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Part One

ECONOMIC AND SOCIAL DEVELOPMENT






I. SALIENT FEATURES OF ECONOMIC-AND SOCTAL
' DEVELOPMENT IN THE PAST 25 YEARS

1. Summarized overall appraisal = |

(a) Dynamism and.social change: image of development in the 1950s
and the actual changes ~

An appréisal of Latin America's ecornomic .and social development
in thelpost—war period shows that the global concéption of the
interrelationspip between economic dynamism and social change
prévailing two decades ago was invalidated by events in an unexpected
way. Econoﬁic dynamism reached levels considered then to be Eighiy
ambitious and was closely. associated with. social changes which fell
far short of the greater degree of consensus and more eQuifable‘gﬁéls
assumed by the development ideclogies of the beginning of the ?erlOd
to be inherent in the high rates of economic growth. '

By the early 1950s, a concept of development compatible with
the conditions then prevailing had been evolved. It conveyed an’
1mage of . »ontlnuous progress based on industrial development which,
comblned w1th certaln economic .and social refornms, would lead to a
hlgher degree of social consensus. The upheolding of this 1mage by
the governments and predominating social groups was explained by the
attempts to form natieénal"” gocieties whlch would av01d a repetltlon of
certain: traumatic -experiences that had affected thelr economlc and
social structutresg. At the same time, the successful results_whlch
the industrial development policies were having in many gountriés'
underscored the image of é‘replica of the industriai coﬁntries3 7
models. Side by side with the boom and social stablllty of the ,

. central economies-in thé 1950s, the effects of the Marshall Plan and
United States hegemony in the cold war perlod gave strength to the
idea that growth was associated with well-being. '

The .development process 1/ has shown & perglstent 51tuat10n

where a relatively high economic growth ‘rate has been accompanled by

R

1/ The review contained in this chapter refers to the economic
style prevailing in latin America, not in Cuba: which o6f course’
adopted a different economic and 500131 system from that of  the

rest of the countrles in -the region.
/a distribution



a distribution of income and property whlch falled to develop
favourably for the less pr1v1leged groups representlng at least
half the population.s This persistent feature over so long a period
has shown itself to be a characterlstlc of the prevalllng style of
. development. Any attempt to~give priority’ to redistribution 7
J ob3ect1ves or merely to equate them with other aims has, led to :
“crlses that have seriously affected. the system s 0perat10n.

. On the other:hand, the Latin Aterican economles have shown“_
great powers of adaptation to ‘changing- condltlons created by the
. actual, process of transformatlon of nroductlon and by external
.variables. ST o
In its economlc agpects,” the system has been adapted to the

needs of relatively advanoced stapes 6f ‘industrial development and

.. to an external context which Has from” time to t1me altered the trends

of trade and financing. On'the" polltlcal s*de,'lt absorbed a large
proportion of the middle strata that” emerged as a result of

urbanization, the:educational systen’and the 1ndustr1al development
process. The absorption of thése groups ‘widened the polltlcal base
of the system, which. lost :its pre-war character of a system w1th an

extremely ‘minority base.

(v) Extent and'dgpth'of the produ‘cti&i‘ changes

 ' :.Vigoroua eoonomie growth radically changed the production ™~
structure. The region almost quadrupled its product between 1950
and-l975; it increased its manufacturing output five-fold, its -
productlon of cement six-fold, of energy eight-fold, of machinery
and equlpment nlnewfold and its steel output fifteen-fold. ' These
1mportant changes 1n scale .were linked with substantial modifications
1a the structure of supply.

L"The region became industrialized and was able, with an
inoreasing degree of independence, to supply the transport,
commﬁnioations and construction sectors and a structure of -
consumption comfrising non-dufable_manufactored goods and important
lines of'durables.. Certain sectors of basic inputs such as steel
andﬂpetrochemical products, symbols of the first stages of heavy

1ndustry, are already operating in many countrles of the region.
' /Consumer expectations



* Consumer expectations, however, exacerbated by modern
information media, are reaching extensive population groups. The
capital formation required to satisfy 'this demand lies far béydnd'ul
the region's capacity. Accordingl&,‘if'the3iﬂdustrfél structure is
considered in relation to the sophisticated levels bf”demand‘éébfrbd
to by the high- and middle-income groups and by"thdsé‘dther social
strata which are endeavouring to attain them, it will be realized
that the terms of the imbalance between expectations and actual ;
possibilities which have so influenced the political attitude of the
middle~income groups and the growth of demand are still fully valid.

At the same time, the volume of production, which in absolute
terms.is appreciable, loses some of its value compared:wifh'thé
volume that would be necessary to solve the problems of critical
poverty affecting large sectors of the population. Hence, while the
progress achieved is magnified if considered in the context of the
population in“the modern sectors, it diminishes in relation to the
whole populgt%gn. _ ‘ A

The production changes also altered,the'scaie,~pomposition and
relative importgnce of foreign trade. Growth in the .first 15.years:
was essentially based on import substitution at the national level, .
so that the region played no-paft in the world's dynamic trade .
in manufactures. It also lost ground in world trade in important
agricultural and mining products. .The combination of these two factors
brought the region's share in world trade down from 9 per cent -in
1950 to 5 per cent in 197C. .. It shouléd be noted, however, that now
in the 1970s the Latin American countries are striving to open their
economies to foreign trade and diversify their exports, placing the
industrial development process in a wider context than the domestic
market. R

- The composition and volume of imports alsc changes as. a result

of the changes in domestic production. The region became an important
buyer of industrial intermediate and capital goods from many countries.
This represents a negotiating potential of which the region has not
yet. made full use, while it also creates a potential of the utmost:

importance for substitution and expansion in intra-regional trade.

/Whatever the



Whatever the context-in which the situatibn 'is analysed, thefe
is no doubt that the State and the transnational corporation were
the most:dynamic production agents and showed a capacity for
mobilizing resources in large-scale activities and p?bjeét%'whiéh‘:'
should be noted as one of the most significant developments in the
period. In particular, governments and public enterprises in key
infrastructure and basic resources sectors achieved impressive "
resulf{s. State management capacity today is far superior to what"gu
it has been in the past. A technocracy capable of directing policies
that mobilize high proportions of the economy's resources has =~
gracdually been formed. : The biggest public enterprises in some
countries attained a scale which makes them competitive at a world®’
level. ' '

(e) Inflexlblllty and change in the dlstrlbutlon of_progertz
and income

- ——— s iRk b

' The growth and transformation of production have been N
permanently accompanled bJ the process of unequal income dlstrlbutloha
This ‘Bituation has pers;sted both in boom perlods when any solutlon'
has been deferred pend1ng the beneflts derlvlng from growth, and “'
in periods of recession when a large part ‘of the burden of the J)
adjustments has fallen on the groups with least economlc and -
political powers S ' ' '

The unequal distribution of beneflts is found not only 1n
the distribution of the ownership of the means of productlon but'_
also in the concentration of technlcal progress in modernlzatlon '
characterizing the various productlon sectors. ' -

" The ‘unequal dlstrlbutlon of the OWnershlp of natural resources
existing at the béglnnlng of the 1950s was a matter of great E
political concern, but in practice it was not substantially altered
in favour of the under-privileged sectors. It was the ‘agricultural
sector in the’ early 1950s where it seemed posslble to achieve a
tfalrer distribution of property and where the economies of scale
did not seem to entail properties of t00'large a size. It also k
seemed suitable for experiments in co—ooérative forms of production

/or property.



or property. Available figures for the end of the‘19§Qs showjthat in
those respects neither agrarian reform nor any other type of measure
attempted in thls sense achieved any significant progress. Quite

the contrary, it seems to have 1ncreased the number of rural wage-
earners without access to the ownership or use of land, even of the
limited size requlred for family sub51stence°

Simultaneously with these changes, another very 1mportant
process was taking place. This was the formation of a new class
of rural entrepreneur who, taking full advantage of the technical and
infrastructure services. instituted by the government, responded with
considerable dynamlsm to the stlmulus of demand. The development
of the modern. agricultural enterprlse undoubtedly has an important
impact in terms of_lncrea51ng=product;9n and incorporating technological
progress, but it is also a factor of the expulsion of agricultural
manpower, and if presented as a solutlon to the problems of
agricultural supply it actually discourages agrarian reform decisions
and the implementation of programmes in this field. _

In the mining and energy resources sector the natural trend
towards concentratlon ow1ng to the technical nature of production
activities has been confirmed by 1ncreas1ng ownership by public
enterprises. When for political reasons these and other public
enterprises have increased employment.beyond strictly necessary
limits or have reduced the prices of products consumed_by.the,mass
of the population, this;hasAhad a re&istribﬁtlre effect at least
in the medium and short term both for the groups obtaining
employment and for the consumers. |

Manufacturlng has grown more v1gorously than any other
sector,_even though in most countr1es 1t started from relatlvely
low levels, 8O that a large part of 1ts structure has been createo
in the past 25 years: In many sectors the economles of scale
krequlre large scale plants which, added to thelr monopollstlc
character, leads to a strong concentration of ownershlps In many
countries the transnatlonal corporatlons and the publlc enterprlse
were the most 1mportant ‘agents in the more dynamlc sectors and

1ndustr1al ownership was 1ncre351ngly concentrated in their hands.

/The trend



The trend towards concentratlon seems to have extended even
to sectors which were tradltlonally spread out, such as the retall
trade. It is also S1gn1f1cant that forelgn capital 1s not only
conCentrated in dynamlc and technologlcally complex sectors of
industry but it also reaches sectors like commerce where 1ts
volume is necessarlly of lesser or scant 1mportance to the countries
concerned. - _

The concentratlon of ownershlp in economic act1v1t1es has
favoured the expansion of mlddle- and hlgh-lncome groups. The
1ncrea51ng size of the middle strata which generally originated in
the lower-lncome groups and worked 1n sectors with lower levels of
product1v1ty is in 1tse1f a s1gn of the posltlve effect of “the
expansion of this form of ownershlp. The 1mpllcatlons for urban
wage- earners in these sectors were on the whole also pos1t1ve°
For the marginal groups, however, the relatlve s1tuatlon meant .
:that the highly 1nequ1table olstrlbutlon of income prevalllng
at the beginning of the perlod was malntalned for more than half
the populatlono_ Of course, even 1n th1s group some sub groups may
be identified which enaoyed some not 1nslgn1f1cant absolute
1mprovements, however, compared with the consumer expectstlons
encouraged by the system itself, these appear totally inadequete.

TO—palliate the inadequate distribution of income, in the
first two decades the State implemented a public expenditure policy
aimed at covering minimum needs, particularly‘in the services sector.
State action in the fields of education and health were the most
successful forms of action. The marked decline in illiteracy and
the increasing peréentages of the population which had access to
prlmary, secondary and unlver51ty ‘education undoubtedly represent
1nest1mab1e forms of redlstrlbutlon of services; however, they have
not always benefited those most serlously affected by the dlstrlbutlon
of lncome, and the relevance of their content in satlsfylng
development needs left much to be de51red. The increase 1n thel
population largely echleved by the decllne in mortallty rates sPeaks
for itself of the successful results achleved in the health sector.

/If the



If the indicators of the social groups are considered in relative
terms, however, once again the impreésive improvements of some

- 8trata -leave the marginal groups in an even worse situation. Thus
the mlddle groups' successful efforts to gain access to secondary

and hlgher education, health services and other benefits deriving
,from State action push the 1ndexes of the most neglected groups,
partlcularly the rural poor, even farther from the countrles’ average
,VQlues than they were in the past.

The redistributive effects of these policies gradually lost
some of their importance as the demands of economic growth led to
a shift in emphasis in public expenditure to iﬁvestment i material
production sectors at the expense of those services.

Available figures for 1960 and 19?0 show that the dlstrlbutlon
of income did not change significantly durlng the decade. In both
‘those years the poorer half of tﬁe popula%ion obtained about 14 pef |
cent of total ‘income, the next 20 per cént about the same proportioh,
'and the top 30 per cent received the remalnlng 72 per cent. l

The figures in table 1, be51des reflecting the persistence of
_the unsatisfactory distribution of income, show the vigorous growth
of demand of the middle- and ‘high-income groups. Thése'groups, in
obtaining the lion's share of incohe; in fact mainly oriented the
strﬁcture éf supply and created a market of attractive dimensions
for the large-scale enterprise, particularly the transnational
corporation.

The figures available for a group of countries at the beginning
of the 1970s show that, although unequal income distribution is a
feature common to all of them, it has certain shades both between
the countries themselves and between the urban and the rural area.

It is clear from these figures than in some countries the situation
of the poorest 20 per cent is extremely serious and appears to be

concentrated in the rural sector (see table 2).

/Table 1
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Table 1

‘LATIN AMERICA: PIR CAPITA DICQE IN 1960.DOLELARS AND CHANGES IN 'THE SHARE “OF THE
VARICUS SCOIO-ECKHICMIC STRATA IN' THE TOTAL INCGE OF THE REGICN
Voo L J [ . -

Per~

l centage
' o i ' . 1:::2159 of the .
Share of each Per caplta income Increass in per per . total
: 7 ' stratum An in 1960 dollars a/ capita income stratum increase
Soclo-etonomie strata the total income n 19 rs . bt  repro-
o R - | ‘ ' k'.]: " sented
. o:ns by the
. . . 1960 111::&&83
1960 1970 1960 . 1970 ?:"‘ _ dlffo. . dollers)
i " S . . — cemtas o- ar stratum
2055 poorest s a5 . 53 55 38 2. 1076 o
50% paorest . 113.4 1349 92 122 132,5 30 4 025 15.8
205 folloving a1 23 306 259 63 3359 132
20} before the highest 1075 b6 280 b é'1'6‘ 45,3 192 10 237 409
: Oﬁ higliest . 1"‘709 lﬂ+.2_ 1 6‘}3 . “1 91]-5 " 1?"7 -. ) 292 7 785 30'?
.-555 highest. , . 33.14 ) ‘ 29{? 2305 2 630 . lha " 325 % 332 171

Souroe' CEPAL estimatas, on the basis’ of.‘ na.tiona.l surveys.
Note. The average distribution in Latin America in 1970 has been estimatad on the basis of 1nformation Providad
by Argentins, Brazil, Chile, Cclombia, Mexico, Paraguay, Honduras and Venezuela.

g/ Corresponds to-the sonsept of porsomal per oapdta income, o

/Table 2
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Teble 2
LATIN AMERICA: INCOME DISTRIBUTION IN CERTAIN COUNTRIES

{Peroentage of total income represented by sash stratum of the populetion)

