view
of 1’:h"é' economic coercion measures adopted jointly by the member countries of the
Commum.ty aga.mst Argentlna, there has been a suspens:Lon of the - dlalogue between
the two regions, o ‘ '

‘The EEC maintains someé preferential trade régimes. Among them, special -
mention may be made of the preferences given by the Lom& Convention to the
countries of Africa, the Caribbean and the Pacific (the ACP countries) and the
agreements with the member éountries of the Eurcpean Free Trade Association (EFTA)
and the cmmtmes of the Mediterranean area, Thus, an extensive area of trade
preferences has been gradually built up which divides the world economy and
adversely affects the pm.nc:.ple of multilateralism in international economic
relations, ' '

" The functioning of the Community's Generalized System of Preferences (GSP)
has not succeeded 'in solving the diffialties encountered by Latin American exports
in gainiﬂg easier access to the EEC market, On the onme hand, the changes made in
the Cbmmunity's system mainly favour the relatively less developed cduntries, and
on the other, the various limitations of the GSP applied by the EEC inelude in
particular the exclusion of agricultural products and textiles. o

Furthermore, in addition to the existing limitations as regards beneficiary
products and countries, there is the special watch kept over certain products,
which pmv:.des for the suspens:.on of preferential trea'l:ment when a certain fixed
quota is exceeded, S |

As regards trade relations between Latin America and the EEC, the future
picture seems likely to be one in whicﬁ considerable diffictulties will contimie
to exist and there will be few pds"s;ibilitiés of anjr 'sigﬁifi‘cant improvement in’
the short ten_n.- In view of this, it is obvious that the Latin American countries
should drganize themselves and make proper use of their bargaining power in order
to prevent the discriminatory and protectionist tehden'cies"ment;'.med above from

continuing to spread and grow stronger in the future,

/b) United
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b) United States _
In splte of the various distortlng effects ¢aused by the world Yé céssion

31nce the beginning of the present decade, trade relations with the® United States
have continued to be important fbr Latin America. The’ United Statés is clearly
the main country in Latin Amerlca s trade’ exchanges, since approximately one-third
of the region's’ exports gp'no this market (representing about 13% of the total
imports purchased by the Unlted States) while on the other hand almost one-third
of Latin Amerlca s imports come from this country, o '

Behind thlS apparent trade balance however, there are Somé ‘important
ccnditioning factors, Firstly, Latin America registers a persistent ‘and
31gnif1cant trade’ deficit on the’ rec1proca1 merchandise frade balance.’ Secondly,
in Latin Amerlca s exports to the’ United States the share of fuels has'been rising
and is now close to '50% of the total to the prejudice of basic ‘commodities -which
have mainly been affécted by the droP in their world prices- and manufactures,
which account for rether more than 20%. In contrast, it may be noted that around
75% of the United States' exports to Latin America con51st ‘of manufactures.

The traditional asymmetry in the structure of the trade between Latin’
Amerlca and the United States has’ been getting worse in recent vears, dnd further—-
more the maintenance of the United States market's share in the région's exports ]
has been possible almost entirely because of theA;ncreased sales of fuels From
some Latin American’ countries. g B S ,' o R

For this reason, 1t w1ll be’ necessary in the coming ‘years to activate and
strengthen the negotiations carrled on by Latin America in the appropriate forums'
with a view to solv1ng the persistent difficulties in its trade relations with -
the United States and combating the accentuation of protectlonist tendencies
observed in that’ country. Priority toplcs ‘in this ‘Fespect should include the
reduction or suppre351on “of" tariff barriers (sliding ‘scales and dispersion of
customs duties) and non-tariff barriers which hinder the access of Latin' America's
exportable products to the ‘United States market- the ‘need for the Unitéd States
to participate and collahorate in “the, adoptlon of a set of measures o ‘stabilize
international commodlty prices; and the expansion and more: -Flékibie application
of the United States' Generalized System of PreferencesiYGS?),‘espec1ally in view
of the imminent expiry (in 1985) of the present system,

: /Among the
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" Among the existing instruments: for hindering the entry of some imported .
products, especially manufactures, imto the:United States market, special: mention
may be made of the 1979 Trade Act which gave the President of that country
discretion to make use of the so-called safeguard clause or to impose counter-
vailing‘duties to deal with the possible presence of export subsidies, depending
on whether the respective exporting countries had signed or not the agreement on
subsidies adopted at the Tokyo Round held within GATT. It should be noted that
although the adoption of this Act did help to make the non-tariff protection -
instruments more uniform and give them greater clarity, it did practically nothing
to restrict their use and it consolidated a procedure which has had negative
repercussions for thé countries of Latin America. S

As regards the Generalized System of Preferences, it is. egsentzal that thls

should be renewed promptly and made permanent, and that it sthéglﬁgntgnue to be
generalized, non-reciproéal and’ non-dlscrnmlnatory,-asnorlglnagiybcancg;yéd.iLI
thié'respect, the cowntries of Latin América have put. forward various- important
pvopoEals for improving the functioning of the’United States. GSP;: ‘Among these,
speclal mentlon may be made of those regarding the elimination:of the principle
of slldlng scales of dutick; -thé need for the expansion of the range of: products
covered; the tieed for greater flexibility in the procedures nhecessary for. the .
inclusion of pféducts considéred to be of interest for the region; the extension .
of the éonceptrbf "accumulative origin" to cover all systems of economic
integration among developing countries, and the elimination of the "competitive
need” clause or, at least, the modificatior of the limiting criterion of 50% and
a Subétantial.increase in the value of the minimum value clause,

A récenf event of considerable importance in the economic and trade policy
of the United States vis-i-vis Latin America was the . approval by Congress of a
prograhme known as the Caribbean Basin Initiative. This Programme shows the
United States' political concern over the situation in Central America and the
Caribbean, The Initiative pursues three main lines of action: increasing trade
through the reduction of tariff barriers,.eccnomic assistance, and investment
incentives.

A central element in the Initiative is the provision of free access, free
from tariff duties for a period of 12 years, for the products exported by the
subregion to the United States. Nevertheless, the effectiveness of this measure-
may be reduced by, inter alia, the exclusion of some countries and products

/(such
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(such &g textilesmnd leather goods) from the -benefits,.;envisa_ged__‘in the project,
as well as ‘the:limitatiom on its period of operation. |

Furthermore, the fact.that it is left to the discretion of 'l:he country
granting these advantages to decide whether or mot countries are eligible for- ‘
benefits under these measures, depending on .the.line followed by their policies,,_“
introduces the possibility of discrimination against countries for non-trade
reasons, ' , o -

As repards allocaticns for emergency economic ,gssistance, the si;m of
USS-350 ‘million was approved for the first year. Finally, in order to pmmgfe
United States investments in the Caribbean, tax mduciie:ss;. will be granted to
United States investors in proportion. to the amount tyey}.;y;{gst‘_:in this sﬁbﬁgipn‘.‘
c)‘-*—‘"ﬁf The: European member countries of the Council for. Mﬂuﬁtuei;Eacg;bmic o R

" Assietahee. (GMEA):11/ - L - - o

S Insyécent yeavs,:trade between the Eastern European member count:'ies of o
CMEA' and the' LatinrAmerican countries has shown some positive features. Among the-
most ‘important of thzse, mention may be made of the behaviour of 1mpor1:s by the N
Eurcpean CMEA cduntries from Latin American, countries,, the total‘ value of wh:.ch )
increased substantially over the period 1980-1982, reac.hn.ng an annual .average of
approximately US$ 4 billioni - As regards CMEA exports .ro Latin America, no smllan
progress was régistered, and because of their. slow growth (except in the case of ’
exports to Cuba)vtheir average level in 1980-1982 was..only around US$ 800 million

per year, O E . Do T : ‘

" A global appraisal of recent trends in 'trade between the Eastemn European
member countries of CMEA and Latin America (excluding trade with. Cuba) reveal.s _
the following main features: a) the sharp imbalance between exports and imports
has persisted (and recently-become more. proncunced) -a matter of undoubted
importance ‘in-'view of.the fact that the trade,z‘policy":ob}iﬁecfives of the_;‘_)azjties
carrying out this trade'include the aehievemen'g;:of..reasonably--b.a.:la;}cec:li rglufual
trade exchanges; b) the marked cencentration of trade in_a; few. L.et:it,}_Ame:fi,ca_n _
comtries (mainly Argentina and Brazil, and to a much smaller extent _Colbmhia.
and Peru) has been maintained and lately been Intemsified, while the trade with
the other countries is characterized-by smali, total amounts and great irlls'tability;
¢) when it is'Borne in mind that in recent years a substantial prcporfioe of the
increase in imports by the Eurcpean CMEA.countvies from Latin -America has corres-
ponded to purchases of cereals. (and, toa. lesser exten‘t:, heef)- :Ln Argentlna, and

/that the
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that the level of ‘these transactions is determined partly by the results of
domestic production in the importing countries {(mainly the Soviet Union) and by .
the state of relations between that country and the United States, there seem to
be grounds for thinking that this recent expansion in trade lacks a sufficiently.
solid basis and depends rather, to a considerable- extent, on circumstantial - -
factors which may. or may not be repeated in the future, -and d) finally, although it
is true that progress has been made ‘in the field of exports of Latin American
manufactures to the Eastern Eurcpean- member countries of CMEA, their relative
importance is still very small, they correspond almost entirely to the exports of
only two countries (Argentina and Brazil), and their composition is inadequately
diversified, since they consist mainly of products of traditional industries.

from a broader point of view, it may be noted that the evolution of trade
exchanges between the Eurcpean CMEA member countries and Latin America has been.
accompanied by evolutian in the instruments and institutional machinery established
between the countries of the two areas, especially as regards the negotiation of
an extensive and:varied system of tfade agreements,’ payments agreements, lines of
credit, and broader economic co-operation agreeménts.designed to support the develop-
ment process of the participating countries. In most cases, under the terms of the
trade agreements and economic co-operation accords which have been signed, joint
government commissions are set wp which serve asychannels of information and
mechanisms for negotiation on specific aspects of the mutual relations. - Although
sufficient  information and the necessary experience are not yet available for
appraising the contribution made by these agreements :to the economic development
of the signatory countries, it .would appear that in a number of specific cases
(including those of electrical equipment, fishing, hospital equipment and education
and training) they have .given satisfactory results which make these a promising
form of co-operation.

d) - . Co-operdtich among developing countries

During the 1970s, the true potential o¢f-economic links between -the developing
- countries was made clear. Thus, reciprocal trade grew rapidly.frem US$ 11 billion
in 1970-to USS$ 50 billion in 1975 and over US$ 143 billion in 1981, Total Third
World exports increased their share from 20% in 1970 to 26% in 1981, At the
same time, the relative importance of the market of the developing countries
themselves is even greater in the case of their exports of manufactures, above all
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as a consequence  of what dis: happening: in the wvarious intra-regional -integration .
schemes whose . trade ig included within the sbove overall figures. -

. As regards trade between Latin America. and the rest of the countries. of the
South, it may be noted that in 1970 lLatin American exports -to the rest of the
other developing countries did not exdeed 2% of the total exports of the region,
Partly because of its incipient nature, this trade has gene through a period of -
rapid expansion’; 80 that in 1981 it accounted for 6% of the total exports of .the
region, corresponding to a total -of US$ 7 billion...;The share of manufactures. in
the total, although it has. been growing in recent years, was still slightly amder
22% in-1981, . . ..o C

On the other hand, trade hetween Latin America and the .rest of the developmg
world generated & deficit for the region. In 1981, this negative balance came to
some US$ 9 billion, equivalent to 72% of the region's imports of fuels, which is
the main category of products mesponsible for the deficit. There was also a .
deficit of US$ 1 160 million on the trade in manufactures, while Latin American. -
imports came to USS 2 600 milliop. - Only in. the category of foodstuffs and = . -
agricultural raw materials does Latin America show a substantial surplus, amounting
in 1981 to US$ 2.7 billion. .

"'All this seems to indicate that trade between Latin America and the other
developing- countries has . considerable possibilities for growth in. the future.