] . ] Individual reciplents Houseoholds
Aprgenm Co~ Costa ‘ _ R Vene- Hone
tina Brazil Youbla Rica Chile Ecuador - Panama Peru Uruguay suela duras Mexioo
Haw Nea—
Urban ‘
Soolo-Economle Strata Metrom Na- X -Na- non- tional N~ New Na-  Metro- t:;:na-‘.l. W Ne-
politan  tionel :‘“;;‘; agrioul- 'O tlonal  tlomsl tlanal poldtan 1 tomal  tlomal
Area total ¢ tural agricul- urban total urban ares & T totsl total
- af of tural . : tural -
- ] % 8/ . & .
(1) (2) “(3) (%) (5) (6} (7). {6) (9) . (10) (11) (12)
2035 poorest . 53 1.9 2,8 k.3 3.7 2,5 2.6 2.6 2.9 3.6 '2.3. LR
3655 following 17.7 9,0 12,3 15.1 14,8 - 11,3 "10.1 11,5 13.3 15,8 ' Bo5 12,3
£0% poorest 23,0 10.9 15.1 19.4 18,5 13.8 : 11.7 L 16,2 1944 10.8 15.7
20% following 18,0 12,2 15.0 15,6 15,8 13,5 16,5 16.3 1843 17.1 10,9 14,8
205 before the 10% highest -27.8 24,2 2542 24,4 26,4 25.7 28,7 2546 29,8 27,1 28,3 2765
10% highest 3La3b/ - 52,80/ WhEb/  HO.6 392/ 68 . M Mo 35.7%/ 364 50,0 L2,ab/ .
Total 100,0 1000 -7 100.0 200,0  100.0 - 100.0 - 100,0° 100 100,0  100,0  100s0 10040
Goefficient of Gini I o R ' oo
consentration S oMob/ 0,63/ 0.53'9/" 049 0.49h/ . 0,56+ 0,56 D54 0.49 0,47 0,62 0,536/

Sourcest {1) Mattonal Institute of Statistios and Census, Survey on- amployment and unemployment, 1970

{2) {)93?13 (Brazilian Institute of Geograrhy and Statistics): Incomes Survey, RNAD (Ne.ti.ena.l households suway by sampling) - 2, U: qua.rter

(3) DANE (National a.dministra.tiva department of s‘ba‘histios) 3 Households ‘Survey 1970,

{4) Central Office of Census, 7% Households Survey 1371, Urben Areas,

(5) Central 0fflce.of Census, Continual survey of labour, November 1967,-February 1968,

(6) Natlonal Institute of Planning and Go-ordination, Households survey in the urban area, 1968,
(7) Statistics-and Census 0fflce, Sheotal survey on incomes. through households, 1970,

(8) Cantral office of Employment, Households Survey, 1970,

£9) University of the Remublis, The distribution of income in Uruguay, 1967,
{10) Centrel Office of Statistiocs and Hational Census, Households Survey, 1571,
(11) Central 0ffice of Statistics and Census, Survey on family income and expenditure, 1967-1968.
* {12) Bank of Mexlco, Survey on family intome and .expenditure, 1968, -

a./ A.o‘tiva reoipienta.
B’K

b/ In the adf
rgentina.

ents me

A mderest%ma,&on tha Gini coefficiecnts and the sha,ra of the lgat decile in income were
a.n

Brazil and 57,1%); Chile (0.53 and Bk,150); Colombia (0,56 and 47.5%4); Uruguwy

t

reapactxval
43.53%) and lfex

the t‘ollovln

100 (0.56

and 4 5.30)-
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(d) The structural problem of employment

The productive s&stem has clearly shoﬁn that ttrcannot generate
sufficient productive employment for the increasing labour force
of the region, end-ﬁarticularly’fof the'big‘contingente of urban
manpower. S -

Progress in the 1nternal mobilization of productive resources
and the growth of 1hve$tment have been insufficient 1n comparleon
with the supply of 1abour_swollen by the high population gmowth-
rate. The agricultural sector hae‘been‘losing labour through
migration from rural to urban areas. In addition, investment has
mainly been devoted to the develoPment of highly capital- 1nten51ve
1ndustr1a1 and 1nfrastructure activities, so that its effect on
employment ‘has been. partlally ellmlnated° These factors, among
others, directly affect the problems of open unemployment faced by
the countries of the reg1on Open unemployment in a group .of
17 countries of the reglon was est1mated at roughly 5. 8 per cent
of the economlcally active populatlon towards 1970, 1.e.,
approx1mately L million personsug/ .

Open unemployment however, is’ ne1ther the only employment -
problemAln.Latln,Amerlea, nor even the main one in quantltatlve o
'Vtermsn _ S o o o
o Studles on. the subgect indicate that "the predomlnant form
in which labour force’ under utlllzatlon occurs in the less develOped'
countrles 15 underemployment, and partlcularly 1nv151ble :
underemployment" é/ While the deflnltlon and measurement of the
different forms of underemployment is a subJect of much dlscu551on,
it is nonetheless an easily verlfled fact that much of the urban.

-and rurel poPulatlon of Latin America is employed in activities of

very low product1V1tJ, or their warklng potent1al is sporadically

l

v

-7 :See PREALC (ILO) The employment problem in Latln America
: . -and the Carlbbean facts, outlooks and p011C1es - Santiago,
"November 1975, table I- 2°

'-2/ Ibid., Chapter I..

/devoted to



devoted to temporary work or, ultimately, remunerated at income
levels which are openly below subsistence levels, if the latter

are defined according te¢ any social criterion. Estimates made by
PREALC to establish the order of magnitude of the emplo?ment problem
appear in table 3. They indicate that for a group of countries

of the region which account for about 75 per cent of the population
of Latin America and the Caribbean, the total under-employment of
labour, including openjﬁnemployment,and agricultural and non-
agricultural underempldyment, represented in 1970 the equiﬁalent of
28 per cent of the labour force; i.e., the productive potential of
one in every 4 active persons was not used. Almost 20 per cent of
the total underemployment of labour would be accouﬁted for by open
unemployment, the remaining 80 per cent being attributable equally
to forms of rural and urban underemployment; It is also noted that
generalizations about these 6rders of magnitude of the situation’
cannot be made for all the countries donsideréd nor for all the
forms of underemployment of labour.

This vast underemployment of labour is linked with a number
of features of the productive structure of the Latin American
econony and, in particular, with the marked differences in the
technological level of the productive units within the different
branches of production. As a counterpart to the high concentration
of capital, a dominant feature of the majority of producfive units
of the economy is a chronic shortage of capital and backward
technologies corresponding to ihcipient stages of development.

The productive processes are thus highly heterogeneous,
which results in very uneven productivity and incomes. It is
estimated that towards 1970, for the region as a whole, the
"modern" sector mainly based in manufacturing industries and mining,
and to a lesser extent agriculture, absorbed only 12 per cent of the
labour force while accounting for 50 per cent of the production of
goods; while thé "primitve" sector, heavily agricultural, absorbed
one-third of employment and céntributed 6nly 5 per cent of :
the product, the remainder of employment and the product being

distributed among the intermediate sectors.{(See table 4.)
/Table 3
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_ Tabla 3
LATIN AMERICA: TOTAL UNDER-UTILIZATION OF LABOUR IN AROUND 1370

. . . . S . Equivalent
N Eoonomically aotive Open lEqulva.lent Non egrioul " non agrioul- Tptal under-
N unemployment tural undsr= . utilizetion
S ‘ ' o 3 _population unemployment 1n agrioul tun ) love t‘-'/ tural of labo
Gountyy - T o . i egrioult employmen . employment ur
T' tal Agrisul- Non agri Thou- Rhte_ Thouw Rate Thouw Rete Thou- Hate Thotw Rate
e tural  ocultural sands a/ sands g/ sands a/ gends . af sands af
Argentins - S 8:823° 1318 - 7505 168 1.9 132 10 2 086 - 7.8 901 1240 1201 1346
Brasil : - C98-04% 11965 16079 193 6.9 4188 35 6994 435 3505 218 9628 3
Colombis, - T 6 395 2 686 3709 .43 7. 672 25  1USh  39.2 743 2042 1 894 29,6
Chile - oz 665 2056 130 540 133 200 . 779 9 356 .17.3 619 22,8
Moxioo 12°473 5 293 7 180. L7k 3.8 2 322 bo 2003 27.9 847 11.8 3643 292
Venesuola © 3015 714 2 301 187 62 136 ‘19 987 42.9 k72 2045 795 2l
AL the countries ldsted - 61471 22641 3883 3367 5.5 7563 g 14303 368 6830 17.6 17780 28k
Peroentage of:unden-\;tilization _ o ©18.9 EETE S o ‘ - 3B 100.0

Sourge: PREALC (ILO) - The problem of -employment in Latin Amorioa. and the Caribbean: situation, prospoots end poiiolsss Santiago, Novembar 15975,
For the souraes and methodology of the ¢aleulation ses tables -I-1 to I-B of the studv mentloneds
_/ The rates fafer to the. relevant soonomioally adtive populations

_/ The total under-utilization hae been caloulated on the tasis of the peragantags diffaranoa between aupply and demand of labour, thus inoluding

open unemployment. The: methodologies used are not alwnys the sams, partly beiauss of 10031 features, gso that the figu.ras should not be taken
at their abaclute vs.lua: they only serve to estimate orders of magnitude. : . -
_/ Eatimtes besed en sffiolal figures from rasea.roh on ramily insones.

s
-
*
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Table B

ISTOATE OF THC COMPOSITION CF ZPLOYMENT (D THE PROIWCT I LATLI ARTRICA
BY TECGHIOLOGICAL STRATA AT THZ END OF THE 1960s

Latin Americe Central America Argentine
inter _° Imter Inter -
¥ - - - - Former Toteal
Curreitt tedate Fomar Tata;l. Currlent ‘ediate Formerl Total Currertdt diate o
Tote) product | ) e . . ‘ . - :
Enploynent 124 Wy .3 200 Bul 0 336 550 100 20,3 &8 . 5.3 100
Produet © 533 b1,677 5,1 0100 h26 43,0 ol 100 50,6 B0 0.9 100
A-riculture ) . .
EzpJoymowt . 6.8 27 65.5 100 5.0 15,0 80,0 . 100 .0 57,0 18,0 100
Product Y7.5 332 19,3 100 439 D6 25,5 100 6,1 323 . 6 100
Hanuf agbures : - ‘ S
i Brployment ’ D 17,5 4,9 .6 100 1.0 57l H£.6 0 100 Beb 0.6 4,8 100
 Product . - 6245 36,0 1,5 100 @ 636 304 %3 100 621 35 OM4 100
Hind o - : o - S ,
© Beployment 38,0 ez Z8 100 20,0 40,0 2,0 100 50,0 40,0, 10,0 100

{ Product 9145 7,5 1.0 100 57,2 40,0 2,8 100 77,8 .6 0.6 100

Source: CZPAL, The laboupr foree and e 0610 dev.elopmen‘b of Lotin Amerdes in recent Ve ars, /0H.12/L.1,

[
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The significance of the primitive sector from the standpoint of
employﬁenf would:eertainly increase if the vast services sector
were taken into account. The primitive sector of production thus
" holds a large proportlon of. the worklng p0pu1at10n 1n condltlons

of low product1v1ty and very 1ow 1ncomes whlch constltutes the main
source of the underemployment -of- labours As may be seen in table 4,

the technologlcal dlfferences vary among branches and among countrlesof
_To 111ustrate these dlfferences, :the table shows the extreme cases’

in the region.

Unemployment and underemployment of labour, comblned with
distributive problems, are respon51ble for the fact that large
sectors of the Latin American population currently live in COndltlonS
of extreme poverty. The extent of this poverty can be seen from
recent estimates which are summarized in tables 5 anq‘6, Table 5
is taken from an ILO Studynﬁf aﬁd'indicateS"that'about 43 per cent. -
of the Latln Amerlcan populatlon in 1972 live in conditigns of
"serlous poverty",‘l.e.,Amore than 110.million persoms, of: whom
70 million (i.e., 27 per cent of the population) may be said to be
"destitute'. Table 6 summarizes the information for various countries
of the region on the basis ¢of a minimum balanced diet according to
national ﬁutritional patterns. It establishes a proportion of the
population ¢f each country with incomes below the cost of that diet;
it appears that the incomes of about 35 per cent of the total populafion
of these countries are below the cost of'that diet, although with
great differences in the situation of each'country. Overlooking
the difficulties inherent in the delimitation and measurement of
the "poverty 1ineﬁ and the definition of the problem itself, it
.is clear that widespread poverty is a serious problem facing the
region, which is in clear contrast with the potential which eould
-be derived from the expansion of production and the rates of

economic growth.

Ly . 1ILO: Emﬁloymegt, growth and basic needs, Geneva, 1976.

' /Table 5
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Table 5

EXTENT OF POVERTY Ii! DEVELOPIIG COUNTRILS, 1972

) In state of ,?/ ‘ "Indigo‘n‘b"l’/
Co . Total Vextreme vpoverty!
Region AN population Perm- Perw=
: : (milliens) 11113008 pont  Millions vort
a56 age
Asto 1196 853 71 499 42
Mrica - o 345 239 69 13
Latin Aneriea 274 18 bs 73
Total of 1 815 1 210 74 706 39

Source: ILO, Employmemt,; growth end esseitlal needs, Gemva 1376, p. 23

_q/ The state of Mextrera poverty' ariges tnthe case of amual incomes of less than
US$600 for Wasiern Zuropey US$180 for Latin Anerdoeay USHLLS for Afrlca and US5100

for Asia,

3/ The state of “ndireuse" arises in the case of inoomes of lsss than US$250 in
Western Europe; US$50 in Latin Amerdoay US$59 in ifrisa and US50 in Asia,
9/ Excluding the developing coumtries of Europs and Oceania with populations of

25 million lnhabitants and over,

/Table 6
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Table 6

THE SIZE OF THZ STRAT OF EXTREIE POVERTY IN SOME
LATIN AERICAN COUNTRIES IN 1970 = ESTTMATES

pcrminl T o Population
Amnual per capita op -
with incomes .
oost of the mini below tho
mus bplanced diet b
P PO PR . - e °°st. @, ﬂle
assording to
5 ninlmum
natlonal feod _
valanced
standards ot .
1960 dollar - o
¥ i o) of {pereontagss)
Arzontine ) - 2445 - 1
Bpazll . 15 o
Coloubia N . ' 150 . 43
Calle 295 29
Fetrdor . e C 135 e e 35”
Honduray - R 95. . R 19
Ieiico . 220 o - a
Paru S 1% _ o L
Vanmazuela ' ) 180 . 22
Totol of wowririss- - , . _ ‘
my : oL T e ) . c ﬂ

Sourens "Ra,oul Helson,

&f Cost of food. omloulsted on the basls of the most recert income and sxpenditure
swveys of eacth oouniry. 45 1s shown by gsome national alimentary patterns
whieh reveal an excess in the comsumption of articles of low nutritional volue
and & deficdt of others of hlzh value, the amwmal cost of the average balznoed
dlet could be lower if the food habits and taboos observabls in ths various
countriss of the area wers charged,

lg/ The countrles membionsd mecount for just over 855 of the tobal population of
Latin Amerlga. '

/(e) Changes
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(e) Changes in productive, commercial and financial relations

with the exterior

The relations between the changes in the .economic and social
process and the evolufion of the international context are further -
significant features of developments‘over the last 25 years.