This;: impression is strengthened by the figot that,.compared with the total imports
of the develqgping countries (excluding the Latin Americanones), Latin- America's
exports to-these,gountries continue to represent very. low, albeit rising, percentages:
in 1981, for example, they did not even amount.to.2%, In Q?E$??.§ﬁ1:.th& Latin American
market has a relatively.greater importance.for the exports.ef the other developing
countries (of which it-acoounts for around 4%), ‘mainly because of the big-imports
of fuels which the region makes from non-Latin American countr-iés of the South,

It must be acknowledged that there are 1mportaut factors which mfavourably
influence the possibilitdes of expandlng tr-ade between Latln Amerlca :—.tnd 'the rest
of the Third World.  Thege include problems of ._:L1.n'_11ted exportable supply; problems
of -fihancing, transport @nd communications; the sbsence of tariff and non-tariff
preferences; the weakness of the South-South trade links.in comparison with the
strength of those between the countries of .the South and the industrialized centres;
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and the shortage of réliéble and timely informafion. It will be necessary to
eliminate these drawbacks progressively in order to expand and strengthen inter-
regional trade. ' '

It is only natural that in economic co~operation amofig developing countries
there should be an important trade component, Thus, trade co~cperation has always
been present in the efforts made by the countries of the South to intensify their
links and joint action. As far back as the first Conference on Co~operation Among
Developing Countries, held in 1976 in Mexico City, emphasis was placed on the need
to carry out studies on this matter and especially on what has come to be termed
the Glcbal System of Trade Preferences. At subsequent international meetings on
these matters -the United Nations Conference on Technical Co-operation among
Developing Countries (Buenos Aires, 1978); the Fourth and Fifth Ministerial
Meetings of the Group of 77 (Arusha, 1979 and Buenos Aires, 1983, respectively) and
the High-level Conference held in Caracas in 1981- these matters have been analysed
in increasing detail and general principles, standards and spe¢ific procedures for
the implementation of the various areas of economic co-operation have been -
established, '

There are many areas of possible co-cpération ameng the countries of the
Third World, and all of them offer possibilities; Such co-dperation must be seen
as a process which requires time, however, If Latin América has had to make
intensive efforts for a number of decades to streng'theh the processes of
co~operation and integration, it cannot be.expected to achieve this goal at the
interregional level without going through the inevitable and necessary pricr stages.
Nevertheless, the rate of progress must be speeded up and greater ‘dYnamism'r-n'u'st
be imparted to the process, above all-at this time of uncertainty and slack activity

on Latin America's traditional markets.
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IV LATIN AMERICAN DEVELOPMENT PROSPECTS AND THE
© “+ I NEED FOR NEW POLICIES

The economic and social evolution of the Latin American countries during 1983"g‘:.1ves
rise to deep concern, since the negative signs of 1982 have heen further
accentuated, For many countries, the pressing need to renggotiate the external .
'debt while rejecting solutions which involved declaring a moratorium meant -'t}aaf;'
~they had to- resign themselves.to complying -evenmore rigorously with the so-called
adjustment policies. . The most seriously affected:countries managed to achievg_ or
increase trade surpluses, and in some cases. they, surpassed the targets previously
set, -Despite all the: efforts and sacrifices made in an attempt to increas‘e ftheir
surpluses, however, the drop in the value of .exports in both 1982 and 1983 for'ced
a number of countries 'to reduce their imports in. order to attain ‘the, goal they had
set themselvesy .This was accompanied, inter alia, by policies .of. a restr;ctwe
nature which generated declines in production, higher unemployment, a fu:other ‘_ 
deterioration in installed capacity, discouragement.in business circles, reduced

investment and the resurgence of inflation.

~ i - LT ‘_.

ot J\.V

The fundamental aim of these adjustment policies was to try to solve the :
problem of the countries™ inability to service-their.external debt, . The agreements
signed with the Intermational Monetary Fund and ti}ect.r_!ansngtiqx}alpriyafe banking
system made it possible to renew expired credits, subjeqt.to a PI‘OTﬂiSE“t.t.D makeA
every effort to:pay at least part of the interest. due,. .In the present c:.rcum-, p
stances, the ability.to pay interest.depends ﬁessent:.ally on ach:.eva_ng a. 'I:rade |
surplus or gaining access to new cpe_dzg_:‘ts:‘_ifgprp‘Aﬁme'____&gj:erngtlona;t public b_ank:mg
system, . In actual fact, the 1983 n-gde.,gu;p}us_iggme- to over t_JS$_ 20 bil;ié_h, .

' representing 67% of the total payments of.prefits and interest to the extei;ior,
while external indebtedness increased yet again, rising to USS 305 billion,

The assumptions on which these measures were based were that the dcmesfic
effects deriving from the mneed to genmerate trade surpluses would diminish or
disappear with time. It was considered that the recovery of growth in the
developed countries sliould bring with it an increase in export volumes and an
improvement in the terms of trade, together with a reduction in real interest
rates, Furthermmore, the devaluations and other economic policy measures taken
would alter price relations, favouring both an increase in exports and a reduction
or substitution of imports, thus counteracting the recessive effects of the

adjustment policies.
/Despite the
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... Despite the reécovery being shown by the United States economy, up to the emd
of 1983 there were no signs. of -the hoped-for results as regards :the ‘economic
reactivation of .other industrial -countries or any increase in Latin American
exports or in most commodity prices. .In practice, protectionism continues to
represent a growing obstacle to export sales, the terms of trade contime to go .
down, and real interest rates have risen once again,. The only element -tending to
offset to some:eéxtent the negative effects of ‘the adjusiment policies is the
capacity being shown by some countries to operate with a much lower level of
imports, without causing their product to'contract as much as had been expected.,
In these circumstancesy it is essential.to review the prospects for the external
economic relations of the Latin American countries in the light of the evolution
of the industrial economies, world trade and extemal financing. . , :

There can be no doubt that the prospects of the comntries of the region will
be influenced by the way these external factors develap, . At the same time, it
amust be understood that such recovery as may take place in the industrial countries
may well fail to bring with it a spontaneous and immediate .reactivation of the
Latin American countries to the level and on the terms which existed in the past,

. The effects and repercussions which.the reactivation of thie world economy may
have on: the Latin American countries must be examined spécifically in relation to .
the conditions and problems, both internal and external, which have been growing
up and which are different in.both magrnitude and nature from the basic conditions
of the past decade, ‘Among the aspects which will tend to limit or condition the
effects of the reactivation of the.world'économy, special mention should be made
of the following: the changes .which liave .takeén place in the intermaticnal money
and financial markets; the high level of indebtedness of many Latin American
countries; the protectionism being practiced:in the industrial cowntries, and the
technological changes which are being incorpérated in those countries' production
processes, ' ' &

- The international financial market has undergone substantial changes. .The
big surplus resources generated by petroleum in the countries exporting that
commodity and subsequently recycled, largely through the international private -
banking system, through loans to the developing countries in general and Latin-
America in particular have disappeared, In addition, it is necessary to bear in
mind the Qaribus kinds of repercussions caused to the Latin American countries by

/their high
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their high level of indebtedness and burdensome financial servicing commitments,
All this will 1imit access to or availability of external financing..

If the present real price of petrcleum is maintained, there is nothing to
indicate that the balance-of-payments surpluses of the OPEC countries will be
repeated., This fact is particularly noticeable in Latin America, where.the net
oil exporters have an appreciablé external debt. For this reason, there are no
grounds for expecting that the transnational banks will be as permissive as they .
were in the 1970s, . L o . R

Although. the financial and monetary policy of the United States succeeded
in reducing the.rate of inflation, at the same time it caused a substantial rise,
first.in nominal and then in real interest rates, Moreover, the fiscal deficits
of the Federal Government represent a permanent incentive for keeping those rates
high, | |

In this respect, most forecasts point to the maintenance or increase -of
the ratio between the fiscal deficit and the produgt rather than a reduction in it.
In view of this fiscal situation and the probable maintenance of restrictive
monetary policies, the most likely result is that there will be no significant : -
reduction. in real interest'rates. Furthermore, in the case of the Latin American
countries this situation is aggravated by the surcharges included for various
reasons in the renegotiation processes. , . . )

At present, there is a more pronounced relative scarcity of external
financing and real interest rates have risen, so that the conditions are very
different from those prevailing in the 1970s, and it could therefore be said
that the share of new external financing is likely to be significantly less than .
in that decade. ‘ o

The heavy servicing charges payable in vrespect of the region's present
external indebtedness largely compromise in advance the new extemal resources
which could be derived from the recovery of the centres, As will be shown in
greater detail below, a considerable portion of the bigger resources which might
be cbtained from an increase in export values. would not be reflegted in similar
increases in imports, since it will have to be used to pay these servicing

charges.
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It might be supposed that a recovery in the growth rates of the developed
countries should be accompanied by an expansion of world trade. This assertion
calls for some. qualifications today, however, As 1cxng as interest rates remain
high, there is a positive inflow on the Unlted States capltal account, and .
protectionism is gmw:.ng, the recovery which has begun in the United States does
not seem likely to transmit to the developlng cauntries the dynamic 1mpu;l.se Whld‘l‘
was so earmestly hoped for, .. Furthermore, the trade imbalanoes between developed
comtries due to the differences in productlv:l.ty and the pise in the relat:l.ve
value of the dollar vis-a-vis the other currencies are not 11kely to favour an
increase in trade, especially when there is serious unemployment in those countmes.
For this reason, everything seems to 1nd:|.cete that proteotlon;.s.m will not disappear
easily, and indeed, there are many who fear that it ﬁill keep on increasing.

- The technological changes now underway threaten to increase the developed
countries' comparative advantages in the manufacture of the goods of fastest-growmg
world production and consumption, and, what is even more serious, they threaten to
reduce the advantages now enjoyed by the developing countries in certain branches
of manufacturing. ' | | .

Consequently,. special account must be taken of these factors when appra_lsmg
the effects of a recovery in the OECD countries on Latin Amemca.;‘__, ‘

In these circumstances, it is considered useful to explore and 1llustrate
the nature and scope -of the principal problems faced by the Latin Amemoan countries.
building up a picture of the possible evolution of the economies of the region in
the context of the probable policy developments and events in the extemal context
just described, This picture, of course, censtitutes ne:.ther a forecast of future _
events nor a set of proposals on the institutional and structural changes and |
modifications called for at the national and world levels to promote an authent:.c
development process. . , o

The evolution of expor'ts, their purchasmg power and interest rates has
been estimated on the basis.of considerations xegard:.ng the eoonomlc dynamism of
the OECD countries. - _ , . . ,

A moderate recovery in the growth rates of the OECD countries in the remaining
years of the decade (3,5% per year) has been assumed It should be borne in mind,
however, that in most of the studies carried out by intetnational agencios the
recover'y of this group of countries has been linked with the future behaviour of
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real mterest rates. So far, real :mterest rates cont:.nue to be hlgh and are
moreover acccmpan:.ed by decllnlng rates of pmfltablllty. -

It has been assumed that, for th:Ls r-ate of growth of the product of the
OECD oountrles, _'the volume of Lat:m Amerlcan exports would increase by a little
over 3% per year, while at the same t:.me there would be an :merovement in the '
terms of trade :|.n eontrast w1th what happened 1n 1983 when the growth in volume o
was offset by a d:rop in wit prioes. It should be remembered that in 1982 fuels |
represented 23e of total exports at 1975 prloes, and the growth rate assumed’ for
them :Ls less 1:han that for the lremalnlng products wh:.ch would be over 3.796 per
year. At the sane tlme, :|.t has been assumed ‘that the terms of trade would not
1mprove equal_'l.y for all oountr:.ee smce the :|.nfluence exerted by the evolutlon
of oil pr:.ces would favour scme, pre]udlce others and be of :I_'Lttle mportance for
a few of them.,, The study :Ls based on the effect of an 1mprovement in real export
pr:n.ces (exclud.lng fuels) of around 3% per year for the Latin Amer:l.can countr:.es.

The real 1nterest rate to be pa;l.d to the transnatlonal pr:.vate bank:n.ng
system would coeme to around 696 per year.l?l Thig would represent an :|.mprovement
over the smtuatlon in 1982 when it was estimated that that rate averaged over 10%.
The real :mterest rate belng pald is’ not md‘ependent of the renegot:.at:.on '
condlt:l.onso' The rat:l.o between debt semolng and the value of exports was' already'
descrlbed, w:Lth the renewal of the short term debt be:l.ng ‘taken into account in
that case. It 1s est:.mated that in 1982 tb:.s ratlo represented 127% of total
exports 13/ Untll a substantlal proport:.on of the debt -espec:n.ally the short-term -
debt- 1s reprogrammed for the medn.um term, the renegotlatlons w1ll have to be
repeated at short J.ntervals and 1t 1s hard to see how the real 1nterest rate, S
:mclud:.ng all the surcharges wh:.ch are bes.ng :unposed can be apprec:tably belon-r
the flgure g:l.ven in this study.

No s:.gnlf:.cant 1ncrease in direct fore:.gn inves'tment has been assumed for
the reglon as a whole 1n the rest of the decade, in sp:Lte of the 1mportance wh:.ch
such investment may be expected fo assume in some oountries. ' ‘ '
.. In the trade and f:.nanclal c:.rcwnstances assumed, in which a certain level’
and pureh331ng power of exports and a eerta:.n level of 1nterest ratés have been
establlshed the 1eve1 of J.mports must be compat:l.ble w:.th the extemal f:Lnanc:Lng
which it is bel:.eved poss:.ble to procure bearlng :Ln mlnd the evolutlon of the

' , E
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At the same time, however, recovery of the economic growth rate involves
bigger import needs. When both these aspects dre taken into account; the ratio
of imports to the product resulting from the projectiéns made~is much lower tham
that prevailing in the period of moderate recovery of economic growth (1976-1978),”"
which was s:l.mllar, in the case of the countries of large economic size and o
population, to that’ correspcndlng to the 1960s. It may be recalled that at that
time the levels were the lowest since thé war, ‘

The external financing néeded is such that the ratio between the debt
servicing and the value of exports is slightly lower than the present levels,

Different economic growth options were examined in this context. ‘They
inciude a hypothésis which, as well as';"being consistent with the assumptions made,
provides a godd illustration of the depth of the crisis facing the region. According
to this hypothesis, the region as a whole will recover in 1990 the level ‘of per
capita product which it had in 1980 -an- attalnmen't which assumes an overall average
economic growth rate of around 4% per year for the per:l.od 1984~1930,

‘The main conclus:.ors wh:l.ch can be dpawn from “the analysis of this scenario
are as follows: R '

a) The low level of economic dynamism in ‘this scenario brings with it a
considerablé aggravation of the problem of unemployment and underemployment, ' Thus;
even if the growth rate of the product per person employed in the period 1960-1990
was as lz.t-tle 'as 2% per 'year (which is below thé-historical average of 3,23
registered in “the last three decades), it would only be possible’ “to " sbsorb 0,3%
per year 'of the’ growth in the labour force (estimated conservatlvely at 2.8% per
vear)., In these circumstances, about 90% of the labour force incorporated in the
19805 would be without work in 1990, Even if transfers tock place between the old
and new labour force as vegards the occupation of jobs, there can be no doubt that
an app'rvebiebie’ percentage of the ydung peoi:\le reaching active age in this decade
would not bé able to find work, This means that, by 1990, there would be a@bout
35 million more unemployed tham in 1980, '

b) During the whole of the remainder of the present decade it is likely ‘that =
one of the main principles of international co-operation will be contravened, simnce
the physicdl balance between exports ad imports will Be fawuring the developed
countries, so that the region will be transferring real rescurées to them in an
amount likely to exceed US$ 65 billion at 1975 prices.