In production, the links with the exterior changed significantly.
Direct foreign investment was directed to different sectors than in
the past. Investment in natural resources lost ground in comparison
with investment in the more dynamic branches of the industrial
sector. The nationalization of wmines and petroleum heightened this
trend over the last 5 years.

Foreign investment in agriculture and mining was, in general,
of little significance, except in the case of oil in Venezueld in
the 1950s. Likewise, investment in mining was. occasionally important
during relatively short periods in medium and small countries, but
this investment is of little consequence for the region as a whole.

On the contrary, and particularly in the late 1960s, direct
foreign investment rose considerably in the more dynamic branches
of industry, and for large countries like Brazil and Mexico it became
a dominant economic force in key products in such sectors as metal-
working and chemicals. Furthermore, the foreign companies became
transnational, and thus their operations became more complex. Thus,
for example, their relations with their mother cowmpanies had
important effects on the balance of payments, since the flows of
imports and exporis were determined by the interests of the
corporations rather than by clear national policies. Again, these
companies’ ownership of technological innovations, access to private
and public international credit, attraction of domestic credit and
use of national and imported basic inputs,; make it difficult for -
the countries to work out suitable control or orientation policies.

In international trade, the countries greatly changed the '
composition of exports and imports. - Exporis tended to become
diversified, both through the growth of the commedities characteristic

of each country, and through the increasing incorporation of

/semimanufactured and



- -18 -

semimanufactured and manufacturqduproducts; This caused many
countries to cease to be dependent on the foreign market fofha
single product, which represents an appreciable step forward for
the management of the balance of payments.

" Imports changed in line with the process of internal
transformation of production and, particularly, the progress of.
industrialization. The structure of imports today is more complei,
and specialized intermediate: inputs have increasingly taken the
place of consumer goods, which has caused greater rigidity at the
qualitative level. There are no striking differences between the -
import/product ratio at the beginning and the end of the period,.
but today the goods imported are cerfainly_of greater technological
complexity than in the past, as befits a new stage in Latin
American development. 7 , . '

The adjustment of the structure and amount of external
financing to the new conditions in international financial markets:
in the second half of the 1960s is another important change in the
last ten years. During much of the 1950s and particularly in the -
middle of the 1960s the region received small amounts of external
financing, and most loans caﬁé from official sources. Subsequently, -
this situation changed significantly. Funds became abundant and an -
increasing amount of the financing tended to stem from private
international banks. The region's capacity to tap this financing,
and its role in.economic growth, became fundamental features of
recent years.  In .particular, the large countries became closely
linked with the international financial market, establishing a-
system of relations which is radically different from past practice.
The flexibility and rapidity of operations, the criteria for loan
analysis, the shorter loans and higher interest rates differ from
the conditions of officiai3loansd The governments have had to
develop a new system of relations: and negotiation which is in.
many respects intimately linked with the transnational corporations.

Al
:

/The region's
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The region's indebtedness as a result of this system of
financing creates a different balance-of-payments position than
at the begihning of the period, since the amount of debt service
absorbs much of current export earnings. The region must therefore
strongly promote exports, once again adjust the productive structure
to reduce imports, and thus find new openings in world trade and
in the world economy. Trade of manufactures with the developed
countries and within the reg1on is presently at the take-off stage
and w111 represent a new stage in the foreign relatlons of the

region.
2» Social change
(a)  The persistence of distributive problems

. As indicated'at'fhe outsét, econo@iq-gfbwfh was accompanied
by serious problems and contradictionsa' Thesé are related to the
basic social and polltlcal structure, and therefore an overall
appralsal must 1nclude a study of the soc1al transformatlon which
accompanlea economlc growth°

Social change was in many respects greater than, but dld not
conform to, the forecasts stemmlng from the concept of development,
It was thought that un¢ess 50010 econonmic reforms were carried out
and capital formation efforts supported by external assistance,
it would be dlfflcult to maintain simultaneously stable governments
and democratic values. The wretched plight of large groups of the
population gave'grounds for believing that social and political
tensions woul& ipdrease dangerously, particularly in the case of
the great agricultural masses: hence the acceptance by some
leadership groups of reform plans which could lead to a national
society based on greater social consensus. During the last 25 years
no substantial changes have occurred, in most countries, in access
to property or to income on the part of the mass of the population;
nor have fundamen%al changes occurred which would give the

underpriviledged groups a significantly more equalitarian share.

/(b) Population
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(b) Population trends and urbanization

8001a1 change was strong 1nf1uenced by two unrelentlng
and quantltatlvely hlghly 1mportant phenomena populatlon growth
and mlgratlon from the country51de to urban areas.
During the perlod the average ‘rate of populatlon growth was lﬁﬁ .
2.8 per cent, and the region's populatlon grew from 160 to b
315 m11110n persons between 1050 and 1975. "The populatlon of
cities w1th less than 20 000" inhabitants represented three- quarters
of the population in 1950, and about half in 1975. This striking
change caused the population ‘explosion -in the large cities. In 1950
Latin America had 6 or 7 cities'wieh over one million inhabitants;
in 1980 it will have 25. At present it already has one city with
over 10 million inhabitants (Mex1co Cltj) and three more which
are close to that marh (Buenos Aires,. Rio de Jan51ro and Sao Paulo)o
The countries continue to differ greatly in populatlon
patterns and trends. Four countries with approximetely 15 per cent
of the-population of the region have already undergoné the demegrabhic
transition to moderate growth ratesa In fhfee of these countries,
60 per cent or more of the poPulatlon was urban in 1970, the rural
populatlon was constant and its contribution to urban grewth will
be moderate. Five large or medium-sized countries with abeut
68 per cent of the regional population have rates as high as or
higher than the Latin American average. They all have reasonable
expectations that these rates will begin to fall at thejend of the
1970s. Tney also have high rates of urbanization and the rural
populatlon growth rate is relatlvely low (about 1.5 per cent annually).
The remaining countrlee - which account for approxlmately 16 per
cent of the population ~ are in general small and rural, with high
population growth rates which will not fall in the Short;run since
they still have high mortallty rates which can be brought down.
Rural growth rates contlnue to be hlgh, between 2 and 3 per cent

annually.

/(c) Occupational
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(c) Occupational structure. Growth of the middle strata

The great urban expansion brought with it heavy demands on
society, as was foreseen in the post-war period. It was then
supposed that industrialization and the expansion of services
would provide the occupational answer to rural/urban migration.
Urban planning would enable these explosive urban settlements
to be controlled and organized. '

Judged in absolute terms the occupational achievements of
industrialization and the public services may be considered
satisfactory. Against a § per cent growth of the urban poPulation,'
however, they are inadequate. The job deficits were made good by
the activities of the so-called informal sectors. These succeeded
in becoming stable and adapted to the urban societies, and have
come to form a system which generates its own foris of supply and
demand. _ |

In the context of the functioning of the modern and informal
sectors new population strata were generated. The groups in the
so-called "higher’ or ‘middle" occupation 5/ have increaseé their
share in the occupation strata, which shows the urban economy's
capacity to promote the formation of high and middle-level social
strata (see table 7). Contrary tec what was supposed in the 19605,
low~-skilled jobs in the tertiaty sector,é/ did not increase unduly,
and the percentages tended to remain much the same. Naturally,
the absolute nunber of jobs of this kind rose considerably, with

a great impact on the distributive preblem. In sum, the occupational

sy up/
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Table 7

OCCUPATIONAL STRATA, 1960-1979
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Costa Rica -

100.0

100.0

~ Argenting Brazil ~ Chile Eouadop - Pansma, Paraguay Uruguay Venezuela
21960 1970 1960 1972 1963 1970 190 1570 1962 1968 1380 1970 1962 1972 1963 1970 1960 1973 .
914 3%.2 15.0 2143 - 33’.,6' _1&6.- 20,9 27.8 25.0 8 16.& 21,8 11.8 13.3 50.3 4s .8 213, 96,8
LY : l3 1.9 «l . 3.0 . Tq% o 1.5 2 1-7 j&:i- 1.3 1.0 1.2 1. Qe Se 1e 3¢
2.4 [T 0a2 1.6 - kb '3,1 - 37 b9 91 12.1 0.9 1.3 2.7 3e1 3.0 38 S f.v.o
0.7 N la2 . 07 o._5 o.z . 0e3 0.6 0.6 0.7 1,3 : 0.3 0.3 0ub Oub 2.5 1.5 0.4 - 0.6
4.7 55 2.6__ 4.3 9. ;7 11,0, 4,0 6.2 5e3 - 7s2 4.3 5e 26 31 75 743 k.8 B2
1.1 - b 12.8 & 34 LA 2.2 04 L1 L7 2848 0.3 04 13- 0.8 1.0 1.3
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On the other hand, it established a clear difference between these
strata which nanaged to incorporate themselves in the more dynamic
and "modern® production énd service sectors and those which

remained outside them.

(d)  Economic and political problems of urbanization

These problems were unquestionably too great for the capacity
of urban planning to deal with them. The resﬁonse of the Btate
to the challenges of urban growth was cohceﬁﬁ?d%ed in housing
rolicy. It was the middle strata, however, hhich'had the greatest
access to the benefits of government action, ‘thus’ 1n01den ally
showing their capacity for political mobilization. : -

" Government urban policy was unable to avert ahé¥6wing split

within the large cities. On the one hand, there were the modern
districts, far from the centres, based on the widespread use of
automobiles, and on the other, there remained the unsatisfactory
-human ‘settlements spontaneously created by rural-urban migration.
Government policy on these settlements ended up as State assistance
in viéw of thé amount of resources necessary for a modern housing'4-
or urbanization programme. R ‘ ‘

The issue of political tension origirnating in these large
urban groups has come to occupy-a central position. The problem
is to avoid a social and economic breakdown in an urban eednomy

with unfair income distribution and access to employment and services

I

and with obvious contrasts in consumption levels and life-styles.
It seems that ‘the combination of a small but effective percentage
of real opportunities, moderate ‘increases in consumption, hdpes
of progress, ‘nidimum welfare- p011c1es and authoritarian reglmes

has kept the: .Situation under control.

/(e) Rigidity
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{e) 'Rigidity and-chahges in the rural sector ' -

The rural 51tuat10n today contlnues to be worse than the

urban situation. The absolute poverty of large strata and the
bad distribution of property and power were and still are
characteristic of rural areas._ In the 19508 and at the beg1nn1ng'
of the 19608 1t was thought that agricultural reform was not only
a soluthn to rural problems but also & meagure which was.in step
with the process of 1ndustr;allzathn," It was assumed that the
State, thé industrial entgepreneurst;the middleﬁblasses and urban
wage-earners and‘fhé-rﬁrai.masses ﬁad common‘intefests in a policy
which would lead to a more. efficient use of ‘the -land and rural -
labour, and higher productlon and incomes which would furnish new
narkets for manufaptuxed_gopds.and.0pen the way for rural democracy
and the organization of groﬁps which would break the power of the
1andown1ng sectors opposed to developmenta ’ .

The hlgh costs of agricultural, reform, 1t5 slow maturation
and above all thg ev1dent fgct,phat the. groups involved could
reach most of fhgir goals at the expense of the rural masses whose
political pressure was weaker than had been supposed, took the
wind out of the sails of reform, leaving a high percentage of the
potential beneficiafies in an under-privileged situation.

The slow or tortuous progress of agrarian reform led to a
large number of proposals usually suggested as.complementary but
vhich were in fact alternatives. The most important were colonization
and the relocafion of poor rural groups through the expansion
of the agricultural frontier, agricultural extension in the form
of supplying rural areas with public services, the creation of
. agricultural uhions énd basic organizations and '"‘community
development' policies designed to co-ordinate and unify the other
initiatives.

.l‘..'-.-.-i:“:..:-.. B . /AS a
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. As a result of the economic development of the system and the
siight impaétwof'most of these policies, the prbblems of tlhe
past have tended to persist to a large éxtent in rural areas.
At the same.time, however, there are a number of important changes.
In the first place, a modern commercial agricultural econony
has emerged primarily among the large and medium-scale landowners
who have made better use than any other group of the State
infrastrﬁcture projects and of agricultural extension in the
form of technology. Secondly, agrarian reform did free some of
the beneficiary groups from extreme poverty.  Others managed to
enter the commercial economy or acquire non-agricultural sources
of income in transport, trade and artisanal or other activities.
These successful groups widened the gap between themselves and
those left behind, in the eyes of the latter. These became a
scattered, landless wage-earning mass depending on seasonal labour
and without political power. Finally, important progress was
made in education and health; however, as in so many other areas
the rural/urban gap tended to. remain or .even increase, so that
such successes are once agair relative. These transformatiens
improved the situation of -some groups and also created in the
rural sector a more complex stratification than in the 1950s,
in which the more underprivileged groups were unable to improve.

their relative position or solve their more serious problems.

/3. Bconomic
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3« Economic dynamism and change

(a)" The develqpment strategies and external eondlélons. Stages of
the growth;process o e P o

The . rate 'of economic growth ‘and the orlenta¥1on of the changes
in productlon were ‘determined by the combination of’ 1nterna1
development p011c1es and potentlal end external factors at the '
national level. ' I '

The 1nf1uence of the external factors was partlcularly marked
in the fluctuations of the rate of growthc The size of the economles
and, in general, the internal development condltlons 1arge1y '
determlned the trends and crlentatlon 'of the changes in nroductlon.

'The various forms which these factors took ‘gave rise to marked
differences between countries and different stages in the economic
growth of the last 25 years. The evolution of the external variables,
in relation to exports and flnan01ng “for example, was similar for |
many ‘countries. * However “the dlsparlty in the supply of natural
resources, the size of infernal markets, ‘salary levels. the soc1o-f
political organlzatlon'and the'capac1ty of defining and 1mp1ement1ng
development p01101es led to ‘economic processes w1th varylng dynamlsm
and structure. ' ' ‘ '

‘Two stages can be ‘distingiisted, in this leng-tefm analysis of
the econmomic develcpment ‘of the’ reglon,‘lf the ‘evolution of these
internal and external factors ig considered in the COuntrles which
have the highest percentages of population. The first covers the
decade of the 19505 and the first five years of the 1960s. The
second covers the rest of the decade of the 1960s and the 1970s.

This division into two stages in the middle of the last decade
naturally constitutes an analytic simplification. It does not
necessarily have precise applicetion for each of the countries because
ef the particular features already mentioned, and fhe selection of the
year 1965 as aldividing line mainly serves the purposes of statistical
simplification. Nevertheless, significant and characteristic features

prevail in each period which justify this global approach.

/The first
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.. The first stage.(1950-1965) .is characterized by an external
situation which after the boom in Korea developed unfavourably for. ‘-
the region. = After an.initial period in which the prices in the
international market rose rapidly and the volumes exported increased,
there was a slackening in the .external markets.which lasted until
the mid-1960s. Exports .grew slowly and the terms of trade
deteriorated. At the same .fime the borrowing capacity and
availability of external financing were relatively low. Substitutive
industrialization was accentuated. and imports grew ;slowly in many
large and medium-sized countries, The imports coefficient fell, and
this phenomenon reached significant proportions in some countries
and p@rticularly in Brazil. It should be stressed, however, that the
external situation was not unfavourable for all- the. countries,
part;cularly for most of the Central) American countries.

. The slackening in the rate of the capacity of external buying
aiready described stimulated. in, most countries, although to varying
degrees, the trends towards the-.substitutive industrialization of
imports which had emerged during the 1330s and after.the Second World
War. The countries in which the imports capacity suffered the
greatest restrictions, such as the countries of the southern cone,
Brazil and in some years Mexico, had to make major internal efforts
to implement their industrialization strategy. These countries
experienced a decline in the speed of the process at the end of the
19505 and the beginning of the 1960s, of varying intensity and
fluctuations in the different cases. Through their greater efforts
these countries, particularly Brazil and Mexico, advanced more rapidly
in the stages of industrialization, but the restrictions of imports
led them to force the substitutive process to levels which were not
always compatible with the desirable requirements of efficiency and
which passed on the excessive costs to the consumers énd other
production sectors.

Other countries of lesser economic and demographic size, such
as the Central American countries, did not suffer similar restrictions

ip their external conditions and towards the end of the period a first

/and fruitful
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and fruitful stage of subregional integration began to materialize.
This enabled them to secure an advance in industrialization which =
would not have been easy to attain in restrictive external conditions
because of the small size of the markets. '

The second stage, which lasted from the middle of the 1960s up
to the 1970s, is characterized by a gradual improvement in the :
external conditions which reached a peak in the biennium 1972-1973.

- Exports increased in‘aynamism'and-diversificétioh'and the
ratios of the terms of trade tended to improve, as well as the
availability of external financing, particularly during the 1970s.

At this second stage there were marked disparities in the
capacity of the countries to adapt to the new‘internétional context.
The differing conditions of the Latin American countries for
securing external financing, embarking on new targets of change in
internal production and diversifying exports created marked diversity
in dynamism and ‘the national economic procesces. '

' The countries which téok greatest ddvantage of the external o
situation were those which combined an active policy of internal
change with dynamic iﬁdorporation'into'tﬁe external commercial and’
financial market. | - -

In general the Latin American economies carried out major
changes in the institutional“structufe of:pheir ééonomies. The
goveraments gradually progressed in planning their dctivities in both
‘the long and the short term. Although they did not always succeed in
including the action.witﬁin the framework of a formal plan, public
activity in practice gained in coherence and clarity of objectives.
The increasing level of fraining of the public tééhndcraciés and
bureaucracies contributed greatly to this improvement. In many '
countries they showed a capacity to carry out major investments, both
in 1nfrastructure and in industrial sectors, and to smoothly operate
economic¢ policies which made it possible to carry out 1ong-term '
strategies and adapt to the changing external conditions.

Progress was also made, although more unevenly, in tax,

administrative and agrarian feforms. ' These reforms naturally provoked

/greater reactions
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greater reactions. than the rest of:the public action and, particularly
in the .agrarian-sphere, the advances are far from satisfactory'ihf"
most cases. ‘ o

The financial markets were organized by promoting major -
processes .of accumulation and .a greater .incorporation into the
international framework. . Inflationary-adjustments were progressively
introduced into these markets. so - that the distorsions registered in
the capital and investment markets were eliminated. o

The improved institutional organization of the public &ector
made it possible to carry ocut an economic pPolicy which, while in "~
general maintaining the objectives of industyialization, adapfed the
instruments to -the new conditiochs. .17+ SO : '

. The economic policy incorporated the growing concern about-
inflation in an organic way.--Inflation;“whidh"in‘the-firét stagé was
limited to a few countries, -ended up by becoming a widespread
phenomenon during the 1970s in.theicontext of the Wworld inflationary’
process and because of the varied &dction of external #nd internal
factors.in the countries.of the region; as is explainéd ih chapter IV.
The efforts to harmonize growth; inflation:and employment show that
many countries are. introducing more:elaborate forms of economic policy;

The new international conditions and.the rigidity created in
many countries by imports substitution detérmined or facilitated
changes in economic policys ' Inigeneral, the countries tried to
insert their industrialization process.in broader markets so as to
be 2ble to realize new stages and remedy some of the distorsions of
. the past. For this they combined a policy of éxport promotion with
greater liberalization of imports through medsures affecting thriffs,
exchange rates and tax subsidies. BT T

The requirements of the accumulation process, together with the
concern to maintain a reasonable degree of autonomy in the operation
of key sectors, also led to a reconsideration of the attitude towards
foreign capital. In respect of natural resources there was a h
widespread attitude in favour of their nationalization which snabled *

the countries to maintain or recover control of their gining and =~

/energy activities.
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energy activities. In thé other sectors of the economy, however, an
attitude more favourable to foreign capital prevailed which in many
cases was reflected in a major influence of tranénational enterprises
in the more dynamic sectors of demand. '

| Accelerated economic.dynamism and major changes in production
developed under the new external conditions, encouraged by the
national policies. In these circumstances  the most favoured
countries were those of large market size and other small countries
which began to exploit rescurces with good international prices which’
proved to have an appreciable marginal. effect on the economy. Aﬁong '
the. first grgup; the countries which were particularly favoured were’
those which, relying on the industrial base already created by the .
mid-1960s, offered attractive political and salary conditions for
foreign capital, secured appreciable proportions of the financing

and technology and carried out a decisive industrialization strategy.
Among the second, those which gained most were. those which, taking
advantage of the balance-of-payments situation created by the
expansion of exports, secured external financing.and on this bagis =
embarked on the first stages of industrializatiom. . - ‘ e
. On the other hand, there were the medium-sized and small
countries which‘had‘already carried out the first stage of the
substitutive process or which did not -have adequate natural resources
to substantially increase the income of their exports.  These
countries were faced with a double problem: they neither possessed a
market with capacity to advance -in the industrial process and secure
external.financing, nor were capable of satisfying a more sophisticated
demand by means of external trade. The subregional'intégration
schemes then appeared as a suitable solution for a major group of:
countries.

In many countries the improvement in the purchasing power of
exports and the abundant external financing reversed the trend of the
previous period towards decline in the imports coefficient. The
economies functioned during the period with a greater availability of
imports. Although the flexibility of supply deriving from this

—
~

/circumestance should
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circumstance should be noted as one of the factors which made p0551b1e
a ‘high level of dynamism, it is equally true that the system -
functioned with increasing foreign borrowing which became accentuated’
from 1974 onwards when the external conditions deteridrated because '
of the effects and repercussions of economic recession in ‘the
1ndustr1a1 countries and the deterioration of the terms of. trade
aggravated by the rise in petroleum prlces for the 1mporter countrles.
Thg external debt services and repayments of direct foreign investment
sfeédily increased in magﬁitude and towards the end of. the perdiod
conétitufeg oné_of the major causes of the deficit. in the balance of . -
paymenfs_oﬁ fhg‘current account. Furthermbre, a considerable
pr0portion_of the debt had been contracted with the private foreign
bank which operated with more onerous and risky time limits, .interest
and conditions than fhose prevailing in multilateral official financing.

The serious external bottleneck which is revealed. by the high
deficits on the current account of the balance of payments in the non-
petroleum exporting countries, ﬁhich began in 1974, affected the
drastic fall in the rate of economic growth in 1975 and this problem
prevails in spite of a certain improvement recorded last year.

A new stage in the economic development of the Latin American
countriés, offering varying prospects according to the particular
conditions which affect them, finally seems to be emerging. The
petroleum-exporting countries,tand especially Venezuela, have favourable
prospects for acceleratlng their development and can appreciably
influence the economlc dynam1sm of other countries of the region if
rec1procal trade is expanded and economic and financial co-operation
strengthengd. The other countries, however, will have to confront the
sclution of their acuteiprobleﬁs‘of external paymgntﬁ_in an
international situation.which'ﬁill be less favourable than in the .
Years before the repéssion,wp&rticularly if the recovery, of the growth
rate in the industrial countries continues to be delayed. -

For this second group of countrles the development of their
1nternal markets, a new stage of industrialization in intermediate

essential products and capital goods, which will undoubtedly vary in

/nature and
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pature and dynamism from one country to another, and ‘also the
broadening and.diversification of regional trade‘and,trade:with other .
nonqtraditional areas will be the decisive factors, in some more
urgent aspects than -in recent years, in promoting their subsequent

economic development. -

(b) Acceleration and dlfferentlatlon of economlc growth between
,countrles- e : B S -
Throughout ‘this perlod the rate of economlc growth of the reglon
as a whole tended to accélerate. The average annual growth rate rose ’
from around 5 per cent durlng ‘the 19505 to about 5 5 per cent 1n the
19605 and 6.3 per cent in the first hal? of the 19705.' Over the'
twenty-five years this is’ equivalent to an average of 5.5 per cent a t‘
year, which exceeds ‘the rate of the developed countrles w1th market
economles by nearly one’ per cent. Thig did not ocrur in the case of
the per capita product because whlle demographlc growth reached‘rates
of nearly 3 per cent the reglon d1d not succeed in doubllng 1ts per )
capita produé¢t or in- 1mproV1ng its relatlve posltlon 1n relatlon to '
the developed countries. (See’ tables 8 and 9.) -
The greater dynamlam covered, “the great maJorlty of countrles
despite ‘the differences in rhythm which can be dlstlnguzshed between
" them. During the 1950s only three countrles exceeded 6’ per cent, -
while in the first half of the 19708 seven attalned that rate,
1nclud1ng Brazil and Mexico which account for about 50 per cent of
the population. Similarly in the 1950s seven countrles d1d not attaln
4 per cent, whlle in the first half of the 19?05 only four falled to
reach this rate. = '
As has already been ‘pointed out, the dlfferences between ‘
countries in respect ‘of the slze of nat1onal narkets, cond1t10ns,'and 1
internal potent1a1 and p011c1es, 1n the end led to dlfferences in ’
the rate and structure of thelr growth, espe01a11y in the 1ast stage\'
considered. The less favoured countries were those wh1ch encountered

difficulties or IIMItatlonS in pursulng the1r 1ndustr1allzat10n process

R e :

/Table 8
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Table 3

LATIN AMERICA: CROWTH RATES OF THE GROSS DOMESTIC PRODUC’E&I

{Perosntagzes)

e e

1.0 %0 1.9 20 to 249 300 to 3.9 4,0 to u.9 5.0 to 5.9 ' .'6:.0 to 6.9 7+0 and over
| 1950-1975
Uruguey (1.1) " Bolivia (3.5) Honduraa (#.l}.-\ dﬁlo&abia. (5el) 7 'Venszuela {£,1)
Argentina (3.8) Paraguay (4e3) - Guatemala (5.1) Mexieo (6.5)
thile (3.9) Eoundor {542) Brazil (6.7)
. El Salvador (543) Costa Risa (6.9)
Peru (5+3) Panaza (€45)
Dominioan v [ }
Republio (5¢3)_/ """ i
Nicaragua (5.9)-: "
. ) ‘Latin Amerioa (5-5)
o 250-1266 :
Haitl (1.0) Argantina (343) Chile (4s3) Domindsan Miceragua {640) Venazuels (7.1)
Uruguay {12} Paraguay [(3+7) Colombia [4.6) Republio (540) Mexioo (6.2)

Bolivia (145)

Urugusy (12}

_ Honduras (39)

Chils (3.9)
Honduras (3.6)
“* Haiti1349)

— - -

iGuatema.la. (4.6)
‘ _- E?u.a.dc_l.- {7}

El Salvador (5,4)
Peru (545)

latin smerten (542) ..

12664._1223

£l Salvador(4el)

Hicaragua (Ye2)

venszusla (4. ST“
' argéntine {349) 7 7

&/ Rates estimate by ncrrehtion-

b/ 1950 to 1973,

Paraguay {(5.1)
Peru {5qa2)
Bolivia (5-"4)

Brazil (6.3)
Panama {6,3)
Costa Rloa {£48)

Cuatemala {6.0)
Eousdor (6.1}
Colombia (&Ii]
Mexico (6.‘&)
" latin Amerien (6.8)

Cagta Risa (7.1)
Panums
Dominisan | .
Republio (8 8y
“Brazil (9.6)

!
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Tabls 9

. (Paragﬁhges) .

| LATIN AMERICAY GROWTH RATES OF THE GROSS DOMESTIC PRODUCT PER INHABITANTE/

Negative 0 to 0.9

140 to 2.9

20 to 204 245 to 269

a0 to 369 ‘_ ' B to He9 540 and b;er

Halts (~0.8) Honduras (0.9)

Uruguay (=0a3)

Haitd {-1.1) Honduras (0.8) Paragasy (1.1)
Bolivia (-0,8) Colombie (1.4)
Uruguay (=0eH) Eouador (145)
Argentina (1¢6)
Quatemala (1.8)
Dominioen
Republio (1.8)
Uruguay (0e2) Ghile (1.0)
Honduras (0J4) Nigaragua (1.1)
El Salvador (0.7) HEalti {1.4)
v "7 Venezusla (l.6)
8/ Rates estimated by corvelation,
b/ 1950-1973.

Bolivia (l.1)
Pal'a.guay (1.6)
Colombia (1.8)
Chile (1.8)

Bouador (1.9)

.- Venszuele {2¢5)

Moaragua (248)
Latin Amerios -(246)-

Dominisan
Republie (2.0)b/
Argantina {2.2)
El Salvador (242) .
Guatemala (2¢3) . .

APeru (2_.'{),. _
Chile {2.0) ‘ '?5:;:‘“(-2-.7)

El Salvador (2.U4)
letin America (2e3)

Memtoo (2.9} L

Maxloo (32.1)
Costa Rica (3.4}
Brazil (3.7)
Panams (38)

Oosta Rioa (5.0)
Nicaragua (3.0)

;- Braztl {2.2)

" Vanezusla {3e2)

" 1966-1973
Poru {2.2) ‘ Esuador {2,8)
" Paraguey (2.3) 1 Bolivia (29)

Colombla (3.0)

Panama (32) )

éosta.- Rioa. {uol)

Dominloan
tugtemala (349) Panams, (4e5) Republic (5ei)
Matoo (3.0) Bra..zi.lw_(S-S)

Argantiva (3J0) "

" latin America (3-7) '

""ITQ"'
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The most favoured, on the other hand, were those which were able to
add to the level and dynamism of internal and external demand a balance
of payments czpable of sustalnlng the flow of 1mported goods involved
in changes in productlon.