/e) The
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c) The variation assumead in-the beh_aviour-.aﬁ_-—impoéts“calls - for-the intro-
duction of important changes in.the:policies.applied before the present-economic -~
adjustment,.and, the pealization;of.these changes will prove to be diffimilt in
many countries,  Thus, a calculation made for the period.1983-1985 shows that the:
reduction in.imports involved in this -change cames to around US$ 40 billiem- at
1975 prices, ., In those countries where growth in the period 1974-1980 was propelled-
by industrialization, it will be easier to substitute imports, and indeed this .-
has already begun to take place in some: cases, such as that of Brazil, In
countries:which applied liberal poligies: and where:industrial growth was very
small, on the other hand, the task wiill be more diffieult, Moreover, in these
countries the import policy provided much of the support for anti-inflationary and
wage policies,’ Consequently,:.this solution, which is based on balance-of-payments-.
considerations, calls for very-important changes in economic policies,. K

d) The maintenance of a level of .debt servicing which represents such hlgh
percentages of the value of exports and which involves maturity dates that follcvw._-
each other and are renewed in periods:of.lgessthan.one year will cblige countries
to engage in a continuous renegotiation exercise which will undoubtedly affect the
degree of independence with which they can handle their-domestic poliecies.  In
spite of the reduction moted earlier,.debt servicing in.the period 1984.1990 is -
likely to remain close to 100% of..the wvalue of exwports. . . , '

e) A continual increase in external indebtednmess is bound to be registered . :
during the rest of the decade .as a result of these high levels-of servicing costs,. :
in spite of the trade surplus. .Thus; in 1990 -the region's external debt will ...
amount to USS 451 billion: more than double that of 1880, :

If we: now look at the scenario as a whole, we see that it eompletely fails -
to satisfy the essential objectives of the development process,. .

- In the economic and soecial fields, the problems of unemployment will become
increasingly acute,: to such @.point that they will almost-certainly.csuse a:
recrudescence of the violence already being observed in mapy countries of the
region, As repards the satisfaction of the mogt urgent needs of many social -
groups which were already 'living in a situation of extreme poverty at the -
beginning of:the 19808, no solution whatever is to be .glimpsed, -As the per capita.
product will remain -unchanged, :there will be no progress.-in this respect in the .
o Bn fe [1980s,, Worse
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1980s, " Worse still, so far everything indicates that income distribution has got
worse, - thus making the situation of the poorest groups even more seriocus, . = ¢

. In the production field, the decline in investment, the dismantling of-
installed capacity and the discouragement rife in business circles giwve grounds'-for
fearing that the production potent:.al likely to be achieved in 1990 will be:less™::
than that existing in 1980, ' : R

In the field of external relations, it is likely that the degree of indepen-
dence in the taking of national decisions will:have been reduced and the: region
will be relatively more imdebted. : : :

= The projection of the present policies contained in the scenaric:just:: . ::
analysed.shows' that the intense sacrifice now being made by the region .will not i.*
solve the.main developmént problems it:is. facing, It is obviously nécessary to
seek a different solutiony since in the present external-trade and- finance
conditions it is impessible to sérvice the debt in life with the maturities and
interest rates .laid down in thie agreements signed with:the dewveloped countries and
the transnational banking systems ' ’

7¥ . :New conditions could be created which would providé .support for. scénarios™ :
different from that analysed, if substamtial changés topk place in the conditioms -
prevailing in the developed countries as a.result of agreeiments between the Latin .
American and developed countries designed to take account of -the central problems -
of their éxternal relations. or merely to.recognizé the downright impossibility,
from;the econemic, social .and political point of wiew,; that the’ countries of the
region.:can: kéep on respecting the present conditions. - moign. NN S

The changé :in external conditions which would takeplace inilihe-with the -
possibilities referred:to  dbové:wéuld make possible anothér scenaric characterized
by fundamental'changes. in policies: énd results as ccmpared withthe présent . -
situation and prospects. - o LT e T

As -there are substantial differences -between the Latin American countries, .
the elements.which could be taken into acecunt in:.formulating national policies
will be mentioned and analysed here, = : 1: - '

..The most important changes concerm ‘economic growth rates, the selective
rehabilitation of: sectors of production, structural -and institutional changes at
the intemal lewvel -to promote suitable equity in the social distribution of the
fruits of economic growth, the role of regional.co-dpération-and changes in the

external tradeand financial situation.
/The recovery
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. The recovery of economic growth rates, the selective rehabilitation of
sectors of production and the improvement,of the employment situation require,
as a necessary prior condition, an increase' in the level of imports compared with
that contemplated in the previous scenario, This increase could be achieved in
two wayss :

a) Through changes in external trade conditions,

b) Through changes in extemal financial conditions, -

_The solution based.on an-‘ewansion. of external trade depends fundamentally
on the dynamism of the economies of the developed countries and the external trade
policies they decide to apply. It has been éstimated that a’6.8% increase in the
volume .of exports, accompanied -by-#n ‘improvement in the teims of trade which put
them at a level similar to that existing in the region in 1875, would make it -
possible to achieve the level of imports needed to make the 1990 per capita gross
domestic product 21% higher than that of 1980, ' This result, which assumes .an® . -
annual increase of only 2% in.the per capita product between 1980 and 1990, would:.
call for overail growth of the gross domestic product.by 6.6% per year from 1983
onwards. Despite the magnitude of this growth rate, the achievements would still
be modest in relative terms, as. is clear if we consider that the per capita gross
domestic product achieved:In 1090 would represent only 77% of the target laid -
dovm in:the’Regional Programme -of Action, - N : ‘ '

It wds already noted that without a substinatial. ch'ange :in the policies
applied by the developed economies to permit either higher ecotidinic growth or a.
reduction in protecticonism it would be difficult to improve .on.the projections
for exports.and the:terms .of. trade contained in the previous scenario, -

If the solution to the problem is sought principally through the financial
field, then the present debt should be changed into along-termone.with very low
real interest rates and substantial periods of grace for senvicing payments, An
exercige has been prepared.in this respect which illustfates the importance of
these financial measures. Thus, it has been estimated that in order to attain
by 1990 the lewel of gross domestic product already noted, with the same extermal
debt as in the previous.case, but with real interest rates reduced to an - average
of 1.5% and private indebtddness renegotiated for a term of 10 years with a period
of grace of 5 years, it would be necessary for the volume of exports to grow by
5.6% per year, In these conditions, the debt servicing would represent an average’

/of only
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of only 30% of the export income, Nevertheless, we should not lose sight of the
fact that once the period of grace was over the debt servicing would show - 7
significent increases unléss 'Corrective measures of a more ‘permanent ‘nature '
were agreed upon, Another solutidii which has been suggested is that ‘the
transnational private banking system, with the co-gperation of the governments
of the developed countries, should’ agree to absorh some loss of cap:.tal to cover
part of the debt. - o s ‘ ot T

It maly bé noted that bothi*‘these solutions have been applied ifiternally in
some ‘Latin American Gounthbies wlbre the govermnent has assumed an'‘active role
in‘vitl of the serioustiess of ‘the 'pmblerr:s affecting “the pmvate sectohy

KFormuYd which seems practical for ‘implementing ‘the kind of finakeial “#v
solutions ‘considered here would comsist of ‘the issue of long-teérm State-guarditeed
bonds with suitsble grace periods and low interest rates which'would replace a
significant part of the present debt, The period of giade would be of fundamental
importance , ‘since it would give an opportunity for the fucl-héralded recovery of
growth rates in the centres to fake'i'p'lac':e.‘ “This solutidn would bBe still more viable
if, in add:.tmn, ‘the govemments of the developed countmes ‘Underiiroté “the
issue of these bonds in saie way. 0 r e alnw e e

Whatever the solution &dopted, it must not be forgotten tHat it is essential’
to establish new foims of inSertion into the internatisnal ‘community, find new
forms of - reglonal co=operation, and make domestic economié-and sozisl changes. ™
The new ‘forms of 1ntemat10nal insertion should correct the well=<kKnoésm problems of
:Lmbalance in international trade ‘and Finances. - Correction of the trade 1mbalances
calls for the es‘tabllshment of greater ‘equilibrium betwéen production and
domestic expend:..ture. “'Thus, to the extent that consumption and J.nvestment

AT

expendi ture"contains a higher proportion of manufacturés or modern services, thén
production should place move emphiasis on'these limes, It is not a question of
proposing an autarkic model, but merely of promoting a trade structure different
from tﬁat which resulted from the policies applied in the 1970s. This strategy
will nafurally need a reasonable- length of time before it can be'expected to give.
resul'us sunce at the beg:mm.ng amund 80% of “the exports ‘will be made up of basic¢

o,

Jcommodities and-



commodities and fuels. In proportion as the changes in domestic productlon begin
to give rise to a structure which permlts a greater balance between exports and
imports, external trade Wlll be able to play a more important role in overall
demand and supply in the econonues. For thlS purpose, it will be necessary to
stlmulate the productlon of exportable manufactures and defend the productlon of
those goods Whlch managed in the 1970s to win markets that must now be retalned

In the 19803, the 1nternat10nal f1nanc1al market has glven a reveallng
lesson regardlng the absolute 1mbalance which EXlStS between deczslon-taklng power
and the dlstrlbutlon of the cost of the policies adopted. The costs whlch United
States economlc pollcy has entailed for Latin Amerlca through the rlse 1n real
interest rates angd the fact that little or no consideration has been glven to
the consequences of these addltlonal costs clearly illustrate this aspect. Further—
more, everythlng seems to 1nd1cate that the lnternatlonal banking system will not
be as perm1531ve as it was in the 19705 and in any case the reglon is also not 1n 4
a p081t10n to lncrease 1ts real lndehtedness 31gn1f1cantly. ‘

In order for external relations to be 31m11ar to those postulated for the |
scenario in questlon, it would be necessary to make a number of changes 1n
domestlc and reglonal pollc1es the most 1mportant of which are set forth below.

Flrst of all, 1t 1s essent1a1 to reactlvate and restructure the domestlc
market, not only on account of the ecconomic conslderatlons set forth below, but
also for ethlcal reasons. It is totally unacceptable that the burden of the )
crisis should contlnue to fall on the lowest income groups. The goal of equ1ty
should become a prlorlty ob]ectlve of the new deve lopment strategles. In the
reactlvatlon of domestlc demand account must be taken above all of the groups
whlch were already 1n 2 situation of extreme poverty before the crisis and whose
51tuatlon has s1nce got even worse, To this end it is necessary to stlmulate
the branches of productlon whlch form the backbone of employment and mass
consumptlon many branches of the agrlcultural sector are spec1f1c examples in
this respect. Because of the need to guarantee, 1n the short term, both supplles
of agrlcultural or1g1n and the productive absorptlon of a hlgh proportlon of the
rural labour force, it is advisable to give priority to the recovery of this

sector.

/At the
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At the same time, the physical and industrial infrastructure must be
preserved: the creative-effort and accumulation of resources. made in the past
form a national patrimony which must not be'sacrificed. in pursuit of conjunctural
macroeconomic objectives.

..+ In the efforts to bring about.a recovery in-investment, close attention
should be paid to.the elements involved in the policy of containing imports,
which it is éssential to:put into practice as soon as possible and which is
already being applied with extreme:severity:in some countries in 1983. There will
be renewed opportunities for development for sectors whose growth rate had been
slackening even before the crisis.  The manufacturing sector calls for special
attention in this respect. In order for this sector to expand, the State must.:.
intervene to create ‘the physical, institutional and financial infrastructure
needed to give both public and private business circles the time horizon which-
their activities. require. B

It is also well known, in this connection, that in previous pericds when
a process of import.substitution:was being -carried on in the region, side by
side with the successes achieved as regards changes in the areas of production
and technology, problems of scale, efficiency and faulty linkages were -encountered
which should now be avoided. Policies as regards the distribution of income and
consumption, medium and long-term planning, and regional co-cperation and
integration could play leading roles in this respect.

The policies on the distribution of income and consumption would make it
possible to build uwp industry on the basis of a more homogeneous economic and
social demand structure, which would bring with it great benefits, quite apart
from the intrinsic cbjectives of this kind of measure.

Medium and long-term planning would make it possible to take advantage of
the valuable experience accumulated in the region as regards changes in the areas
of production and social affairs. The serious consequences suffered by many
countries through lack of foresight {(and even through the adoption of unsuitable

measures) should serve to reassert the value of planning processes. The experience

Jof most
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of most of the-developed countries confirms the need for the State to be guided in
its short<term-actions by a long-térm soclal end economic project which gives - ..
continuity:.énd guidance to the accumulation efforts called for by all development:
processes. |

Regional ico-operation amd: economic.integration should play .an. important role,
since they will givé greaterispacé.and efficiency to’ the precesses.- The
restriction of imports-dnd-the need- to generate.trade surpluses referred to earlier.
mainly concern trade with 'countries-outgide the region...There is no reason, how-:::
ever, why the expansion'.of regional:trade should netbe effected while still - . -
maintaining suitable relations between the share of.trade and of the product.
Naturally, this process should be based on:a broad-system of measures which . . -
distribute the benefits .of integration in an equitable.manner,-and it should .
involve in particular the establishment of basic.cénditions :which safeguard and:i.:
favour the interests of the relatively less developed countries. On the:other rl:.iz
hand, in making use ‘of ithe new regional space caréful. consideration should:be
given to the“tole that should be played by.tlie. ‘transnational:gorperations, since::: .
if proper attention is not paid te this aspect-it:-would mean cpening up to them ¢
a market in which they:wonld not have any adequate,counterweight...; .
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"'y, LATIN AMERICA® AND INTERNATTONAL CO-OPERATION

R . T B PR T Kk A R £

N e Back rbund

Since the adoptlon by the General Assembly on 1 May 1974 of the Declaratlon and
_Programme of Actlon on the Establlshment of a New Internatlonal Economlc Order,
almost ten years of debates, consultatlons and negotlatlons among the developed
and developlng countries in a multltude of forums both inside and out51de the_
United Nations system have gone by, in whlch it has been sought to apply the
essentlal elements of the new order. . C | a ) T

7 In v1ew of the llmltatlons of the ex1st1ng system of relatlons, the

shortcomlngs in the established structures, and the 1nappropr1ateness of the
prevalllng machlnery to thelr presslng needs, the developlng countries put forward
durlng this perlod a series of demands and SpElelC proposals for negotlatlon,

which constituted the central tOplCS of the sc-called North-South dialogue.
These demands had two fundamental objectlves for these countrles 7

a} to put forward the need to make structural changes in the system of
1nternatlonal economlc relatlons 1n order that these should not be concelved of
only as mechanisms for "aid" and other measures destlned ekelu31vely for the
transfer of certaln flnanclal _resources from ‘the North to the South, and ,

b) to gain greater control over the _process of the adoptlon of dec151ons
regardlng all 1nternatlonal affalrs affectlng development and ‘to achleve greater
participation in the systems determlnlng the course of events and affectlng the
developlng countrles' destlny. , T

Although the developed countries voted in favour of the resolutlon, motivated
particularly by their des1re to. reach agreement gn the orderlng of energy resource
markets after the prlce ad]ustments of the mld—1970s, throughout the process of
negctlatlon there prevalled among them an attltude of skept1c1sm regardlng the '
competence of and poss1b111t1es of economic dlalogue Wlth the Third World in
United Natlons forums, as opposed to negotlatlons 1n approprlate speclallzed
bodies, This attltude helped to weaken the general framework of negotlatlons
and, in spite of some efforts to get closer to the posatlons of the developing

countries, no. agreement was reached regardlng the prlnclple of structural changes
in 1nternat10nal.econom1c relatlons as a fundamental objectlve of the North-South

dialogue.
/The so
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The so-called Nébthefouth #id18gue took'place” in variéus-Fforums, It is
worth recalling the negotiations carried out by UNCTAD at its fourth and fifth
sessions (1976 and 1979); the multiiHféral’ trade negotiations held in GATT
(1975-1979) ;- the Conference on International,Ecenomic.Co-operation (Paris, '
197541977), the initiative for the holding -of: a round.of global. negotiations .
Meeting of GATT 1n;November 1982 apd,the~slxth session of UNCTAQ“he;QE;Q Belgfaﬂﬁ
in June-1983... = . I IR R N T . _ , _ -

If we analyse what took place at these international meetlngs and 2
negotiations, there: are' seen: to:be two.fundamental.aspects; on the eng hand, the
central thesis or:proposal;of:the-developing: countries has been practically the
same. throughout this:periodj-and on the other hand, the‘resu;tsﬁqfia;lfthseA
meetings ‘have been Tar;below: the aspirations and initial expectations of. the.
developlng countoiesa - trn. G e oo ; S L-ik,ﬂﬁ

The central proposal of..the developlng countries, which gomprises. ] three -
subject.areas- intimately related.with each other. and decisive for them -basic
commodities,. trade, and monetany.and. fipancial matters- was the creation.pfva new
1nternatlonai framework for ecqngm;g relations between :South. and North, Wlth greate
part;clpatlon and decls1on-mak1ng power; as negards; the "rules of the game'!,

.- Thus, in:the.field of basic commodities. Ahey spught & new. approach and a
new_structurq;fgr,the;r trade, with a vleW‘tg qorrec;;ngﬂtpgﬁex;stlng shortcomings
not only as regards prices (something which had alnea@i%@égntspught in previoqs;
apbroaches) but also as regards export income, the tgpmgwof trggg§,§y§t9m§ of
. marketing,. distribution and transpopt,;apg,tbg,proceséing pﬁprawfmatépia;a‘in the
producer countrles. , _ e ,' __f rﬁ;ﬁ.,'f.  .

In the trade sector, they proposed,ba51cally to halt and reverse protect10n151
tenden01es and advance towards the llberallzatlon of 1nternat10nal trade through
clear commitments as regards. standstill -agreements, safeguard clauses, sub51d1es,
the reduction of tariff and non-tariff barn;er53and_the‘w;thﬂpawﬁl:qﬁ_other
existing restrictions and undertakings regarding structurai—agjustments. In
addition, they sought to arrive at a set of rules and pringiples ajmed at )
achieving a_juster and more,, equltable international. trade system. capable of really
achieving:.differential treatment in.faveur of the developing countries.. .

/In the
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In the:area of monetary.and financial:matters, the .ohjective of the developing
countries was to build’'a new:international monetary system which would be in . -
keeping with their needs and would pérmit them:to have greater participation in
the taking-ofudecisions!which'affec&;theiriinterestsm - As regards. the serious
and growing shortage of ‘resourcesi the: aim:was to:secure the expansion of.financial
flows from ihternmational financial.institutiens,:especially the IMF,.and to channel
them to the:developing countries through an additional.allocation of .Speeial:
Drawing Rights; an inecrease in officdal:development aid; access to private capital
markets; greater participation in:the development.financing provided by-public. ...
multilateral agencies, and an increase in-direct. private investment. in line with
the priorities and sectors decided by the:recipient countries. . fo

~As well as seeking important changes in these- three prlorlty aspects, the
developlng countries promeoted many.other . actions. of co-operation with the . .
industrialized countries in such aneas:as the transfer of.technology, maritime .
transport, - trade with the Socialist ¢ountries, and .the .special problems of
island -or landlocked countries| - In additicn, they promoted a substantial.
programme: of action in’ favour of the: less: fleveloped countries, -while at the same
time progress was made .in:studies aimed at strengthening co~operation among the
developing“countries‘themselves;.. S S R 1.2 A

. " P .o e
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2. Some results

T S \rl- . S }, e

_If we compare the proposals made by the developlng countrles w1th the actual .
commltments or resolutlons emerglng from these conferences, we clearly see the‘d
laok of pos;tlve results, and the frustrataon of the developlng oountrles wlth :f
regard to 1nternatlonal co—operatlon is clearly ev1dent. _

On repeated occa81ons, the developlng countrles concentrated the exprees1on
of thelr dlesatlsfactlon on varlous fronts, among whlch mentlon may be made of
the follow1ng- - _ J' o

a) In the area of ba51c commodltles, they emphaszzed that, after six years
of negotlatlons on 18 commodltles w1th1n the framework of the UNCTAD Integrated
Programme for Commodltles, 1t has only been posslble to reach two new agreements
(those on rubber and jute) four exlstlng 1nternatlonal agreements have been '
renegotlated -those on sugar, cocoa, coffee and t1n- and the Agreement

Establlshlng the Common Fund for Commodltles has been negotlated 1“/

/The rnbber<
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The rubber agreement is a traditional-type agreement aimed at the
stabilization of prices, within a negotiated fringe, througt the establishment
of an internatiomal buffer stock. Although the negotiations arose from the
Integrated Programme for Commodities, it has.not so far been possible to agree
on-any;other type of measures .within-this agreement. In the case of jute, the
results. are very limited, since the agreement does not have any economic provisions
and the international measures provided in it are limited to certain research
and development projects, reduction of costs and trade promotion,. The existing
international agreements which have been renegotiated have maintained their
original objectives of price stabilization.

b) With regard to the Common Fund which arose out of the negotiatioms in
UNCTAD, the developing countries noted that this has.proved to be a much weaker
mechanism than that originally projected, - It-has much fewer respurces and less
power than initially foreseen, and its potential usefulness.depends ultimately -
on the existence of intermational commodity  agreements which need this mechanism
and become associated with it. Nevertheless, this Fund could become an important
innovation in intermational economic relations and it also has .a numbep. of
interesting elements.15/ The text of the Agreement Establishing the Common Fund
was approved in 1980, but this new financial institution has not yet come inte
effect, since it has not proved possible to comply with the requirements for
this as regards member countries and capital. To date 108 countries have signed
the Agreement but only 53 of them have ratlfled it; In order for it to cdme}iﬁto
force it must be ratified by 90 countrles representlng two-thirds of the cap1ta1
dlrectly contrlbuted to the Fund, The contributions of the ‘countries which have
so far ratified it amount to 36.25% of the total capital, but there are many °
developlng and developed countrles which have not yet done so. According to
the time limits laid down by the sixth session of UNCTAD, in order for the Fund
to come into effect on 1 January 1984 the above requirements should have been
completed before 30 September 1973, but this did not take place. -

T e) As regards 1nternat10nal commodity agreements the developing countries
stressed that there has been no acceptance of their proposals on better térms
of access to the markets of the developed countries, on greater participation
by producers in the systems of marketlng and dlstrlbutlon of such commodltles,‘
nor regarding a hlgher degree of proce581ng of raw materials in the developlng

countries. 'All these subjects remain under study, but there has been no action
/regarding them.
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regarding thems Finally, the developed countries have not agreed to enter into
negotiaticns for expanding the coverage of compensatory financing.

~---d) As regards international trade, the developing countries-have noted that
in GATT the negotiations have been concentrated mainly on the trade. problems
raised by the relations between the United States, Japan and the European
Communities, and have either ‘failed to consider -or have considered only in a
marginal manner- the. objectives of the developing countries,16/

e) As regards the more recent negotlatlons, they noted that, in spite of
the crltlcal 31tuat10n through Whlch the world econcmy 1s pass1ng, no progress
has been made as regards arrangements for do;ng away with protectlonlst measures, -
or organlzlng programmes to facllltate the structural ad]ustment or laylng down '
multllateral guldellnes to guarantee the staballty of the Generallzed System of
Preferences nor has any 51gn1f1cant progress been made as regards counterValllng
and antl-dumplng measures or safeguard clauses and subS1d1es." Finally, no progress
is belng made 1n the efforts to formulate a new set of juster, more equltable and
more effectlve rules and pPlHCIPleS for 1nternatlonal trade. The Mlnlsterlal
Meeting of GATT held ln November and December 1982 is a good example of thls‘
lack of progress. ’

f ) In the f:l.nanclal and monetary area, they note that there ‘has not been
any progress either as’ regards the developlng countries' demands for a fresh
allocation of Speclal DraW1ng nghts (SDRs), a s;gnlfzcant 1ncrease in IMF quotas,
or the expan31on of the Compensatory Flnanc1ng Faclllty, ‘hor has there been progresu
in the 1n1t1at1ves almed at the reform of the 1nternatlonal monetary system, ’
such as the pos31ble convenlng "of an 1nternatlonal conference on monetary and o
finanecial questlons. ' ‘ .