On the basis of these dlfferenCes, 1t is possible to dlstlngulsh
.three gZXroups of countr1es‘-;-7“_;f" o _

(a). Those which -because of“tﬁeir'greater market size and capacity
« of securing external financing obtalned hlgh growth and clear advance in:
‘industrial sectors by 1ncorporat1ng consumer durable goods and '

1mprov1ng the technical eff1c1ency of the 1ndustr1a1 infrastructure

"'hw1th adequate scales in steel, petroleum- reflnlng, energy generatlon,

. etc., -and which advanced 1n the flrst stages of the capital goods
: 1ndustry and the chemlcalrlndustrles. These countries grew and secured
a better articulated industrial structure and created markets which |
are now. attractive in many,sectore at the world level.

(b) The small countries and some medium-sazed countries which
progreseed in the fifst stages of industrial development.

(¢) The countries which grew less, as is the case of the countries
‘of the'southerﬁ cone'which; after pioneering the process of changes in
.productlon, subsequently, because ‘of varlous factors, encountered
difficulties in attaining growth rates 51m11ar to the regional
“averages, thus losing influence in their share in the generatlon of
the regional project, although the ‘marked dlfferences among them of

an economic and industrial nature are obvlous.

(F) Progress in ipdustrialization. Transformation of the sectoral
structurg
The process of industrialization in the last 25 years profoundly
cpanged the productive structure of the regioh. (See table 10.)

’ The share of manufacturing industry rose from 18 per cent in
1?50 to 25 per cent in 19Y5. The countries of greater. economic and
demographic weight already had a high degree of industrialization in
1950, which they maintained throughout the period (20.4 per cent in
1950 and 26.6 per cent in 1975). The medium and small countries had
lower levels in 1950 and made considerably less progress, passing from

14.b4 per cent to 17.7 per cent in 1975. These quantitative differences
/Table 10
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" Pable 10

“(Percesitazes of the gross domsstic product st 1970 pricss)

Country

jgri mltural se otar a/

Mamf goturing . indusiry

1950 2960 1970 1975 1950 iggo 10 . 195
. drgenting 1647 15,6 1321 12,80 .7 2%2 26,3 T2 iTRe2
Bolivia Bl TN 16,9 15,8 12,4 21,6 12.9 126
Brazil 20,6 - 1645 a3 1%, 2 7.9 223 248 %6
Colombia Doz 33.0 28,6 | 2648 C1%7 0 26ak © 1745 18.8
Casta Rlca b/ Bb 2943 25,0 232 W5 1ab 15,1 1742
Cuba - - e - . - - -
Giile 1.2 9-8 w73 Je3 * - 29,1 . - dhg a2 . 2306
Eouader 40,3 301 29, 2 22,1 17,1 17,0 19.0 20,3
Bl Salvader 41,0 3547 " Pab 20,1 129  13.8 ¥.6 18,1
Guztemala %53 3246 3G.1 0,1 0 M7 - Wé - 1S
Haiti 528 48,8 5040 45,2 8.3 . 8.8 el 157
Honduras 45,2 327 b 31,7 92 15,2 1, 0 16,0
Yol oo 18,2 15.1 11.3 9,7 18,6 192 23.4 2,1
Mlcaragua 321 2644 %e3 2649 10,0 13,9 1745 17,8
?&ﬂaﬂl& " 3.5 E 5-7 2007‘ 18,8 749 11,6 15.8 13.2
Pareguay U548 - 395 b3 330 17487 115,2 17.3 7.5
Peru : _ B3 M6 15,8 15.3 10,3 . 7133 . 168 . 187
Dominisen Republio .- ~* 1 gig T T 338 5.8 19.1 12,5 .. & 6.7 .5
Uruguay b/ ' 1Bl 1,0 12,6 1L,6 0230 He3 M2 HM
j\renazm]a. 7;7 7-3 705 ' ?ol"’ 609 ‘ . 902 - 11‘14 o . 13!‘
Latin Merica (19 oountries) 2001 8.2 W9 12 17,9 20,3 2300, - ..23a9

. ma
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é{ Comprlscs: Agrioulturé ’ foz-éstry, hurting and fishing,
b/ The samfacturing industey ineludes mines and guarries,

/reflect, particularly
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reflect, particularly .in more recent years, the varying capacity of
counxriesftb cover more advanced rubrics of the industrial process.
..The larger countries are advancing in the siibstitution of intermediate
and capital goods while the others are already éﬁcountériné S
difficulties in some consumer durable lines. ~Chile and Uruguaﬁ, which
made an early start in industrialization, are good examples of these
difficulties, since although they have a high degree of
industrialization they were unable to advance at the same rate as the”
larger countries during the period. o |

In the agricultural sector the opposite occurred. While it is
true that with a rising income level there is normaliy a displacement
of demand, in many.Latin Ameriéan countries: the decline "in the share
of agriculture has.gone further than the structure of demand would
suggest. '

The adjustment mechanism between demand and production has been
the external sector. Particularly in more recent years (1970-1974) "
imports have grown at a significantly higher rate than exports (10 pér ,
cent and one per cent respectively). The share of'ﬁhé'agficultural '
product in the product of the region has declined from'about’ZO‘bér“
cent in 1950 to 13 per cent in 1975. In 1950 this proportion was
above 20 per cent in eleven countries, in 19?5 only in.three. In 1975
the three economically and demographically larger countries had ratios
below this aVerage. Chlle'and Venezuela continue, as in 1950, to be
the countries with the smallest share of agriculture in the product
(about ? per cent),, The rate of growth of production has been falling
in the sector, from 3.7 per cent in the 1950s to 3.2 in the 1960s and
below 3 per cent in the 19705,

The transformatlon of the productlve structure has led -£0 a
substantial change 1n_ﬁhe_1eve1 and quality of supply. The industrial
sector has gfeatijjindreased the supply of consumer goods, covering
almost all deménd“in many cduntries; Production of intermediate goods
has also 1ncreased partlcularly in some baslc intermediate industries
such as steel and petroleum reflnlng._ In recent years the chemical

and petro- chemlcal ;ndustry has tended‘to.grpy,ﬁbutnthese branches are .

/unevenly distributed
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unevenly distributed among the -countries. Capital ‘gdode Have:
prOgressed least, but the sericus balance of payments problems are
_strengthenlng the .trend towards a ;substitution policy in "these branches,
particularly in countries.-like Brazil and Mexico. ‘Hence, looklng at
the region as a whole, it may be gaid that. .the structure of 1ndustr1al
‘supply is tendlng to become more complete. ‘ '
Lcoklng at what happened in the. different countries, it méy be"
seen that the medium and small countries:easily advance in the more
traditional branches, but run into increasing’difficulties as they
attempt to advance into the intermediate and ¢apital goods sectors,
whére.biggerrproduction.scales are necéssary. Thus the trends to
cbn;inue the transformation of production are uneven. On the one Haﬁq,-
the large countries are-in a position to progress-and join in world
'trade; On the other, the medium and small countries must make a much
‘greater effort to continue their transformation of production. Thus
the growth of regional .trade and: the -success of the‘integrafion'schemés
will certainly be important factors. for transformation to' continue,
and their fallure would represent a blow to the- strengthenlng of the :

reglonal economy.; 

(a) The degree of exploltatlon of natural resources 1n relatlon to
external conditions - e , S

Prior to-industrialiﬁétiéﬁ:"eﬁdd&mént with nafuralﬁ;ééqurééé
was an important factor'in the development of the Latin American
countries. ' S o S “  .",,.

The developmeént which hds taken place in the last 25 &ears héé
called for the use of considérable ang increasing quaﬁfities ofﬂhatﬁréi
resources. The region as a whole has abundanf natural fesogrces, but
their exploitation often involves solving insﬁitutionéi ﬁrobiems or
carryinglout"signifibant investments whichﬂére ﬁbt easily divisible
- into small units.  On the other hand,‘exports of natural resources‘
continue to be a key element in the growth of the capac1ty to 1mport,
even. if they are no longer the dynamlc factor in demand as in the past.'\
Over the last 25 years “the reglon has not 1ncreased the |

exploitation of its resources in the proportlons called for by the

/growth of
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growth of domestic and external demand. To fill the gap it resorted
to foreign trzde, particularly in the more favourable years in the
period 1965-1973.-.By means of 'this expedient it was able to avoid more
radical refgrms in such sectors as-agriculture-or;Iargeuscale
'investment-in_the energy and mining sectors. S

In the case of agriculture, many factors combined to cause
production to grow at a lower rate than demand. On the internal side,
the structure of land ownership, the unattractive level of domestic
and external prices, and the high amounts of ‘investment and technology
needed for qualitative progress in the sector; on the external side, .
supply was often accompanied by extremely atiractive financial
conditions which made it easier for the developed_eoﬁntriee.té place
their surpluses in the regiee, Thus the pressure on the sector for a
better use of its resources was not strong in this period. . Naturally,
there were countries where this was not the‘case, particularly when
the harvested area could not easily be extended without high cost and
the balance- df-payments situatien wes not favourable.trr.- i

The pressure of demand on mlnlng resources was likewise not
strong durlng this perlod. External demand continued to dominate in.
this sector, and during the 25-year perlod“the importing industrial -
countries opted for a policy of diversification of their supplies.
Although exports‘of some minerals ‘such as iron ore, where the region's
participation was very 1ow, 1ncrea5ed greatly,rln others, where its
participation was hlgh there vas a blg drop. Foreign capital directed
to mining was displaced to other reglegs of the world. It was only in
recent years that the streng ihdustrie; development of the larger
countries of.the‘region caused internai demand to emerge as a potential
growth factor in the sector, and in some cases increased the pressure
on resources. - : _ ' _ |

The influence of £hé external sector in the pressure on resources
can be seen most clearly in the case of energy resocurces. While. the
region contlnues to be a net exporter of energy resources, production.
grew in the perlod at lower rates than consumption because the price

of petroleum was relatlvely 1ow, partlcularly in the 1960s: The deficit

/countrles substituted
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countries substituted abundant imports from the Middle East'for:L”
investment efforts in exploring and adding new energy resources to
-thein reserves and production. The higher price of petroleum in 1973
was once agaln felt in the balance of payments dnd- this" w111 naturally
continue to be a strategic field id thé next few years.' '
Unquestionably; to maintain high rates of economic growth in
the future will demand more intense expléitation of the region's
natural resources; investment and technolbgicel:heedsjwill'grow
considerably and there will be a -greatér need for different forms of..
co-operation and growth of-trade‘among?bohntrieé'of the area.

(e) The importance and progress of the public sector and the
transnational enterprises as agents of growth

The growth of the ecenoﬁies; the inelueion‘in demand of more
- sophisticated’ products, the need to achleve blgger preduction scales
and the attempts to 1nclude 1ndustr1a1 products in the pattern of
exports created organlzatlonal technologlcal and f1nanc1a1 needs
in the 1960s which were very dlfferent from ‘those of the 19505.

" The growth of productlon was llnked w1th the evolutlon of a.
consumption structure Whlch followed the patterns of the developed
countrles. Thls trend was stlmulated and made p0581b1e by forelgn
capital, which in many cases came to explolt the domestlc market of
the Latin: Amerlcan countrles, partlcularly those of greater economlc
and demographmc Size.' The technology avallable for the production
of the goods 1nc1uded in the new consumptlon structure was created.
in the developed countrles for large markets, to a large extent this
restrleted to the larger countries the 1nflow‘of capital to produce_
‘goods with these technological characteristics. In addition, in many

‘cases this type of industrial dere10pment requires an infrastructure
of transport, energy and basic 1nputs wvhich c¢an only be Justlfled for
large markets.’ ' ' ‘

" The national private‘sector, which played an'important role in
the first stage of the industrial process, 1ost ground to the public
sector ‘and foreign capltal, the latter in the form of the

transnational corporatlon.' In general, the publxc sector undertook

PR /infrastructure projects,
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infrastructure projects, the exploitation of mining and energy
resources and projects in some industrial sectors such as steel and
oil-refining. The transnational corporations participated in a great
variety of Sectors, but their=greateﬁf”wéigh%ﬂwas in the more dynamic
or influential branches of industrj, such ;s the motor-vehicle
industry. ' |

_ This trend towards the concentration of ownership in the hands
of a small number 6f public and privaeté enterprises brought the
social and political changes and led further and further awéy from
the competitive model proclaimed in the development ideology of the

post-war period.

(£} The region's capi€al formation énd savings capacity

The acceleration of the region's.economic growth was possible
thanks to the high.leveis reached by capital formation. Investment,
which had grown at an average annual rate of S.7 per cent in the
period 1950~1965 stage, has reached rates of .around 8.5 per cent since
the mid-1960s (see table 11). An analysis of the situation by
countries reveals some cases where the rate of capital formation
accelerated greatly. Brazil, whose rates were already high, achieved
an average rate of 11.5_pqr cent. Those countries which initiated
the exploitation;of new natural resources such as Ecuador and the
Dominican Republic reached very high rates, i.e., 16.7 and 22.7 per
cent, respectively. In Brazil, the high rate attained coingided
with an improvement in £he capital-output ratio, which shows how
efficient the process was. On the whole, there was a close-relationship
between the rates attained by the product and investment. Investment
played the dual role of increasing the. supply capacity and at..the
same time of constituting an important dynamic factor of demaqd,

In contraét, there are the cases of Chile and Urugnay, where in the
period 1950-1973 investment rates increased moderately ih“kéé?iﬁg

with the slow growth of the product.