Some developed countrles, for thelr part, have taken the' view that the
exlstlng co-operatlon 1nst1tutlons and machlnery are sufficient £op 1ncreasang
and strengthenlng 1nternat10nal trade relatlons, and that structural changes
such as those demanded by ‘the developlng countries are therefore not necessary.
Recently, some 1ndustr1a112ed countrles have emphasized the role of the automatic
adjustments resultlng from full appllcatlon of the market laws. "In addltlon,
they have shown dlssatlsfactlon with the number of negotlatlng fronts involved
in the proposals cf the developlng countrles and the dlfflculty of tackllng them
all together in a negotiation effort, ' '

/This list
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= This-list of the different attitudesof the parties involved is illustrative
of the way the Nonth-South dialogue has: gone on so far and the consequent feeling .
of frustration and disenchantment which-is to be observed. . The appeal:for dialogue
and negotiation made by the Group of 77 in the. Buenos Aives Platform did not:;
succeed in bringing about any substantial change -in the:-expected megsults of-the... .
sixth session-of UNCTAD held in Belgrade in-June ‘1983.17/-i - .-~ ~ 0 sl
STATNR I

3. The cutlook for the internatzonal negotiatlons
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What has happened 1n recent years as regards the ;nternatlonal negotlatlon process

gL

has glventuse to a serles of obv;ous facts whlch call for serene and reallstlc
3“31Y815 by all the partles 1nvolved ‘hith a v1ew to resculng the 1nternatlona1
negotlatlons from the1r present state of stagpatlon.. Such an analysls 1s a11 ..
the more necessary at critlcal tlmes llke the present whlch call more than ever -
for the stlmulatlon of actlve and v1g11ant 1nternatlona1 co-operatlon to match |
the pres31ng needs of the developlng countrles.l¢'m _ ;

Mentlon has been made on several occasions'of some attltudes and pos;tlons

AT

which could be changed 1n order to make the negot;atxng process more dynamlc.;b_

RN IR

The following would appear to be the main aspects whlch could be borne in mlnd

TNt Mosi

by the negotlatlng partles.

tegr oL e e : S e

a) The fundamental dlsparlty of crlterla, approaches and objectlves betmeen _
the 1ndustr1allzed countrles and the developlng countrles as.regards the emportant
matters belng negotlated 1n the North—South dlalogue.: In view of the bases,
rules and Dower. re;atlons governlng these negotlatlons, thelr result has
1nev1tab1y been unbalanced to the detrlment of the developlng countrles. L

b) The deterloratlon of multilaterallsm as an approach for solv1ng the .
crltlcal econcmlc 3nd | f1nanc1a1 prqblems& There 1s a growlng tendency to tackle
problems by bllateral means and not through collectlvely negotxated commltments.‘_ﬂ
As a result, on,many occas1ons the burden of ad]ustment has been transferred -
to the 1nternatlonal communlty 1n general and the developlng countrles in
part;cular. L .o e . C e

c) The. dec131on taken by the majorlty of the 1ndustr1a11zed countrles to “;
give flrm prlorlty to the trade and f1nanc1a1 negotlatzons held w1th1n the o . _
frameWOrk of GATT, the IMNF and the Wcrld Bank rather than those held Wlthln the ;
Unlted Nations system and in partlcular, UNCTAD Wlthout denylng the fnndamental

ATOT L b

/role of
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role ‘of those institutibns in their areds of competence, it is essential to
recover the' ¥ital ‘role that ‘should be played in thié ppotess Of negotiation by
political d1alogue‘and technlcal debate within the world obgaﬁlﬁation and its

o

respective organs. @ T T et W bue i waluei
d?wThé“multxpllcity'of'hégofiatiﬂg*ffoﬁtb;'élfhdﬁgh’éégenfial”?or Drogress -

towards ‘integral formis' of international’ co-operation, is frequénfly reflected in -

an excessive number of problems to be negotiated and ‘lack of operational selectivity,

which militates against the effectiveness of the negotiation processes.,

e) The lack of firm political decisions to advance towards the restructuring
of the internmational trade, monetary and financial system to fit it better for the
promotion of more harmonious and equitable development. While not denying the
complexity of this objective and the time that may be needed for its fulfilment,
it is important for the entire intermational community to make progress in this
direction.

f) The lack of any decided reassertion of the thesis that there can be no
sustained and lasting reactivation of the world economy without a significant
recovery of the economies of the developing countries, and that for this purpose
it is not enough merely to have reactivation in the centres and the spreading
of its effects to the periphery: it is also indispensable to carry ocut concerted
and active international co-operation actions,

g) The fundamental role which the industrialized countries continue to
assign to the so-called free play of market forces as a central element of the
structural adjustment, and their opposition to government intervention at the
international level, although they frequently resort to such intervention at the
national level.

All the above considerations should lead the developing countries to
re-examine the prioritities of their future international action. If they do not
succeed in substantially strengthening their bargaining power and capacity in
order to bring about a change in the results of the negotiations, or if they cannot
reach agreement with the developed countries on new realistic and effective bases
for tackling the future stages of the negotiations, the most likely result will
be that the North-South dialogue will be doomed in the future to frustrations
similar to those registered in the past.

-4
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The bargaining power of the developing countries depends. to a considerable
extent on themselves, Consequently, the first essential step is to greatly.
heighten co-operation and .solidarity among their members. It is also obviously . .
necessary to re-examiﬁe objectives, procedures and strategies with a view to
future negotiations with the industrialized countries, so that the dialogue can
be more effective and can be reflected in more positive results for the developing

countries and the international community as a whole.

/VI. REGIONAL
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VI, REGIONAL INTEGRATION AND CO-OPERATION -~ ..
K. THE OVERALL PICTURE AS REGARDS INTEGRATION AND CO-OPERATION |

The last few years have‘béen,ﬁarked'by'severe chellengee and}leoedooe for regional
integrationﬁand co-operation. In some cases, these have been the'result of pqlicies
of openlng-up the 1nternatlonal economy because of the bellef that ‘this would also
open up prospects for a very dynamic increase in exports. to the 1ndustr1a112ed
centres, In other cases, the.reason has been financial perm1531veness in thei
procurenent of exterhal resources and & general resistance to oondmtlonlng natlonal
pollc1es to the needs of 1ntegrat10n and oo-operatlon.

The most. visible result, as explalned 1n greater detall in the analy51s made
of each integration scheme, has been a reduction of the share of intra—reglonal |
exports in the total exports of Latln Amerlca (see table 11), After hav1ng rxsen
in 1979 to 16, 5% this share went down in 1980 to 15. 2% recovered a llttle to 15 96
in 1981, and flnally dropped to 15% in 1982. . L S

This decllne affected all the reglonal 1ntegratlon schemes, i. ea,sALADI, the f
Andean Group and the Central American Common Market, the only exceptlon belng |

CARICOM, which increased the- share of subreglonal exports in- its total éxports from
7. 4% in 1981 to 8. 2% in 1982.

The above flgures show to what extent the efforts to consolldate the growlng
llnks among, the member countries of the 1ntegrat10n schemes have had to yleld on’
the one hand, to the international crisis, and on the other to national policies ln
which the component of co=cperation with, the other Latin American countries has
elther been -completely absent or insufficient, f ﬁ

- On the other hand, in the face. of the problems caused by ‘the breakdown of a
flnanc1al order which seemed to promise a solutlon4t0~the structuﬁal imbalances in
trade cauSed by the asymmetrlcal 1nsevtlon of the?countrles of the region 1nto worlc
trade, the c1rcumstanoes now make 1t neoessary to recognlze the value of reglonal
.1ntegratlon and co—operatlon as sultable 1nstruments for flndlng a way out from
Latln America's development crisis. T ' : ‘

Flndmng a solutlen to the present problems is a more complex matter than in
the- past however, and the serlousness of the situation calls for strategles'
approprlate to the new needs of countrzes and soc1et1es very dlfferent from those
Whlch went before then, both es,regarde th;eJ.r degree of d]evelopment and as regards

thelr economic and soc1al asplrdtlons.
/Table 11
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Table 11

LATIN AMERICAs INIRA-INTEGRATION SYSTEMS, INTRA-LATIN AMERICAN AND TOTAL EJ(PORIS

(Millions of:-dollars at current Er:l.f.sesI NB}

S T 1960 0 1950 190 15 19

>

Growth rates

1979 . 1980 19a/ 10808/

1960« 1970~ 1960~
1920 1960 1300

) Snurees ECLA, on the has:.s of official statz.stlcs.
. a/ Provisional figures. ’ .

_/ Excluding Chile.

4 Including only Barbados, Guyans, Jmmaica and Trinided and Tobago.

d/ Includmg eleven ALADI, f:we CAC'M, and four CARICOM countries. In addition, Panama and the Donurucen

Repuﬁlic.

ALADL ) - - ;
Total exports © 7 34h.B 9 388.7 13 786.7 29 664.2 4k 630.1 60 729.0 79 560.1 65 719.0 80 574.0 5.7 20.0 12.7
Exports to Latin America ‘ . w .1 5835 5031.2 7 174.3 10 0l1l.8 11 962.5 13 431.2 11 729.2 cee 220  see
Exports to Latin America as a percentage of total - - 124 17.0 16.1 16s5 150 . 15,7 14,6
Intra-ALADI-exports 566.6 B841.9 1 266.0 4 010.2 5838.4 8 5'?&\.6 10 879.% 11 933.6 9 811.7 8.4 240 15.9
Exports_to ALADL ss a percentage of total S 77 9.0 - 9.9 13.5 13l 14.1 - 13.7 13.9 12,2
Exports to ALADI ms a percentage of exports to ) ] ‘ .
Latm Amerlca - - 79.9 ?9-7 81.4 8506 90.9 88,8 B3a7
Andesn Groupb/ . : . ’ o . .
Total exports - : _ © 3 586.8 4 346.0 5 419.1 12 897.8 16 295.4 23 937.5 30 064.5 29 §22.6 26 637.0 4.2 18.8 11.2
Exports to Latin America ' - - 569.0 2055.3 24042 3 412.9 39228 L WOL.6 A 2681  cae 210 wea
Exports to Latin America as a percantege of total - - 10.5 159 = 1h.8 14,3 130 14.8 16.0
Intra=Andean Grotlp em : 21}.5 S52.7 9106 I}??Dl 654-5 "1 075.1 - 1 182.6 1 513.0 1 200.7 1“'-1 2950 21.0
Exports to Andesn Group as " percentage of total 0.7 1.2 1.7 a7 4.2 LS 3.9 Sel 4,5
Exports to Andean Group as a. percentage of exports i . ) .
to Lﬁtln Amerlcn - . - - " 1601 . 23.1 28.5 31.5 30.1 . 34.4 28.1
Central American Common Market ) ‘ ) :
Total Bxports ) . .'_' . m.2 762-5 1 105.‘4 2 m-h 3 9'?'*.0 Tk %205 ll 9“2-5 h 239-0 li' 131.7 905 1602 12.8
Exports to Latin America : - - 313.7 645.9 .7 965,7 1 034.2 1 172,0 1125.7 993.0  eae 141 ...
Exports to Latin America ss a percentage of total. : - - 284 28,0 . 283 252 23,7 26.6 2.0 .
Intra-CACH exports < 30,9 132,8  287.1  541.3 . 862.8 .. 898.7 W43 921.9 7751 25.0 13.2 19.0
Exports to CACM ms a percentage of totsl , T 7.0 17.4 - 26,0 . Bh 27 2.1 20.1 21.7 18.8
Exports to CACM as a percentage of exports . S Lot o
to Latin America - - 91.5 83.86 - 893 86.9 8h.8 81.9 78.1
Exports to CACM plus Pangma 65 & percentage of . - <

-exports to I.atm Ameriea ‘ . 95.3- - 839 . 945 92,7 0.7 88.4
CARTCOMS/ - . ‘ . o L . . g
Total exports - : : S43.7 750.2 1000.1 3 028.5 3190.2 3908.1 5498,4 -5137.0 4 591.2 6.3 18.6 12.3
Emorts to Latln lmerlca . - - . 65.2 259:7 8?06 1"39.6 "%5.9 657.4 701.6 LY 25.0 com
Esports to Latin America as a percentage of total. = - €3 8.6 9.3 11,2 10.8 . 12.8 153
Intra~CARICOM expo . ’ 2.3 - 27al h205 26-8 204.? 255.7 352.5 3?9-5 3778 7al 2'!"00 15.1
Exports to CARICOM as a percentage of total 3.9 . 3.6.. 4.2 T Te2 6.4 6.5 6.k 7.4 8.2
Exports to CARICOM ms a percentege of exports : . . o

- to Latin America : - - 66.9 8345 63.8 - S8.2 < 59.4 T 57,7 5%.8
Latin Amer:.ggd/ . . ‘ : ’ ‘ N ’ .
Total exports o ’ 8 532.5 11 518,6 15 212.2 36 182.8 52 712.2 70 265.6 91 325,7 96 S85.8 90 %329.2 6.0 19.7 12.6
Intra-regional trade : g : 749.9 1 275.3 . 1 969.7 5 9648 :8 536,5.11 583.3. 13 882,9 15 357.9 13 Sl3.4 10.1 22.0 15.7
Intra-regional trade as a percentage of total 8.8 11.1 "12.9 1625 - 16e2 * - 16.5 . 15.2 15.9 150 cse leb  cae
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-Finally;: in+drder .to give a.more specific pictuve of each integration scheme
and of ‘the Latindfmerican Economic”System'{SELA); some details on each of them are -.
given below, <msef . o - o gLl Lo g et oes vl PR

1, The Latln Amerlcan Integratlon ‘Association (ALADI)

The 1980 Treaty of Montevxdeo replaced theltwenty—year—old Latln Amerlcan Free
Trade Association (LAFTA) by the Latin American Integratlon Association (ALADI) and
creatied the legal framework for a complex process of negotiatlons on what was termed
the Historical Patrimony, which was offjcially concluded on 12 May 1983 at the .
Fifth Extracrdinary Session.of the Conference:of the Contractlng Partles. " -

- On this latter occasion, the. Conference, adopted three reg1onal agreements on j
the opening-up of markets in. favour of relatiyely less developed countries (Bollv1a,
Ecuador and Paraguay) and 39 partial-scope. agreements, all of them of bxlatenal
nature except for -Agreement No, 26, which sets up multllateral llnks between
Argentina, Chile, Paraguay and Uruguay, . : ‘

*The 1980 Treaty does not provide for, quant:tat;ve goals or f1xed tlme 11m1ts
for trade liberation; -instead it sets up voluntary machlnery fbr trade promotlon, )
complementation and economic co—operatlon and prescrlbes dlfferentlal treatment '
according to the level of development of the beneficiary countrles. It malntalns '
the final goal of achieving the formation of a. Latln American Common Market. an
objective to be reached through the .gradual multllaterallzatlon of the partlal-scope
agreements and through the establishment of Reglonal Tarlff Preferences (RTP).

:~The renegotiation of the Historical Patrimony led to the w1thdrawal of a large
number of concessions, most of them cf 11ttle ;mmedlate trade potentlal, and also
to. the inclusion of a few new concessions. In many. cases, the valldlty of the
concessions ‘has been limated to relatlvely short perlods and 1mport cellln83 have
been established. - The area of application, of the concess1ons has been s:gnlflcantl}
restricted, although it would appear. that thesa concesszops w:ll continue to have
some relation with the most important part of _the trade among the partles.lf _
Furthermore, the relative 1mportance of. negotlated trade w1thin total trade has_‘
continued to go down: a tendency which began in 1968 and became more accentuated in
the -last few years of existence of LAFTA. _ .

In 1981, the value of intra-area trade still reg1stered a modeat growth rate
of 6%, compared with an.annual .average growth rate of 16% in the perlod 1960-1980.

BTN /In 1982,
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In 1982, the world economic recession, which seriously affected the Latin American
economies and caused the gross domestic:.product of the region as a whole, together
with total exports and intra-area exports, to drop for the first time since the end
of the war, also brought about a decl1ne 1n trade w1th1n ALADI. In this latter
year, intra-area trade represented a llttle over 12% of total exports. Furthermore,
there are 1nd1cat10ns that in 1983 theré will have been an equally significant’
contraction in the import capacity of" the ‘countries, ' '

The difficult economic situation through which the countries are passing would
appear:te be the main cause of this contraction in trade, although the prolonged
process of rvenegotiation of the Historical Patrimony must also have helped to create
a elimate"hhich was not very favourable for reciprocal trade. Furthermore, since
the end of 1981 the countries hive been applylng restrictions on their imports
which, although they have assuméd many forms, havé-all been ultimately designed to
adjust the ‘economy of each country to the difficult balance-of-payments situation.
In general these restrictions -which extend from partlal limitations to the total
suspension of 1mports- have been applled indiscriminately to imports from inside
and outside the area, affectlng both trade flows equally. Reprisals on the part of-’
the countries affected were not long in coming, and at present there is still a
generalized situation of trade restrictions which the countries are trying to solve
in part through new forms'bf'trade'Such as the various kinds of compensated trade, "
that is to say, fuller use of the exlstlng ‘systems of reciprocal payments and
cred1ts, the negotlatlon of temporary quotas, etc, ' '

The Conventlon on the Settlement of Payments and Rec1procal Credits which was in
effect 1n LAFTA from 1965 onwards and was 1ncorporated into ALADI has functioned =
from the beglnnlng with great efflclency. With the passage of time, its operational
methods have been perfected and ‘the machinery has shown adequate capacity for ' -
overcoming the various dlfflcultles which have arisen. In the period from its -
1naugurat10n up to 1982, it ‘channélled operations for over US$ 50. billion, leaving
only an average of around 25% of het debit balances to be paid off. A system with
these features is of special 1mportance in the present situation of shortage of -
fereign exehange and its excellent operatidh could be a determining factor in the
recovery of intra-area trade, A number of measures aimed at perfecting the machiner
are being analysed among them the extension of the period of coverage, the

establlshment of an instrument for the payment of extraordinary settlements, and

/another instrument



- 95 =

another instrument, .of a temporary nature, for the financing of bilateral. -
imbalances, Consideration is also being given to the incorporation of various
Central American countries into the system and the establishment of. a Latin American
unit of account,: - '

The only multilateral trade liberalization®instrument provided for in the
1980 Treaty of Montevideo .is what is termed Regional.Tariff:Preferences.. Through .
this instrument it is sought to establish a margin of:prefereénce as c¢ompared with.
the tariffs applicable to thied countries, with this:preférence .being applied.in -
principle to all products and:in :Favour: .of rall mémber .countries. The ALADI. - :
Secretapidt,, iwith:the assistance of. various-asdvisoryibodies, -has already undertaken
the necessary: technical:studies and has ¢arried. out preliminary meetings to guide
the subsequent procéss of negdtiation, - Although the-Regional Tariff Preferenzes -
are initially of -arather:modest -nature, there -can be no:-doibt that their approval .
and gradual building up .can provide-important support for the cohesion:of the’
countries as a group, in-view of their multilateral nature. Similarly, consideratio:.
could.be given within this:context to the initiation of trade negotiations with the -
other Latin American countries which are not members of the Association: a -process
which has already been begun by some countries on the bilateral level,

2. The Aridean Groqg

R e

In analys:ng ‘the progress made by the Cartagena Agreement, 1t must be borne in.mind
that thlB scheme, more than the others existing in the reglon, has sought from the
beglnnlng to set .up a many-faceted network of 1nterre1atlons in the economlc, social
and ‘labour flelds, 1nclud1ng the pol:tlcal and cultural areas. Ultzmately, its
long-term objective is the bu11d1ng up of a true commumity of natlons, although its
first steps placed marked emphasis on economic and espec1ally trade matters. _

It is pre01Sely in this latter fleld that the Andean Group has ‘had to face
grow1ng problems._ As the world economic rece551on tlghtened around the member
countries of the Andean Group, 1ntra-area trade was serlously affected, and in 1982
it went down for the flrst time 81nce the Andean Group was set up. The memher N
countries,. almost all of which had severe halance-of-paymente def1c1ts, imposed
sharp restrlctlons on their 1mports and applled them 1ndlscr1m1nately to 1mports '
from inside and outs1de the area. The fallure to fulfll the commltments to

llberallze trade -a problem Whlch /has arisen 51nce the very beglnnlng of the process-

/was aggravated
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Was aggravated.to such-an eitent that the countries affected began to take trade
reprisals, ' On top .of this-.deterioration, there was the continuing difficulty
experienced by the parties. in making progress in the negotiations on such essential.
matters as the establishment of the Common Extermal Tariff and the readaptation.of.
the Sectoral Industrial Development Programmes. These signs of. stagnation and
retrocession, together with:the decline in area trade (which :seems to have got worse
in the first half of 1983), heighten the awareness that drastic and immediate ...’
measures must be takento.check this process of paralysation and deterioratien and
give new dynamism to the wholé. 'set..of relations-among the member countries.

- At the level of the community bodies; .many actions: were carried out with this
objective, resulting in.the adoption of the Plan:for the Reorientation of the
Andean Integration Process, approved at the thirty-fifth' extraordinary session of the
Commission (July 1983).. This Plan provides for eight main areas of priority action:
trade; industry; agriculture;.foreign relations; finance; science and technologys
physical integration; frontier integration and tourism; and the special régime for
Bolivia and Ecuador. In the face of the general picture of trade.deterioration, the
Board has proposed various ¢ptions which have been presented to geovernments for
their consideration, including:

i) a commitment to refrain from 1mp031ng further restrictions or duties on
Andean trade as from a certain date, '

ii) the w1thdrawal of all’ restrlctions and duties which infringe‘the
llberallzatlon commltments in respect of products considered to be "non-senS1t1ve"

iii) the negotlatlon of import quotas for "sensitive" products, '

iv) the generatlon of new trade opportunltles through pragmatlc forms such as
agreements on State purchases, managed trade, the market1ng of surpluses "and '
shortfalls, etc., ' o

v) preparatlon of a set of measures aimed at restorlng subreglonal preferences,

In the lndustrlal area, the action would be centered on making the present '
allocatlons nore flexible (promotlng exchange agreements and compensatlng and
ratlonallzlng ex1st1ng productlon), on the promotion of 1ndustr1a11zatlon through
pr03ects for 1ndustr1al agreements with ALADI countrles, and on the spec;al
programmes connected w1th small and medlum—51zed enterprlses. '

The agrlcultural ‘sector has proved to be an area where it is dlffleult to

make | progress’ in" 1ntegratlon, and the Andean Group has tried vaprious methods of

/dealing with
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deallng w1th this problem, which have ‘so far only had limited effects, The

Reorlentatlon Plan marks the beglnnlng of a new stage -already formalized through -’

the Slgnlng ‘of the "José Celestino Mutls“ agreement- on agrlculture, food security .

and env1ronmental ‘éonservation, | ' |
In the field of scierice and technology, the action envisaged includes,

inter alla, the orientation of subreglonal ‘science and teohnology-pollcy, the '

prov131on of an adequate flow of f;nanc1al resources ‘for the ﬂevelopment of ‘thése

of ‘an Andean Technologlcal Informatlon Systeh In ‘the area of infrastructure,
efforts will be made ‘to facilitate fhe 'trdnspért of persons and goods through the-
rationalization offﬁroéeduree‘éhd"&ooﬁmeﬁkéfione gt the ‘entry points into countries.
For the tourism sector, an “Andean’ programme of tOUPlSt deVelopment and integration.
has recently been defined, e R R

Flnally, as regards ‘the special réglme for Bolivia 'and-Ecuador, reféreficé has
‘been made to the neéd for subreglonal co~operation to be based ‘fundamentally ‘on the
execution of'specifié projects located in these two countries, sd as to stimglate
fﬁe'exﬁahsion and diversification of their exports.  Member couritPies must-facilita:
thé access of'sﬁch‘exports‘to their markets; ‘The financial strengthening of the -
Andean Development Corporation and the Andean Reserve-Fuid shéuld be reflected in
blgger flows of finaric¢ial aid to these countries, -

In thelr joint declaration of 2% July '1983 entitled "For iis our Motherland is
America', the Presidents of 811 the member countries of the Cartagena Agreement
reasserted their firm support for the process of Andéan’ 1ntegrat10n and endorsed the

maln p01nts of the Reorlentation Plan.'

3, The Central Amerlcan Common Harket (CACM)

The recent. svolution of the.Central American Common . Market must be v1ewed in the
light of two conjunctural-situations which have a:very marked conditioning effect
on it,” This group of countries:is perhaps the most seriously. affected in the entire
Latin American region by the world econcmic yecession,-which has brought about a
sharp drop in exports.and an equally significant contraction in external financing,
with all the consequences that. are to“Be expected forvthe import capacity and growtl
capacity of the Central American economies, Thus, in 1982 there were drastic .

declines in the levels of exports and imports of all the countries, with the sole

/exception of
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exception of imports by El Salvador, and everything seems to indicate that this
situation will be repeated in 1983, At the same time, in 1982 the gross domestic
product of the five countries went down by close to 4% after having stagnated in
the period 1979~1981, On the other hand, the situation as regards indebtedness and
terms of repayment of the external debt of the Central American countries, although
varying substantially from one country to another,.are broadly no different from
those of the majority of the Latin American countries, .

Furthermore, mention must be made of the aggravation of the tensions of a
political nature in various countries and in the region as a whole. This phenomenon
was particularly to be noted in 1982 and 1983, and coincides with sharp disparities
between the political attitudes of the govermments and the presence of agents from
outside the region who have given these tensions an East-West dimension. 7

As was only to be expected, these two serious conjunctural phenomena flnally
affected the trade relations:among the countries, Whereas in the 1970s intra-
regional trade had grown-at an average annual rate of 15%, playing an impoptant role
as a shock absorber to smooth out depressions in the external sector and rising in
1980 to a record level of .around US$ 1 billion, this. development became negative in
1981 -and 1982, when for the first time trade went down, to US$ 970 000 million and
US$ 775 million, respeatively, .. This contraction was even. greater than that
registered by exports to outside the subregion, so that the share-of _
intra-subregional trade in-total exports went down to 19% in 1982, Although it is
not easy to forecast the outlook for 1983 it seems likely that there will be a
further contraction, probably similar to that of. the year before. N ‘

The deterioration in trade among the Central American countries was. accompanie
by a decline in the amount of transactions chamnelled through the Central American
Clearing House, which came to only 664 million Centrai Aﬁerican pesos (at par with
the dollar) in 1982 so that, in contrast with the traditional situation, they
amounted to less than ‘the level of trade registered, At the same time, unsettled
balances aceumilated 1n'the'Clear1ng House, reflectlﬁg“the reordering of trade and
its loss of dyﬁamismL‘ Reciprocal tradé has also been severely affected by the use
of the new restrictive measures adopted at the national level, as a result of which
transactions have increasingly followed.different paths from those foreseen in the

multilateral arrangements.

/Nevertheless, in
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Nevertheless;i ih:order to complete this brief overview. of recent developments.
in the Central American integration process, mention must be made of a number of
events of a positive nature which reflect the continued vitality and survival.
capacity shown:by.this movement over its long history.': In spite of. the serious
problems affecting them; the Central American countries: have so:far managed to
maintain- their ideological cohesion .as<regards the fundamental and irreplaceable
importance of subregional: integration.as an-instrument for their development, In :
the: first:place, when the Treaty om: Central. American: Integration completed 20 years
of existence in 1981, none of the member.courmtries denounced .it, which amounts to
the taecit maintenance of . all .the commitments assumed.- Another importamt event .which
took: place: im recent. years was the solution in economic terms of the conflict betwee
El Salvador and Honduras; :In: spite of the great tensions to which thege nations,
were subjected, activities coptinued in a relatively normal manner in the many, forum:
which guide and accompany.the.integration process, such as the meetings of ministers
and vice-ministers.responsible for integration; those of the Central Amerlcan
Monetary Council; the meetlngs of the Assembly of Governors of the Central American
Bank, and various meetlngs of the ministers of energy, ‘ministers of transport, etc.
In addltlon, ‘the irstitutions responsmble for Central Amerlcan 1ntegratlon oontlnued
to operate normally. e L ' ' '

In the same conneotion; mention should bé made of ‘the unanimous election ‘of
the new President of the Central Amerzcan Bank for Economic Integratlon in’
September 1983, ' o ' S :

' Furthermore, in recent years some riew institutions cohnected with ‘integration
have been establlshed such as the Central Amerlcan Electsification Council (1982),
respon31ble for the 1nterconnectlon of natlonal electricmty systems, the Central’
fmerican Marltlme Transport Commlss;on “and ‘the' Central American Rallways Commission
J01nt efforts have also contlnued for the 1mplementatlon of Central American tariff
applied to intra-area trade, and for the procurement of additional resources at the
regional aud international ‘level with @ view to reactivating such trade. -:In this
latter:respeet{'gseoial-ﬁéﬁtf&h*ﬁhﬁﬁi&'be'made‘of the meeting organized by the
Inter~-Amepican Development Bank in Brusséls in 1983, at which the represehtatives
of Central Amerlcan gcvernments appeared Jo:ntly before the international flnanolal

.