/Table 11
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. S Tabls 11 & - - s :
. LATIN AMERICA: EVOLUTION OF DOMESTIC. INVESTMENT :* . <t -

Growth rate of
‘grosa domestic
~ invegtment

(annual rates)

, .- Gross dowestio. investment ag &
percentage of the gross domestis
© - ‘prodwst s/

.,
o

s

Couritry

1950- 1964 1973.  dgfe . 1950- . 1965
1952 1966 iy3 ks 1965 g3

Argnntim ' ‘15'.1-‘ 1746 215 ,.z_o.sl.z. Bl . 640
.8011;'1__& __'—1,0.2_ . 15.6 152 . .- 20.3 - 6eb - .; 6.1
Brestl 22 135 234 262 60 15
Colombia 2249 2.0 19.9 21.6_ a3 ‘ 4,1

Coata mu_" e 18 Wl 223 7 i T 1045 K 7.8

veoCubss o o YT o..r - .-.. T eew T aee "aue

©Mexiéo M8 a6

entle - S U 4 15 © 1246 126 7 Beb Oul
Beuador 0 0 T 10a0° 1143 C 2343 MW 00 6.0 187
El Salvador * | - 77 11,3 1705 ez iSel 8.9 245
Cuatemala .20 ¢ 10,8 ¢ 1246 © lads 12.6° 5.0 sa
Haltys P00 g B8 CYBME TBB T 0,87 Fao
Honduras = . ', '-v1:0 16,8 © ’515.'5" U468 0 2le2 "'5‘:.1 Tt a3
2123 25.0 78 Ba2

- Mearagua 1243 A9, 1.8 0 222 0 Il 547

- -Penasa - - 133 . 1940 5940 2246 T a0 134
Paragusy. ©' - - ' 63 - 1B " 1743 2203 96 9o
Paru o ¢ . 1849 165 136 a2 6l 27

" ‘Dopinlesn Republis ~ ° 165  1%7 ° 222 26.6 23 2246
Uraguy 1B 93 116 100 w246 3l
“Venezuela - - - - Upg 2B 50,0 310 0 la2 - Tal

'IétlgA;neriea. li!ﬁ & 1_8‘2 2.!5. .2.3-:1 i!z M

&/ On the basls of averags valuss st 1970 prtuég.
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Figures for the region as a whole show a high capacity for the
mobilization of investment resources. The investment-product
coefficients which had declined at the beginning of the 1960s
compared with the beginning of the 1950s (19 and 20 per cent,” -
respectively) more than regained their former levels in the period
1971-1973 (about 21.5 per cent) and reached an exceptionally high
level.in the years 1974-1975 (23.7 per cent). An analysis of the
countries shows that the situation is somewhat uneven.. In the first

place there is a group of countries which in the last 25 years have
maintained levels close to or higher than 20 per cent of the product.
These are generally large or medium-sized countries: Brazil, Coldmbia,
Mexico and Venezuela.  In the second group are the countries which
have increased their levels from values of between 10 and 15 per cent
at the beginning of the period (1950-1952) to levels equal to or '
higher than 20 per cent for the majority of them in the 1970s: ’
Argentina, Bolivia, Costa Rica, Honduras, Nicaragua, Ecuador, Panama,
Paraguay and the Dominican Republic.  Finally, the rest of the-
countries have not exceeded 15 per cent in the 1970s and in many cases
the rate has slowed to very low levels. Special importance should be
given to what occurred in the period 1974-1975 when, although the
region was affected by the recession in the developed countries and
the growth rate of the product declined, in many cases investment: '™~
maintained its momentum, thus showing the force of the trend towards
long-term growth and the independent attitude adopted by agents such
as the State and transnational corporations to short-term fluctuations.
The‘dypamic performance of investment was accompanied by a
vigorousre?pénsion of domestic saving. The region, which for long
periodé.had:recorded levels of domestic saving of about 18 per cent
of the prodﬁct (18.5 per cent in 1950-1952 and 18.2 per cent. in
1964-1966) saw its coefficient increase to 19.5 per cent in 1971-1973
and easiiy.éxceed 20 per cent in 1974-.1975 (21.37pe;1cent). The
countries ﬁith consistently high investment coefficients also had
high énd relatively stable éaviggs coefficients. , In the rest of the
countries they fluctuated widely around 19wep 1eveis, With the . 1

. ey T Y
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the Dominican Republicy:the trendsvare not towards an 'increase. Tt

is especially noteworthy:that the éoefficients of six countries’ (Chile,
El Salvador, Guatemala, Haitd, Peru and Uruguay) should fluctuate
‘around 10 per cent for the 1970s, which is an exceptlonally 1ow level
(see table 12). : o '

- _The proportion ofvinvestment“financed‘with’domesfié:éaving'differs
considerably in the different countries. On: the whole) "this
proportion has followed a less favourable course than investment.
For-the countries with high and stable investment levels, domestic
. -Baving has represented values of between 90 and 100 :‘per cent of
investment. Countries such as Argentina and Venezuela stand out in
this respect,,hafing‘inamany periods financed the whole of the ‘amount
invested and even‘obtéining'a surplus, Venezuela's performance is
especially notable, owing to the rise in the price of petroleum. On
the other hand, the countries with IOWer 1evels of investment generally
finance lower percentages with domestlc sav1ng,-1n proportions of
.less than 90 per wenti »It should be noted, however, that there are
some periods in which a decline iﬁ'these'pr0portions'has its origin
in récurring balance-of-payments problems which compel the ¢ountry -
to contract external loans and which, for one reason or another,
could lead to. a.drop in the domestic saving coefficient of thé period

concerned, acCording-to the conventional definitions;

(g) Changgs in the external sector and thelr relatlonsh;p_wlth
economic growth - ‘

The external sector has had great 1nf1uence on the rate of
growth ‘of the Latln Amerlcan economies. For the past 25 years, although
the nature and volume of external 1ndebtedness have changed "the L
reglon s external 11nks have contlnued to hold down or aCCelerate:
the” rate of - growth. The role of relatlons such ﬂs those which - .
exist between external demand and economic dynamlsm, between 1mports_
and import substltutlon processes, ‘and between forelgn capltal and
the flnanclng of inports or 1nvestment has changed substantlally and
these" relatlons gre sassoclated w1th domestlc growth in w1dely
differing ways (see tables 13 and 14). . - /Table 12
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Tabls 12
LAPIN ETERICA1 EVOLUTION OF NATIONAL SAVINGS

Grosg national saviigs as . ... .Gross. ngtionsl sevings

:~ o a percentaze of the gross a8 a peroantage of

Gowttry - R doms stio produst’ & - gross total investme
' 1950~ 196 . 1971~ 174 1950w 198k  357ie
1952 L1966 1973 1975 1952 1966 1973
&gedina 131 T18M So2Lb L 19 88 . 105 - 200
Bolivia 949 10,6 1.7 17,6 97 68 76
Brazil . © 203 19,8 21,0 21,2 86 101 S0
Colombia R 231 13,0 16,7 21,0 101 86 8
Costa Rioa - Wk ' 948 1%5 139 99 58 61
Cuba K ase ' are " eew ) ane P . YY)
(hile - W1 13,8 " 85 B TU R 90 66
Edtador 3 124 9.3 . 1.6 _ diB 126 g2 74
El salvedor - .8 1345 Tl2.9 T 942 133 77 9
Guatenals ' i b 9a9 '11.6 1 10,8 105 79 . H
Hatti by 245 T 65 "5 M 43 . 82
Hondwras E 1343 ‘W8 135 1.4 39 7% &
Hexd ca 17.9 18,4 18.8 . 20,1 3 31 &8
Méarogua 137 13,8 13 . 8.8 12 72 8o
Panena ‘ 549 1342 214 12,0 b2 70 74
Parsguay ‘, 840 N3 W8 . 152 123 77 8
Peru’ s 16.6 C1a ‘1202 " 8.0 91 83 90
Dominiaen Republis 10,4 8.8 1842 2246 16 6 61
Uruguay : W2 11,0 11,0 " 645 % - 119 96
Yeneozusla B l["'hﬁ 26l9 31-5 5-2t9 10"’ 101" . 1(:6

Latin Anerilen ' 1845 2 8.2 19,5 21,3 23 2% 2L

8/ On.the basis of average values-at 1370 priees,
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" Table 13
| LTIN AERICA: GROWTH RATE.OF IPORTS AND OF THE GROSS DOMESTIC PRODUCT
{Annusl retes) e
| 1950-1365 165-1973
_ ‘ 'Dtpol-:ts“‘, C Ecports
ey o Purchag, 6P . Purchag
; T Yoluwe | img T o “Volume irg
‘power ‘pawer -
frgentine ' Salt 7.91 '.z-.rm ) 4,03 2,42 5.69
Bolivia 1,78 . mle2 | 2022 . 5477 897 7405
Brazil £.03 CL 29 . w03 . 0,83 11,2 1271
_Colombia L.66 LA L L84 6,10 5450 615
. Costa Rlsa 693 k50 . 3435 IS 12.%5 10,40
"\ Cubs - - S . - -
Eouada La9y 7.11 R . 6.15 11,00 1LY
El Salvader 5e30 o9 5062 . 455 4,07 Fa91
Haitd L.06 .62 Cwle? 2495 242 1,96
Homduras CL,08 L, 54 . 3e55 - hay 5e63 333
Mexico Y b4.65 256 6,60 6.13 7o
. Nicaragua . Ge0 5,00 842 bl 6a B Ge20. :
Panama 5496 Bali5 5.3 7451 7a7h 6487 -
Paroguay 258 394 2408 479 4,15 6a02 .-
Peru 5469 7+95 6459 ko0 i 3451 .
Dominisan Republie L, g7 2488 23 9,00 10,19 12,34
Uruguay - L70 1,24 ~240 57 ~3.96 2453
Venezus 1a 750 6,07 1.99 1% | 0.80 .50
Latin Meries ‘ 5.21 L, 26 2400 Bolt 5400 660
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LATIN AERICA: SVOLUTION OF THE I

Table 14

(TERHAL SECTOR

COEFFICLENTS IN DESPZCT OF THZ GROSS DOIESTIC PTO BUCT 4T 1970 PRICES

(Poroort ages)
. 1350.1952 1961;,.1965 i 1971-1973 ' 1974-1975
,Cau}a“?rx’,: o ;wr.y ° & TR ;g Y o |y | e E £ | yxyf s ‘{- e £
gontina 120 70,3 ] Solt f L9 | 20} 87 0,8 ] %1} 2. [-0,7 | 8.1 L1 745 ] -1.6 | 0.1 Bs7 | 340 6.611.8 1,1
Bolivie, 1965 | =06 | 2722 |~Ba3 ] 003 12303 | 0621298 [~143 | 540 [ Ae2 | L4 {229 123871 %5 { 2702 | 1.9 [DM | 6.0] 2.7
Prazil 1566( ‘1a6 1 901 | 5427} 2.9 | UeB | 048 | 6u0 |00l {0430 8e2| 1401 Ge3 1| 2 231101 [ x4 | 6a9 [m0M ] 5,0
Colombia 195 ] L7{1631 501 n0.2 {359 | 1.7 11%e3 | OB | 28 {2409 1 2,0 [ 1400 {002 | 20122 | 15 [He2 [=0u1] 0,5
Costa Rica 202] Bo5 {2609 | 765 | Ga3{ @1 ] Ll 12a2 | 147 | 706 1237 | 109 | 2934 Ja26 | 8,8 3277 1.9 28,6 [ a2 10,2
135|268 | 261 [=8e3 | 005 2200 | 25 {26971 000 | 1,5 {11 ] 143 {1a6 (st | o2 | a2 { 202 {1746 (Jri] 342
128 2202048 | 5a2 le2lt J208 ] 1.8 2501 |04 | 19 |20.9 ] 2,6 §19.1 |18 { 6.2 2609 28 1391 | 9.1] 25
2531 08 [ 200z | a4 1-345 [ 3049 [-001 [26¢9°} 100 | 309128421001 [ 2648 | 001 | 1a2 | 32:3 | 0.5 | 7746 |~1.0] 6,2
1702| »042 (10,7 | Gab 1043 | 2100 { 047 1741 |-1,9 27 {1648 | 045 11849 | =25 | G29 | 27.5 |-0.1 [20,7 [5.1] 1,8
18,00 2.2 | 126 542 | Ot [15.6 [~0a5 [11,8 {~001 | 4 {15.6 ] =245 | 1244 { =07 | 14} 133 wle3 {1042 { =13 3.11
2607 05 1221 B4 ) 2.0 120097] 28 [23¢9 | %8 | 2.6 1278 | 29 284001 | 2.8]3231 1,0 | 7.0 {~55]{ 9.8
Wi 106|105 | 25 1 30| 9e2] 28| 95 |-04 | 1.9 971 21] 91 0wl | 246{ 1242 2.8 | 842 ] 0.8] 5,0
22,81 361184 | 9.5 1.5 333 1 L5 12603 | 301 | 5uli {3043 231 Bu6] ol F 3619611 31 7.8 ~2.2] 13,5
332 9250 30 | a9 | 7 | 362, Na0 30 | L1 | 5.7 13940 | 3.0 |7 [ =002 f 745 | %01 | 6.3 | 740 {5a2] 2005
15.1] 006 1128 | 245 {«a6 | 174 | Go6 12,0 | L7 | %5 {16.6] 1.1 [13.5 L6 | 26175 0.9 {127 | %6] 3
16:8| 1.0 |3547 {=05 | 18 |18.5 | 22 {27 [-30 | 27 |15.0 | 1.7 | 163 -1. T4 ] 2] 47 220 | 17| 9.2
Douinican Republio 18,8 5.5 126,01 0a2 (o149 12003 | 0.8 {1702 (=140 | %29 | 22,9 | 0.21191 ] = B0} 491 1.5 (25431 7e2| %9
Uruuey ' 17,7 Gu6 {22 | M6 | 13| 5e2 | 0.9 |22.6 {~0.7 12,8 1206 | 0.9 (20,1 ] 17 | 07 {327 | 34 10,8 {2t 3.7
Vonazuela ‘43481 2346 1 3Ua0 33,0 |w1a6 | 2000 120,73 (2705 | BB e1o0 [ 204 | 5,61 2045 | 504 §-0.9 1 a9 | 1.8 |1642 | 287 |18, 2
Lotin. Aerdes N S E , L SO : :
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In the first stage covering the peried 1950-1965, the region's
 exports grew at @ lower rate than the product, and the terms of trade
deteriorated. :As a result, the purchasing power of exports increased
substantially less than the product (2 per cent énq 5.2 per cent,
respectively). This situation mainly affected the 1arge-and medium-
sized countries. In contrast, the small countries, such as those of
Central Amerlca, 1ncreased the purcha81ng ‘power of exports at rates
similar to those of the product, and in some cases ‘even hlgher. The
biggest differences were“recorded yyﬁBraz1l whose export purchasing
power fell D'Brper cent, while thé pfoduct grew by 6 per cent.

These drops in the purchaslng power of exports were not compensated
for by external financing and many countries found it 1mp0551b1e to
malntaln rates for the supply of 1mports similar to those of previous
periods. Fairly radical changes took place ‘between 1950 and 1965.
Imports as a percentage of the product fell from 16.7 per cent in the
period 1950-1952 to 10.9 per cent in 1964-1966. The effects of the
‘deterioration in the terms of trade were significant in the case of
many countries, added to which in some the:relgtive importance of
net externsl fipancing diminished. For'thé region as a whole, expreSséd
in terms of percentages of the product, trade gains - at 1970 prices--
were L,7 per cent in 1950-1952 and only 0.1 per cent in 1964-1966,
while net'exteréal financing was 1.3 per cent and 0.8 per cent in the
same periods. f ' R ' ,

At the level of the individual .countries, Brazil recorded the
most spectaculay changes in that it reduced its 1mport coeff101ent
from 15 6 to 4. 8 per cent, and its external flnan01ng coefficient
from 2.9 to 0.3 per cent, between 1950~ 1952 and 1964- 1966. Similar
but not such prdnounced changes were recorded in Argentlna, Colombia,
Mexico, Uruguay and Venezuela (this last country radically reduced
its 1mport coeff1c1ent - from 42.8 per cent to 21 per cent - but it
8till remained at fairly high levels).