/community. Finally
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community, Finally, the countries managed to adopt common positions in international
forums and negotiations such as the assemblies of IDB and the World. Bank and the
sessions of UNCTAD and SELA,

‘Some -of -the above initiatives are still in an embryonic stage, yet for some
time past-they-have had to face up to the sequels of the problems described earlier,
Since it isi-improbable that any rapid solution can be found to the present difficult
situatioii, it Seems necessary to concentrate efforts on preserving and consolidating
what has already been attained and making progress when possible in the areas which
are most favourable for this, such as for example:the implementation of ce-operation
activities with other countries ‘of Latin America and the Caribbean. - In :this context
mention may be made of ‘the probable pairticipation in the near future of the Central
American countries'dir the mutual payments and credits systems in force among the
member countries of ALADI, ‘The areas of maritime-and rail transport, the marketing
of fertilizers, multilateral or bilateral trade agreements, -and joint defence of

commodity prites seem to offer the best prospects for such collaboration,

4. The Caribbean Community (CARICOM)

Like the ofher integratiqn schemés in the région, CARICOﬁ‘has hég to face up to |
growing problems, many of them originating in the deterioration of the ecoﬁomic
situation of its member countries, especially on account of the ?resent world
economic crisis.. Since the Céribbean coﬁhtries.aﬁe’relativeiy émall and have a high
degree of openness to'extefnal trade, the iﬁpact of the economic recession has been
proportionately. very severe, The unfavourable external situation has bggn reflected
in the stagnation of economic growth and the‘acéumulation of growing balance-of-
payments deficits by almost él; the memben~countries. At the same time, it may be
noted that from 1981 onwards theAtotai exports_of'CARICOM began to decline
drastically, by 6% in that year and a further 11% in 1982, 1In the latter year,
tfade_among.the_CARICOM countrigs remgingd practically at the 1981 level, howeﬁef,
so that its share in total exports rose to 8%; _ 7‘ o | -
Trade within the subregion has encpuntgred.diﬁficéltieé because of the
growing balance-of-payments deficits and the extreme §ﬁdptage of foreign exchange
affecting practically all the countries, Restrictions hgvg'péen'imposed_pn their
imports, without making any exceptidn regardiﬁg_tﬁose‘frpﬁ CARICOM itself, One of

the countries addpted a multiple exchange rate system which was subsequently modifie

/by the
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With regard to this latter set of tasks, the System has carried out a great
deal of work covering such initiatives as the preparation of the region's common
position at the last three sessions of UNCTAD, participation in the Paris
International Economic Conference (the North/South Dialogue), the channelling of
regional reactions with regard to the Falklands conflict, and, more recently, joint
organization with regard to the subjects of regional economic security and Latin
America's response to the international economic crisis.

The aspects connected with regional co-operation have been channelled mainly
through what are called the "action committees™, whereby it is sought to achieve
specific results in relatively short periods, Participation in these committees is
optional, and compliance with their objectives is obligatory only for those
countries which have expressed their adherence to them, By their very nature, their
proper functioning calls for active participation by the interested countries.

So far, 13 action committees have been set up, while a further nine which
were proposed have not actually been set up for various reasons, Among those which
have or have had the greatest impact, mention may be made of the Committee in
Support of the Reconstruction of Guatemala, the Committee on Marine and Freshwater
Products, the Latin American Technological Information System {(RITLA) and the
Committee on Fertilizers Manufacture. The Committee for the Establishment of a
Regional Food Security System (CASAR) and the Committee in Support of the Argentine
Republic were also set up recently,

In the Biennial Programme of Regional Co-operation for the period September
1982-August 1984 which was approved by the Latin American Council in August 1982,
it was decided that priority areas for co-operation would be those of food and
agriculture, external trade, science and technology, finance and payments, and
information, transport and communications, In response to this Programme, the Food
Security Committee was set up.

A relative weakening of regional co-operation is to be observed at the
present time, due mainly to the growing insufficiency of the funds available to the
action committees, The recent initiative aimed at facing up to the effects of the
international crisis on the Latin American economies presents the system with a new
challenge which will call for the priority attention of govermments and effective

support for whatever joint action it is decided to carry out,

/6. Other
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B.:. Other areas of co-operatlon _1"3 RTTIE

Other prominent events in the area of co~operat10n are the new dynamism achieved in
the energy field through the ratlflcatlon in November 1981, 1n Santo Domingo, of the
Latin American Enefgy Co—operétibn Pﬁogramﬁe (PﬁACE), whlch Iays ‘down .the long-term
3ob3ect1ve5'of'such co-operdtion and determinés the activities ‘and projects to'be
carried ‘out’ in ‘tHe Immediate future, The Programne is also endowed with a financing
fund ‘whick is ‘of‘modést-éize but sufficient o carry on its activities,

‘Another cohcrété fnitiative in this field is the Mexico-Venezuela Energy
Co-Operation Agreement with ‘Céntial America'and’ the Caribbean which has been .
functioning’ effectlvely since August 1982 ‘and Has 3ust beén extended with somex
modlflcatlons.' ' = ' o : '

 Mention should alsc be madeé of the incrieasifig domtacts between regional

integration and co-operatiorn bodies which‘are undoubteédly facilitating the exchange
of information and experience, the‘co-ordimation of policies and positions, and
ultimately the donvergefice of thé existing systems; s -was demonstrated by the
holding of the Fourth Meeting of Latin American Economic Integration and Co-operatic
Bodies (Antigua, Guatemals, Augiist 1983), This meeting: brought together practically
all the bédies carryimg out such functions in'the vegion; and on this occasion they
pledged‘fheir'aecided'sﬁppdrf in their vrespective fields of ¢ompetence with a view
to contributing 'to the suceess -of the forthcoming Latin American Economic Conference
to be held 'in Quité in early January 198%, At the same meeting, a programme:of worl
was approved which is désigned to present specific proposals ‘at .that Conference, .

In addition, Latin American co-operation has contimied to expand and grow. . :
deeper in a large number of other areas-and fields ¢f action which it is impossible
to list heéres, By way of example; mertion may be made of the activities of such -
bodies a3 GEPLACEA, the Union of ‘Banana Exporting Countries, the recently-establish:
Action-Committee on Regional Food'Security,  the Latin American. Organization for .-
FisheriesDevelopment, and the many erganizations:-of -a-business nature, all of whicl
go - to make up a vast and complex system of growing Interconnection between the.

countries of the region, - - . = R
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B. REGIONAL INTEGRATION AND CO-QPERATION VIS-A~VIS THE PROBLEMS OF DEVELOPMENT
AND INSERTION IN THE INTERNATIONAL ECONOMY

Wt
1

B 1 Development, 1ndustr1allzatlon and 1ntegratlon;':

",“r .,

The arguments in favour.of reglonal co-operatlon and 1ntegratlon have tradltlonally
‘beenipuﬁ,fqrward,W1th1n‘a_;ong-term_perspectlve which recognizes the need to
overcome Latin America's peripheral status in the world economy and to promote
industrialization as the central axis of the process ¢f economic.development.
Integration has been promoted fundamentally through the expansion and protection

of subregional markets with a view to increasing the scale and efficiency of the
infant Latin American industry, Likewise, the integration process would use

this expanded economic space to create a "launching platform" for the export of
Latin American manufactures to the markets of the centres. _

- These ideas increasingly found concrete expression during the 19¢60s, when -
the various subregional integration schemes now existing in Latin America were
. fourided and. promoted., _ , o .

i ‘From“the 1970s onward, in contrast, the 1ntegrat10n process encountered
.various kinds of difficulties in both its institutional structures and -its
mechanisms. Without prejudice to the need to make a more. detailed analysis of

- the many specific aspects which influenced. this behaviour, there are at least

" two factors of a general nature which, from the second half of the 1970s onwards,
upset the growth of intra-regional trade and reduced. the effectiveness of the
mechanisms and instruments being used.

The first and most important of these was the. change in the world structure
of financing, which was characterized by the prevalence of credit..of private. . -
.origin-based on the big surpluses of the oil-exporting countries, recycled
through, the international commercial banking system.: The abundant inflow of .. ..
credits in dellars was accompanied, in a number of cases, by a violent increase ..
in imports-from every cormer. of the globe: a rhenomenon-which lasted until 1981,
The composition of these imports varied considerably among, the countries of the.
region. Thus, while some countries had to pay large amounts for petroleum,
‘capital goods and interme&iate inputs, others opened up their economies to

external competition and thus brought about a rapid rise in their overall imports.

/A1l this
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All this led to a loss of effectiveness of economic integration and of the
reciprocal ‘tustoms preferences which had been conceived,

‘The second factor which helped to weaken the.vocation for  industrialization
and integration was the confidence in the. dynamic growth of the world economy
and the big growth prospects which were believed to exist for Latin American
exports in the long term.

The above=-described international situation lent transient vigour to the
theory of static comparative advantages and led some countries to open up their -
economies indiscriminately to imperts of goods, the massive supply of which .~
created often ruinous competition for national manufactures, in return, it was
believed,-for the promotion and diversification of exports with comparative
advantages. Other countries, whlch achleved significant growth in the 19705,
took advantage of the financial boom to initiate ambitious 1nvestment plans 1n
infrastructure and 1ndustr1al development, likewise on the basis of huge 1mports,
scmetimes of hydrocarbons, because they were confident that the economic and
financial condltlons prevalllng at that time would contlnue. Slmllarly, the 011-
exportlng countries carried out plans 1nvolv1ng very large expendlture because
they were confldent that the hlgh petroleum prlces would continue and they therefore
counted on future 1ncome whlch turned out to be an 111uszon as the 19803 began.

At the beglnnlng of the present decade, profound changes took place in the
international economy as a result of the crisis of the centres which have made
future trends uncertaln._ At the same time, however, thls glves grounds for
assumlng that the guldellnes for a p0331ble and de51rable strategy must ‘be based
on the strengthenlng and protection of Latin American productlon- in the short '
ternh through a reactlvatlon process which reduces the hlgh levels of unemployment,
and in the long term, through the ralslng of the rate of capltal formatlon, based
on domestic savlng and the use of ‘the reglon 's ‘own capaclty for produc1ng ‘the
goods requlred. There is undoubtedly bound to be greater restriction on the use
of 1nternatlonal financial resources and a more austere attitude will have to
be taken in the area of consumptlon, especlally in view of the need to prov1de

domestic flnanc1ng for future 1nvestment efforts.‘

"~ /In this
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In this new intermational -situation, Latin American co-operation ‘and: .
integration are seen to be very valuable Ways' of reactivating the reconomies of .- -
the region. in the immediate :future and dispelling, albeit"partiaslly, the da¥k
clouds hanging over Latin America's dewdlopment in the longer term. “For this’
purpose, it is urgently necessary to revitalize and adjust the co-operation-and: -.
integration instruments already in effect, in order to make the best possible use-
of the.services which they can render in coping with the present emergency and in
improving the prospects of:rdevelopmént in the long term, in view of ‘the correlation
and interdependence which maturally exists between development, -industrialization

and economic integratiomy: ...l .i.ri

A

2 The trends towards bllaterallsm

. [ . . - f

The dlfflcult c1rcumstances through whlch the great majorzty of ‘the Latln Amerlcan
economies are pagsing have obligsd them to seek various alternatives for reducing

imports and forcing an increase in exports with the aim of compensating for the
inereased- balanca-of—payments current account deflClt caused,rmalnly. by the
serv;clng of the external deht 1n recent years, . , - _ .
, The future prospects as regards flows of het external resources p01nt to
new and Stlll .more. palnful adjustments 1n the economles of the Latln Amerlcan
countrles, 1n whlch the tendency to restrlct and control 1mports w111 be
accentuated as a means of contlnuing to reduce thelr .merchandise trade def1c1t
and, 1f pOSSlble, generate a surplus., N ST o
. Thus, the creatlon of a merchandlse trade surplus w111 undoubtedly be a -
prlorlty objectlve in most of the countrles of the reglon. Thls goal can be _
achleved by two dlfferent and camplementary ways: the flrst con31sts of restrlctlng
1mports and expandlng exports. To the extent that aggregate world demand does
not recovep.a reasonable growth rate, however, in order to.. reach the goal of
1noreasing .exports it will be -necessary .to overcome both the protectionlsm of the
1ndustrlal;zed countrles and the competltzon from the exportable surpluses generateo
by an. 1nternatzonal economy in rece581on._ There therefore remalns the alternative
way of continuing to reduce 1mports to the lowest p0581b1e levels compatlble w1th
viable rates of development, bearing in mlnd the needs arising from the growth of
the_pqpulation and the legitimate aspirations of the countries which are still far
from attaiuing levels of living acceptable to the majority of their inhabitants.

/The industrialized
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"The industrialized countries, for their part, have been exerting different
forms. of. control in order. to. balance their foreign trade. These include in
particular the use of their bargaining power to obtain "voluntary" restrictions
. on .exports and the.use of practices.involving managed trade or trade regulated on
a bilateral basis. When the bargaining power .of the parties is similar, managed
trade can lead to more balanced results in.the trade flows, especially as regards,
their comp031tlon and value, The use of measures which restrict trade with
countries of alower degree of development, in contrast, will only,. accentuate the
structural imbalances acting against ‘the latter, - ; _

~In Latin Amgrlca, there has been a resurgence of tendencle& 1o bllaterallsm
as anloglcal.conaequence.of the need to limit the use made of their foreign
exchange resources, especially in emergency conditions such as those which the
region.experiénced during the Great Depression of the 1930s and the Second World
War, and which it is facing now too. | - . R S B

Within'the -integration schemes, efforts have been made to ensure that there
are no permanent- surpluses. or deficits among the member countries, This is.not
always possible, hawever, since each country has very different export potential.

Because of its undoubted great importance, the search for overall equilibrium
in the region's trade should he direeted substantially towards overcoming the.
imbalaﬁce3win~trade with the industrialized:countries, not only because of the
permanent -tendency. to. trade- imbalances. caused:by the unfavourable evolution of
the terms of trade with those nations, but also because of the similar behaviour
of the services'balance. It is:obvious:that any attempts to.compensate the
imbalances ‘with the industrialized regions 6nuan~individual“ba§is_will‘alwgys
 run into the difficulty of ‘the unequal bargaining powers: _ o

Within Latin America, there are some. rather complex $1tuataons such as those
of the countries with deficits:in the-energy field or with only limited development
potential, Both these kinds of countries have a natural propensity to register
external sector deficits which are reflected not only in their-ypelations with
“third countries, but:also within the integration schemes they. belong to, -

. The problem, at:the regional level, is that:if all the countries pursue the
goal of obtaining a surplus on their - intra-regional trade through the reduction
of imports, the task will become conflictive. and even .impossible and the adjustment

* /can only
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can only be achieved on the basis of reducing trade within Latin America. If
each country- tries to balance its trade flows with each one of the. .other countries
of the region, the result will be that the bilateral balance will be achieved
on the basis of the export potential of the country with the least supply capacity,
which will undoubtedly cause total Latin American trade to go down., If, in
ccotrast, what 'is sought is a multilateral balance in the reciprocal trade of
each country ‘with thé rest of the region, the balance will be obtained through
better use of -the export capacity of ‘each country, while at the same time there
will be higher levels of intra-regional trade.

~ Consequently, bilateral agreements could be reserved for that part of the
trade which cannhot be' compensated at the multilateral level and which involves
special unbalancing factors, such as net imports of hydrocarbons or other products
esséntial for the development and economic security of countries which display
a marked and permanent deficit situation.
+"7 " The -payiments compensation agreements of ALADI, CACM and CARICOM are a good
exdmple of the way in which a bilaterdl system, through' its primary functioning,.
can ‘sustéin increased volumes of trade with the smallest possible use of convertible
financial résoirces, when the corresponding bilateral operations are turned into
multilateral ones, The great chillenge, then, is to find additional formulas
which will permit the incorperation of higher levels of reciprocal trade within
a concept of miiltilaterdl balancej 'so as to make possible the dynamic growth of
regional trade. S ' ' '

The interconnection ‘and éxpafision of the ‘payments compensation systems, the

creation of a Latin American unit of account, the incorporation of services .
in the compensatory machinery-and. the possibility of obtaining additional resources
to finance a greater trade flow -especially by increasing the time limits so as
t6 permit the inclusion of capital goods--would appear to.be some of the measures
which’ Latin America should take ifi the 'short term if the efforts to achieve.a -
higher.level‘pf reciprocal trade which will emable the region to emerge from its
complex present situation are not to fall on completely barren ground. Insistence
on the attainment of bilateral balances could lead to momentary.relief, but in
the long run it would result in a clear setback in the search of-the solution
desired by all the countries of the region, which is to attain- greater, balance not
only in their intra-regional trade, but above all in their trade with the

industrialized centres.
/Finally, there
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‘Finally, there can be no doubt.that one measure;which would help.to create.
an awareness of the need for wmultilateral approaches in:trade is the effective -
establishment of .regibnal tariff preferences and the. halting,. in respect of mutual
trade within Latin America, of the use of non-tariff restrictive measures,

1G4 HOW INTEGRATION CAN HELP TO' OVERCOME THE CRISIS.

e

1., The initiative promoted by President Osvaldo Hurtado of Ecuador 18/ .

aAs already noted the Latln Amerlcan cOuntrles, 11ke others 1n the developlng
worid “have been’ faced with extremely serlous economic, polltlcal and social -
31tuat10ns on’ account of the recess1on in the world economy. Furthermore, the
pollc1es fer adjustlng to the new 81tuatlon are extremely lnequltable for
Latin América. "

The consequences of this phenomenon are manifold., Suffice it to sé&‘that”:
with the reductlon in their’ 1mports they have not only suffered a substantlal
decline 1n the level of thezr economlc actlvzty but clear pre]udlce has also been
caused ‘to the efforts made over more than two' decades to consolldate trade flows
among the Latln Amermcan countrles and to’ carry out economlc co-operatlon and
1ntegrat10n. 'Even more serious,’ however, is the fact that the’ pr1Vate banklng
rsystem has demanded that countrles w1sh1ng to’ obtaln resources for the payment of
inteépest must reach prlor agreements with the IMF Whlch has 1mposed ‘severe
adjustmen+ policies that have mllltated agalnst the polltlcal economic and social
stab;llty of several Latln Amerlcan countrles. : S ' ’

" In thls context, Mr. Osvaldo Hurtado, the Pres;dent of Eeuador, ‘asked the
Executlve Secretarles ‘of ECLA and ‘SELA to put Forward concrete proposals to make
p0531b1e a jOlnt response by Latih Amerlca to the 1nternatlonal crisis, This
'requeet has set ‘in motion a polztlcal process which ‘matured at the’ meetlngs of
pre51dentlal repreSentatlves held in Qulto and Santo Domlngo in May and August
1983, respectlvely, and which w1ll now culmlnate in Quito with the Latin Amévican
Economic Cénference to be held in January ‘1984, at which a reglonal programme '
of action will be adopted to deal with the "international crisis.’

“The’ request made by the Pre81dent of Ecuador clearly reflects the concern o
of a relatlvely less developed country of Latin América over ‘the scanty or
non-existent bargalnlng power of the countrles, taker’ 1nd1v1dua11y, in the face

. /of the
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of the impositions of the international private banking system and the IMF in

the present crisis situation. It also emphasizes the awareness that has been
growing up that it is not possible to keep on reducing the standard of living

of the peoples, since this process has reached the limit of social tolerance.

In short, it is a kind of early warning of the risks involved in excessive
resgional fragmentation in dealing with the challenges raised both by the external
sector of the Latin American economy and by the legitimate longing of all the
countries for progress. S '

- These facts also explaln the favourable receptlon given by the Latln _
Amerlcan govermments to the 1n1t1at1ve of the Pres;dent of Ecuador, as reflected
not only by the. high level of the meetings of pres1dent1al representatzves in
Quito and Santo. Domlngo at Whlch the ECLA/SELA document was con51dered 19/ but .
also, and above all, by the degree of political commitment Whlch exists for a
joint initiative by the reglon to deal with the crisis,

It should also be noted that the Latln Amerlcan governments are fully aware
that the optlons of the reglon for deallng with the international sztuatlon,
although they have technlcal bases, are fundamentally political, The Latln 7
American Economlc Conference therefore amounts to a conference of representatlves‘
of Heads of State and Government of Latln Amerlca. It is very poss;ble that thlS‘
1nst1tutlonal formula, whlch is unique of 1ts kind, w1ll make p0351b1e the adoptlon
of substartlve polltleal declslons, in v1ew of the leadlng role whlch governments
have playod ;n all 1ts phases. _ L

The process Set in motion by President Hurtado's 1n1t1at1ve has enabled
the world to appreclate the great prudence and. reallsm dlsplayed by the governments
51nce it, has been agreed that ‘the programme of action to deal w1th the international
crlsls should be concentrated on a few areas of undoubted 1mportance with regard
to theleltuatlon, such as those of trade,uflnanclng, and the supply of fuels, food
and essential services, with the aim of strengthening the regionai integration
and, co—operatlon processes. and converting them 1nto real varlables whlch will
increase the bargalnlng power of the countries in the 1nternat10nal oommunlty.

Within these areas, a selectlve criterion has prevalled wlth the a1m of
preventlng the Latln Amerlcan Economlc Conference from becomlng a forum paralysed
in its capaclty for polltlcal dec1s;ons. Prlorlty has been glven, 1n ‘the fleld
of trade,, to the haltlng of the ev1dent deterloratlon 1n trade w1th1n the reglon

/and the
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and the placing of emphasis on raising it instead to the highest possible levels,
and to the joint exercise of regiomnal purchasing power in order to obtain better
supply conditions and to promote Latin Amerioan‘exports.to the markets of the
North as a counterpart to the reglon 's purchases. | o _ .

" Within the broad topic of financing, special attentlon has been pald to the
need to have the financial machinevy necessary to support the sought—EOr expansson
of tntra-Latln American tradé and to malntaln common 9051t10ns 1n 1nternat10na1
financial bodies with the aim of securing: an 1ncrease in werld 11qu1d1ty. In
addltlon, efforts will be made to set in motlon an 1nformat10n system on external
indebtedness w1th1n some of the existing bodles and to ensure that the governments
of the reglon adopt some common criteria as regards debt servmclng and exchange
information regarding their experience 1n.the;app1;oet;on of adjustment policies,
so as to help raise the bargaining power of each of the countries and c¢lear the
horizon, In this way, long-term development could once again become the central
concern of all the countries of the region, B |

A8 regards the supply. of food and fuels, a meeting of government experts
held in Caracas in September 1983 20/ made spec1f1c recommendations for reducing the
present Latin American vulnerability in these areas, and these recommendations
will doubtless be used at the Quito Conference to guide the decisions taken there.

In. all thls process, it is obv1ous that ‘the strengthenlng of reglonal
co-operatlon and 1ntegratlon and of Latln Amerlca 8 bargalnlng power’ wlth the
exterior 1s essential in order to overcome the adverse situation now faced by
the Latln Amerlcan natlons. The polltlcal decisions adopted at Qulto will aiso
help thls strengthenlng, which is so. necessary in the present c1rcumstances.

/Notes



- 112 -

Notes

l/ See, for example Latln Amerlcan development prOJectzons for the 19803,
"Estudios € Informés de la CEPAL" series, No. 6, 198L.,

2/ See UNCTAD, Monthly Commodity Price Bulletln, January 1983,

. 3/ See UNCTAD, Commodity 133ues~ a rev1ew and Eroposals for furthev act:on,
TD/273 June* 1983, para, 14,

u! IE petroleum is included, 'the relative weights are.as follows::food and
beverages 29.7%, ggricultural raw materials 0. 8%, minerals and metals 11,5%, and
petroleum and’ petroleum products 48,0%.

5/ Includes .the.ISIC leadings-considered as manufactures and semi-manufacture.
accordlng to the UNCTAD classification.

' 6/ Includes 23 countries: ALADI; CACM, Barbados, the Dominican Republlc,
Guyana,. Haiti, Jamaica, Panama and Trinidad and :Tobago., :

7/ See ECLA, Economic Survey of Latin America 1982, Braz11 (prellmlnary ,
version), October 1983,

8/ See ECLA, Economic Survey of Latin America: 1982, Argentina (prellmlnary
version), May 1983. .

9/ See Banco’ Néc1onal ‘de Comer01o Exterlor, Rev1sta de’ Comerc1o Exterlor,
Mexico Clty, June 1983, SR , e -

10/ See The Wilson Quarterly, Summer 1983 ,

ll/The expressions 'Eastern European member countries of CMEA" or "European
CMEA -countries" will be used to refer to the group of countries made up of Bulgaria.
Czechoslovakia, the German Democratic Republic, Hungary, Poland Romanla and the
Soviet Union,

12/ It should be recalled that part.of the~external-debt is with official
bodles at lower interest rates. . -

13/ This figure includes amownts due in respect of ‘short—term debts. o

14/ For a detailed study on the negotiations under the Integrated Programme
for Commodltles, see Aspectos de una Politica Latlnoamerlcana en el Sector de 105‘
Productos 8581005, E/CEPAL/R, 335/Rev.l Aprll 1933.

15/ Ibid., pps 22~25,. o : ' -

16/ See, inter alia, UNCTAD, Assessment of the results of the multllateral
trade e negptlatlcns, ‘Report by the Secretary-General 'of UNCTAD, TD/B/778/Add.l.

17/ A posgible exception is the .adoption of the Comprehen51ve New Programme
of Action approved by the United Nations Conference on the Least Developed
Countries,

18/ The present document was prepared before the holding of the Latin American
Economic Conference convened by the President of Ecuador and held in January 1984
in Quito.

19/ Carlos Alzamora and Enrique V., Iglesias, Bases for a Latin American
Response to the International Economic Crisis, E/CEPAL/G.1246, 16 May 1983,

20/ SELA, Ninth Ordinary Session of the Latin American Council, Informe
Final de la Reun16n de Expertos Gubernamentales scbre Seguridad Econdmica
Regional, SP/CL/1X.0/DT, No. 3, 16 September 1983,