The Ceqtrgl American countries, on the other hand, managed to
increase both'poefficiEnts and thus in most cases were'able‘to
maintain their shpply of imports at lévels of around 30 per'cént of
the product. ‘ '

/At this
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At this stage, the countries most seriously affected by external
restrictions made "more progress in import substitution industrialization
than the countries which were able to maintain ‘their supply of external
goods. By 1965, however, they had reached import levels which could
hardly be -further ‘compressed. Such 1évels wére not compatible with
new stages of industrial develoPMéht‘which'requiréd'qhantities and
types of capital and intermediate goods that could not be produced
locally or in which. it was not feasible to invest under the ' -°
prevailing conditions. The ‘persistence of the foreign trade ‘trend
conflicted with long~term growth. In the mid-1960s the countries
initiated a new stage;rintroducing .gradual adjustments in their
external relations policies:- '

The new stages which began in the mid-1960s was characterized
by a reactivation of the external markets. Between 1965 and 1973 the
purchasing power of exports for the whole region grew at a higher
rate than the product (6.6 per cent and 6.2 per cent, respectively).
This situation prevailed in most of the countries of Latin America.
The countries also had. increasing access to external credit which'
enhanced their import possibilities. A case worth noting is that -
of Brazil whose import-product coefficient increased from 4.8 per
cent’in 1964-1966 to 8.2 per cent-'i‘n:1'971'1973. ‘ '-Orf the whole,"mds’t :
recorded in the prev1pus period. On the othef‘hand, some Central
American countries which, as noted earlier; had fairly high import
coefficients, reduced ‘them somewhat although they remained at high
absolute levels. In broad terms, it may be noted that the import
coefficients of the large countries are below 10 per cent, those
of the dedium-sized countries are arocund 15 per cent ‘and those of
the remaining countriés are ovér 20 per cents )

- ‘The trend towards a moFe open econotiy was accentuated in ‘the
years 1973 and 1974, On the one hand, thé major countries like Bra211
and Mexico obtainred large Volumes of external financing which made
their domestic: supply evern more flexible. On the other hand, the'

. 0il-exporting countries were dble! to- increase their imports’ substantially
thanks to ~ their considerable export earnings. g e -
/The expansion
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- The ‘expansion of - imports-was accompanied by changes in their
composition. This presents donsiderable differences between the
. countries of the region; mainly determined by ‘their‘domestic production
-structure and supply of natural resources. S U

-+ Import substitution attained its fulles&t scépe ind non-durablé *
consumer goode and the process has been spreading, in differént
periods and degrees, to many countries of the region, so that the:
share of this type of goods in total impdrts-has declined. On a lesser
scale, the same situation. is true of ‘durable consunmer goods, although
limited@ to- the countries. of largest economic size. 'The share of
consumer goods in Latin dmerica's imports- continued to decline in the
last decade, from an average of 15.7 per cent in the 1960s (¢alculated
on the basis of current values) to 12.1 per cent in 197%, mainly
because of the drop:recorded by the countries with high coefficients.
In 1974, however, nine.countries presented coefficients of over o
20 per cent. In contrast, countries like Argentina and Brazil which -
had, made most progress in industrial development and were to a high
degree self-supporting in agricultural,products,'maintained:a low 'and
unchanging proportion.(between 6 and 8 per dent) during those years; =
which is indicative of the limits they had redched in this respect.
In others, 'such as Mexico and Colombisa, ‘the share of consumer goods' -
in total-imports, mainly agricultural products, has inéreéased in the-
last few years (see table 15). - g | '

In the major countries-.of the regiony:industry has made prdgress
in the substitution of a wide-range ‘of capital ‘goods. This has been "
one of the factors accompanying the sharp dec¢line in the share of =
imported capital goods iﬁ'total investment (see table 16). In
1950 these goode represented about 28 per cent of investment in
Latin America, the proportion -dropping sharply to just over 15 per cent
in 1965. Since thén it has remained at arcund that-level; declining
to 1k.7 per cent in . 1971. . This trend is - mainly ‘attributable to the "%,
developrients in‘the‘major tountries of the region and, to a:lesser
extent, in :some of: thé medium-sized countries. ' In. Argenting and
Brazil the coefficient declined .fron neérly‘ah per cent to a little
over 10 per cent and 4 per cént, respectively, between 1950'and 1965, -
o o /Table 15
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Table 15

LATIN AMERICA: STRUCTURE OF IMPORTS OF GOMS

(Persentages of total imparts of moods, in ourrent dollars) -

Consumer gooda

Fuels and lubpricants

Raw materials, ocongtrustion

produsts and materials

| Capifal goods

Country 1961§-| ! 1961~ 1961~ % 1961 b
- 1970 | 1973 270 Vo L agm [ | P70 D agm | agms | g 97 1w | 1973 | 19
! age age ! age :
Argentinag, 6.9 | L 747 7§ 75 b 15| sl L oso.7 | 630 | 62.8 | 3z | 2846 | 244 | 17,3
Bolivia 204 | 13,7 L3 | 071 09| 1,21 39,0 { 427 ! 38,1 | 38,9 | 39 | 35| bod | 35,7
Brazil 7e9 8,1 16,2 § 151 ! 15,0 | 23,7 § 45,0 | 42,8 | M1 | Uzl ! 30,7 ; 31,0 | 35,0 | 22,7
Colonbig, 10.7 | 12,9 0.9 |- Ok 0.3 0,2 Lk | e £5.1 59,8 | U39 45.3 9,6 24,7
‘Cogta Rioca 28,1 | 26.3 Ha7 i 36 [ U,5 b | W5 1 W46 [ M2,9 | W55 | 22,5 | 22,4 0 25.3 ) 27.6
,'Cube. sey seo Y .-‘n sce e e ate (XY ses T ser see sen saa
Chile 13.5 | 146 549 | 640 | 7e2 1 a2 | 24 ) 407 | Wb | .2 | 36.8 | 38.5 | 36,5 | 2245
Ecuador 15,6 | 17,1 6.0 6,0 2,8 1.5 1 U35 ¢ W49 | 3,8 ¢ ln 2 32,3 33,0 36,3 § hz2,0
1 Salvadar 32,2 | 26,0 L7 0 0| 05 0 M9y 2B | 9.6 | BH5 | 47,8 | 18,2 | 17.6 | 18,9 | 17.6
{Guatemala 29,2 - 25,4 2.1 L4 . 2,2 [ 154! W3 1 50,5 i 48,5 | 42,8 | 22,4 1-22,3 ] 23.0° 18,6
Hadts S | €5.0 643 649 9.0 | 17.0 6.8 6.4 6.3 509 | 1347 | 1246 | 11,0 | 10,3
Honduras 30,6 ! 27.4 6t 1 643 ] 940 | 15.7 1 39,2 ' 38,0 | 37.8 | 35.2 | 23.8 | 28,8 | 24,9 | 22,0
Gexico 14,0 | 151 29 [ 3.0 4 &7 611 W34 | bso | 9.1 | 436 | Youg | M.8 | a2 | 2.8
. Hicaragua 29,5 | 27.9 2,6 L8 17 1,9 1 1.5 ;. U3.7 | Bhas § M7.0 4 55,0 | 23,7 | 24,2 1 22,7 | 20,4
Fananma 32,3 | .25.0 "19.1 | 18,5 | 20,49 | 35.0 § 2942 | 27,5 | 32,7 § 28,0 17.8 | 19.2 | 20,0 | 148
Paraguay A 16,5 9e2 97 | 6u5 1 2l 3303 | 26,5 § 28,6 | 23,1 | 33,3 | 350 | W40 | 35.6
IParu %,2 1 15,2 300 | 2,0 1 5.6 1 7.8 ¢ M2,5 | 49,9 | M2.2 | W2 | 361 ] 360 | 953 | 33.9
Derinican Republie 28,7 | 29,0 7.4 5e8 6,5 1 15,0 ! 36,7 | 36,0 | 40,0 | 364 | 24,5 26,9 | Zho4 | 22,2
Uruguay 7.0 | 10M 1501 ! M5 1 23,5 ( 33.0 | 46,5 | 47,6 1 498 | us.h i 28,1 { 254 | 15,7 | 12,6
Venezuela 2.4 l 21,5 0.8 1 1,2 0,8 04 | Moo } L.z | Ho.5 | R3[| 32,7 | 3G ] 3.4 | 32,0
{ L { ; ! , i f . L :
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Table 16

LATIN AMERICA: IMPORTS OF CAPITAL COODS AND THEIR RELATION TO THE PRODUCT AND INVESTMENT

Ii;lported. sapital goods in _
relation to the gross domestie

© Imported capital goods in

re:htion to total investment

Country produst (peruentage)_ R  (pereentage)
1550 1965 13 . 1950 1965 1973

Argéntma : [ 19 - - Lokt 2948 106 68
Bolivia 302 8 6le/ 394 5249 Y0.8a/
Brasil 50 0a9 S r 248 . 23.8 bolt Iiiﬁ
Colombia 645 by 347 2609 23,8 . 2148
Costa Rica: L O Z Y VAR R S T % Y
Cube, " - - Lo - PR -
Chile ©oole2 B 2821 a0 fugés
Esuader 3.3 Cma 7 g0 3448 AT _‘29;«%
£l Selvador N o & izl 39k 393 sl
Gumtomals 39 kB sde/ 326 b hem/.
Haltd . - e PR - -
Honduraa ng 6oz buzn/ | 336 L3 T8/
Mexico R R W TN YRR X 15.1 12,66/
Nioaragua Selt 8.3 ‘ 'k.agf *'}”56.6 4345 39.%/
Panams, 3eb 5u6 7e2b/ ‘23.3 3240 25.5a/
Faraguay - - ’- ~- - ’ -
Peru 7 49 5e3 3.7/ 3247 33 26480/
Dominlean Republie - - - . - . '
Uruguay - - - - - .
Veneguela 12,2 64 6e9b/ 3644 24 - - 23400/

Latin Amerisa 540 308 3eda/  28.2 15.3 pUN, Vg

y 19?1.
b/ 19724
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and the same trénd was observable in Mexico (f%om:neafly 28 per cent
to 15 per cent). "It dropped to a lésseriéxtéﬁt'in.Venezuela and
Chile .between those years.” In the rest of"thé countries, imported
capital ‘gdodé represented over 30 per cent of-total investment in the
whole period, a.proporticn which was even increasing in several small
countries. Since the mid-1960s when invéstment expanded rapidly, the
coefficient has declined in most countries except Brazil and Chile,
where it has risen significantly. In 1973 the three major countries
.0of the region had coefficiénts of les&'than 13 per cent, while of the
12 remaining countries for which data ‘are available, half of them had
coefficients of 30 per cent and over. Cther factors élso‘ihfluenced
this .process. Those countrieés which faced a more sevére and prolonged
restriction of external resdurcdes were forced to give preference to
investment involving lesser reduirements in terms of 1mported capital °
goods, and also in the short térm to sacrifice some of their imports
of these goods in order to ensure the supply of those on which the
maintenance of the level of démestic economic activity depended
to a critical extent, such as raw materials and intermediate goods
for industry. In the few countries like Brazil where the severe
restrictions on their import capacity were followed by a substantial
improvement in their extermal purchasing pﬁwer and the rapid growth
of external investment, it was possible to increase the absorption =
of capital goods at an even faster rate than the rapid growth of
investment, as has actually occurred in recent years. '

Generally speaking, raw maferials“and~capital goods have ‘accounted
for the highest percentage of imports. 'The relation between the
share of these two items reflects the balance of the different
branches of industry. For example, Argentiha, which is more advanced
in the engineering industries than in those producing basic 1ndustr1a1
inputs, records proportions of over 55 per cent of its imports for:
this last item. For the average countries, intermediate goods
represent the most important group ih their imports (see table 15).°

The supply of energy resources is another of the domestic

variables influencing. the composition of the value of imports. In

/the last
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the last 15 years this item has represented the largest share in
Brazil, Panama"and.Uroguay, where it has been consistently above

15 per cept:of.ﬁotal imports. The sharp increases in the:price‘off
fuels sinoe 19?§ﬁgignificantly altered the. proportions, which are

" calculated on the basis of current values. Alnothose countries which
are not self-gufficient in petroleum the proportion of their external
expenditure on these products increased 51gn1f1cantly. In 1974,

10 countrles spent over 15 per cent of the.wvalue of their imports

on fuels. The extreme cases were Panama, :Uruguay, Paraguay and Brazil,
which sbent 35, 33, 25 and 24 per cent, .respectively, of the value

of their imports on this. 1tem. R I Y

The composition of Latin America's exports has also changed, -
in line with the dege;opmenqzqﬁ ;tshyypdqq;%qn,atruoture and external
relations. The genéfélwtreqd has been.a greater diversification of
the products exported, .although this has not succeeded in essentially-
~ changing the heavy concentration on a few pripary products. In 1955,
exports of agricultural‘pro&qﬁﬁs,.ngpgforrous minerals, fuels and.
rela#ed products represented;az.germcegt.oi.the_tqtal exported (in
terms of dollars at 1970'pricos},.while,inﬂl9?5¢they represented:a
little over 32 per cent. . , : _

As will be seen in table 17,. the relative decrease was a.
general one covering the various items, except fertilizers ‘and crude
minerals, being somewhat more pronounced in the case of agricultural
raw materials. On the other hand, exports of chemicals and iron and
sfeel products, which together accounted for only l.3 per cent of the
total exported in 1955, increased their share to nearly 5 per cent
in 1973. A more significant change was observable in the proportion
of machinery, transport equipment and other manufactured products,
which rose from nearly 2 per cent in 1955 to nearly 13 per cent in
1973. The changes in the structure of Latin American exports have.
been more significant since 1963, in particular the expansion of
exports of manufactured products which has been accentuated in recent

years.

. /Table 17
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Table 17

LATIN AMERTCAN AND CAREBBEAN COUNTRIZS: EVOLUTION OF EPORTS BY GROUPS OF GOODS

(in23tomm of dollars ot 1970 priges)

1955 1973
Groups of goods in ascordznce Pere Per= Pare~
with ths SITC nomenslsture Vaius cont  Vulus somt  Valw sent
ega age egs
Food (Oelw2oeli) b L 641 6 015 bs3 7 318 38.9
Priaary goods of egricultural orizin (2e22e27w28) 826 8.6 11y 8,0 &o B4
Subtotal I o . 5_260 o 511-,2 Z 132 51.*4 2 25& J‘"Zoa
Crude fertilizers and erude minerals,
netaliifercus ores and metal sorap o . .
(Z7+28) 542 5.6 1033 7eH 1839 9.8
Mineral fusls, lubrlcams and ralated - I '
materials (3) 2927 - Be3. 39 %.3 W lg 235
Won~forrous nstals {68) 736 Ba2. 1053 7eb . 1 287 6
Subtotal 4 056 b9,2 602 o A . 40,1
Chenmioals (5) 81 .8 192 L4 . 69 3a5
Iren end steol (&7) 43 O 129 0,9 o Lh
Subtotal 14 L3 34 23 22 49
Machindry and trensport equiomsnt (7) A 0z 81 0,6 8o1 k3
Misoellanaous marfasturad artisles {6+8-87<68) 162 1.7 T3P 2l 1579 B
Subtotal 183 Led Hua 3.0 280 127
Total 9-622° 1000 13033 18 811 200,0

100,0

Soureat -CEPAL,
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ITI. CONTRADICTION IN RECENT SOCIAL CHANGES AND THE
PROBLEM OF UNIFIED DEVELOPMENT

e e A s
L

~ The following pages examine certain contradictions and negative
asPects of the processes of growth and social tranefdrmatibﬁfthet
are summarlzed in the precedlng chapter. The relevant longer-te:m_

trends 1nclude°

:,l. The long-term trends '

The populatlon has grown and experienced spatlal redistribution
and concentration with unprecedented rapidity. Half of = pepulation -

that has more than doubled since 1950 is now urban and urban

. predominance is bound to increase steadily. NI

While- the rural populatloh ‘and the rural economy have become
moderrnized and internaily dlfferentlated in many respects, the welfare
gap between.city and countryside has not narrowed. The majority of e
the rural populatibh continues to experience extreme pOVerty,. ‘
powerlessness, and dlecrlmlnatlon in public social allocatlone. The
breakdown of traditional land tenure systems. and the forms taken
by agricultural modernization have increased the relative importance
of the landless underemployed rural proletariat. .
| In the urban areas, heterogeneous "mlddle“ strata, malnly engagedl
in non-manual salaried: oecupatlone, have grown such more rapldly thaq..
either the groups of manual workers in industry and basic services
or the groups classified as "marginal', "sub-proletarian™, etc. This’
differential g}owth of urban middle strata has sustained and been
sustained by exceptionally rapid expansion of secondary and higher
education, and by the expansion of public and private white-collar
employment absorbing the produets of this education. It has been
accompanied by the eﬁtrenchment of "modern'" consumption patterns in
broad groups of the urban population. This market has shaped and been
shaped by the lines taken by industrial development and by the

penetration of mass communication media,

/The greater
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The greater part of the urban population in most countries has
shared to some extent in national per capita inecme gains, although
these gains:have been very unevenly distributed, the upper and.upper-
middle strata,réceiving the lion's share. The greater part of the
rural populat;cu has gained little or nothing. The imitative
modernlzatlon and diversification of consumptlon patterns, however.
have meant an 1ncrea51ng strain on 1ncomes, with apparent neglect . .
of basic needs, the rising indebtedness,.and perceptions of. relatlve
poverty and insecurity accompnaying improvements. in monetary. incomes.

Increasing shares of public sector resources and of national
incomes have been allocated to social services, particularly education;
there have been more irregular and intermittent increases in allocations
 supporting.the consumption levels of certain population groups,.
particularly throﬁgh public housing and subsidized distribution of
foods. These allocations have for the most part been biased in favour
of the urban middle sﬁrata.andAhave commonly. reinforced rather than .
counteracted the prevailing inequalities in income distribution. They
have generated,§¢rong_;nterést groups - thé.functionaries of the
services as;we;l<asgthe-ciienteles ~ pressing for further expansion
along the same.lines. o _ _ ; .

Shifts in the distribution of power in the societies have not, .
been accompanied in most countries by any significant. enhancemeant of .
popular participation in deciéionfmaking:_ The relative impertance of
landowning classes has declined, and there has been a trend toward
the sharing of power between technobureaucracies and major industrial.
and financial interests, with increasing participation by transnational
enterprlsesoi The former have been. increasingly emboldened to seek
control by their own rising techmnical capacity, and also by the recurrent
difficulties of ''normal" political processes of 1ntergst group
representation and bargaining in managing ;pg:social conflicts
generated by rapid change and. increasing inequality, and in applying .

coherent criteria for allocation of resources. e

P d e ‘ /20:The S
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A 2R;:Thé ﬁé?iod since;}9?6;

- Since the beginning of the 1970s the national societies. have
exﬁerienced a series .0f stimuli and shocks, mainly originating
outside the region that have accentuated the.contradictions in the
prevailing style of development, heightened social temsion and = ;..
insecurity, and also strsngthened.the. trend toward tebhpdbureaucratic
tactics aimed-at'suppressign.of,thgpcontzadiqtjops and shoring up of
the viability of therprevailing,stx;e.TUTheﬁstimuli.and«qucks.haVe
much in common with those experienced in-the high-income industrialized
_countries during, the same years, as might be1ex§ected from the stages
of modernization, urbanization, and industrialization achieved by the
Latin American societies. Naturally they.have affected the individual
COﬁntries'in'differing combinations and with spmewhat different timing,
depending on factors ranging from the character of the main export
products to the. level of. political mobilization previously reached,.
and these combinations have generated widely differing reactions
from the societies and the ggvernmqn;§? jcpba,‘with,its;radically
different style of development pequiresmgﬁseparatpidiséussiona

Cuba has experienced external stimuli and shocks similar to
those of other Latin American countries sinece 1970, owing to its
contihuing dependence on sugar, exports and the extreme instability
of world éugar prices. Within the Cuban style.of development, however,
the resulting rise and fall in import capacity, while requiring
renewed austerity in consumption, do not seem to have affected
significantly the major social features andrtrends; The evolution and
also the difficulties of this style of development. have influenced
many aspects of the ideological debate over Latin .American development.
The highly simplified vision of the social impact of recent stimuli
and shocks that is attempted below, however, applies only to the
countries with market economies, however much the role of the market
may have been modified by planning and.groﬁth of the public sector.

The high rates of economic growth and exceptionally favourable
export prices in the early 1970s, strengthened confidence in the

viability of the prevailing style of development, further stimulated

/the consumer
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the consumer society and. the domestic industries supplying it, and
permitted the state to .relieve social.tensions by expanding social
services, by assistential programmes,:and above all by absorbing in.
public employment an important part of the rising output.of secondary
and higher education. . This brief euphoria has been followed, mainly
since 1974, by new deteriorations in terms of  trade, inteansifying
debt servicing problems etc., reducing resources available to-the . - =
governments and forcing austerity policies negating the social ;- -
aspirations stimulated in the immediate past. - Inflation has become
important -in practically .all countries and: has reached unprecedented
levels in the minority of countries in which the different.social
strata had learned to live with chronic inflation (those of the
"Southern Cone").- Open unemployment has. risen, the barriers to
absorbtion of women and youth seeking to enter the labour force

have become more formidable, and it is probable that the ability of
the poorer urban and rural strata to maintain minimum levels of
~consumption is deteriorating, although this conclusion -depends on
very fragmentary information and observations. At the same time,

a deterioration in the real;incomgs,:levels of consumption, and
employment prospects of major parts of the middle strata that have
become wedded to the '"consumerist" estyle of development is evident;and
although some groups continue to gain, consumer purchasing power

and consumer goods industries have suffered.. A particularly. striking
change in several. countries is the. sudden halt to the phenomenally
rapid: expansion of enrolment in higher education, and the accompanying
governmental campaings to. freeze or reduce the bureaucratic employment
that previously absorbed an important proportion of the putput of
higher education. The political problems posed by the plight:ofr- -
the, relatively organized and articulate middle strata are, at least: .
in the short term, probably more disquieting to: governments than

the plight of the relatively unorganized and voiceless poor. The
phenomena noted here may be. only temporary and similar . shocks have
occurred in the past. It is striking, however;-that the substantial

economic growth and the rising levels of consumption and. social services

/achieved by
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achieved‘b&.arlarge part ‘of the Latin American populatioh haveé not '
mitigated:theirwpsychological impact; consumption aspirdfioﬁs-hafé‘”
continually ‘advanced ahead of . the capacity of the ‘economies -to -
satisfy them and -even temporary stagnation provokes ‘strong social
tensions that threaten the 'stability of thé¢ style of &evelopment.
‘The beginning of the 1970s saw a great deal of innovation in
governmental sacial. policies, with the coming to power of new
combinations of :social forces or, in ‘a larger number of cases, the
emergence of a‘teéhnobrureaucratic=eli¢e“&etermined to achieve =
a style .of develcpment incorporating a larger measure of social -
Justice~and popular participation. ' These innovations co-existed
contradictorily with the compiacency-induced‘by"the favourable
economic conjuncture, and were accorded wide acceptance in prineciple.
The objectives have not been achieved owing partly to insufficient:
capacity to cope with the demands andfresisfances ariging within the’
societies, partly to contradictions in objectives and :inefficiency
in execution of policies, partly to .external factors and more recently
to the impact of international economic crises and inflation on the -
resources needed to carry out major redistributive programmes in the
absence of a high degree of social consensus and discipline.. Some
national authorities justify the: reversion to policies of fiscal
austerity and renunciation of controls:over market forces as a
temporary concession. to harsh realities. Others are convinced that
this: is the only sound strategy for development over the long term.
. In either case; in.societies in which different classes have achieved
"a significant degree of mobilization and expectations of continued
improvement in their let, the risks are obvious: serious social
conflicts arise with their sequel of repressive"ﬁeasures; and the
organized groups best: ablel to resist austerity policiesrare favoured.
‘While the stimuli’and shocks affect the urban population most-
visibly they are also exacerbating the tensions previously present -~
in the rural population. - Favourable markets for agricultural exports
have helped to speed ﬁp the capitalist-m@@ermizafionrof agriculture’

. and the marginalization of small cultivators and workers dependent

/on the
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on the traditional hacienda system. :Slumps in export markets have
then reduced the demand for agricultural wage labour, and also
strained the capacity af the countries to: import basic foods. The
ability of the cities to absorb migrants into activities im the . .
so-called "informal seotaor! isi-at-leaSﬁ.temporarily, shrinking,

and so are -the opportunities for temporary labour migration to richer
countries - a change of considerable importance in the case iof

Mexico vis-h-vis the United States. Agrariﬁgmreforms that -have
benefited sizable minorities of the rural population in a few

. countries seem to have reached a dead'%ﬂd; for the most part they

now lack national political backing, since agricultural modernlzatlon
seems to have taken an irreversibly different course, and they have
found no answer to the plight of the poorest rural strata. inevitably
excluded from any tenure reform aimed at economically viable small
holdings or co-operatives. In their combination, these factors

imply an intensification of rural poverty and a narrowing of the
alternatives previously open to the rural masses - which were meagre
at best. ' Rising levels of rural soc1a1 conflict, partlcularly in '
the form of land seizures, are evident in parts of certain countrles,
but in general the declining relative w61ght of the rural populatlon
and the vigorous growth in some lines of agr1cu1tural productlon |
means that rural impoverishment rarely receives effective priority

in the decisions of governments and in urban public opinion. '

The past cycles of fépiﬂ“ecoﬂéﬁic grbwthlénd crises forcing
internal economic innovations, accompanied by rathér unbalanced and
precarious expansion and diversification of the social groups able
to make themselves heard in the political process, have been adverse
to effective plannlng, in spite of the institutionalization of plannlng
mechanisms in' most coluntries since the 1950s, or to the ‘achievement
of egalitarian-social pOllCleS. In prosperous years the argument
that economic growth by“itself would eventually eliminate poverty
and unemployment seemed plausible. 'In'years of crisis the argument
prevailed that this was no time for costly and probably disruptive

redistributive reforms. A piecemeal agglomeration of social measures
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responding to group pressures and the models offered by the high-
income countries took: place, and some of them hdd a major impact

on the societies ahd the ‘economies, but:they did not respond to -any
overall conception of their place in a deveélopment stratégy: ™ Arguments
that things should be done differently, that the:social services -
should be planned so as to contributé‘simulﬁanebﬁsly to productivity
and social equality were. not lacking; but were unable to change the -

overall trend.

3. The probléms of unified development

The achieiements‘énd éhﬁrtcbmings‘of economic development during
the 1960s, as they'entéfed,ipéo the consciousness of political leaders,
sociai sclentists aﬂd‘plaﬁneps,réeeﬁed to demonstrate the urgency
and also the po_ssiibility- of‘ﬁacti\l‘:“lg‘ differently and more therently.
The national sociéties had achieved.a much greater material capacity
and also technical-administrative capacity to do so. While formal
planning had not.bégnrpgrﬁipuia;}y éffective, fhe.:elative importance
of the public sector in pational life had grown considerably, and
the technoburegﬁcfacies managing it had gaingd;experience and
confidence. it had_élso.become more obvious that the existing processes
of economic_gfowth aﬁd,social change would not lead spontaneously
to a wider diffusion of the fruits of development or to greater
national autonomy. Thus the theme of "unified development" or
"unified aﬁprpaches to development”, which had in fact been present
in many variants and under different names in. the discussions of
planning since the 1950s, came to the fore. To its proponents this
meanf a'defelopment strategy achieving a‘high rate of economic growth
~and at the same time changing the structure of growth, the allocation
of public resources, the content and distribution of social services,
the patferns of'consumpiion,.and the patterns of human relationships
80 as to correspond to thé human welfare and human rights objectives

set forth in numerous international declarations.

/The experiences
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The experiences of the early'1970s in Latin America 'demonstrate,
unfortunately, that the acceptance of ‘general formulations on
"unified=deVe10pment“ did not amount to a real commitment to
application in the face of the stimuli and shocks that have ‘been
described abave,  The formulations thémselves have justifiably been
criticized as "utopias by aggregation of objectives”, masKing the
lack of agreement by their sponsors -on sny unified theory of social
change. The capacity for real integration of -objectivés has aleo:
been strained by the serles of . 1nternat10nal campalgns of recent
¥ears - on populatlon, the human env1ronment habltat employment,
equality of ‘the sexes, etc. - all legltlmate 1n themselves; but.
pointing to different approaches and prlorltles that have been "unlfled"
only by Juxtap051tlon. The limited adaptablllty of the materlal and
technical resources generated by the prevalllng style of develoPment
in Latin America, and above all of the expectatlons of the greater
part of the populatlon, to the requlrements of radlcally different |
“unlfled" styles has become clearer. So has the extent to wh1ch
the dec151on-mak1ng capa01ty of the natlonal authorltles that have
struggled toward "unlfled develoPment" is restrlcted by the character
of their polltlcal base, the compartmentallzatlon of the admlnlstratlve
apparatus, ‘the entrenchment of the transnational enterprlses, the
1dent1f1catlon of the mass communlcatlon medla WIth the consumer ﬂ
society, and other factors of 1nternal as well as external origin.

The present reactions to crlsls demonstrate once agaln the amblvalence
of attitudes toward the prevalllng style of developmente On the cne
hand, thére is wide recognltlon of its precarlousness and 1nab111ty

to conceive of its projection inteo the future on an ever larger scale
without transformatlon, On the other, there 1s a cont1nu1ng 1nab111ty
to formulete'convinoing strateg1es for transformatlon and plauSIble
agents of transformation. The stage of dependent semi- development

and societal differentiation reached by the larger countrles of

Latin America seems to rule out strateg1es that mlght be open to
poorer, moré‘homogeneoue and more'predominantiy‘rnne; soeieties,_ee

well as strategies that might be open to societies that are fully

/industrialized or
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industrialized or even “post-industrial®™, with more ample per capita
resources that can be redistributed with relative efficiency and
public consensus through the State. "Unified development", if it

is to achieve operational meaning in the Latin American context,
must meet the realities of internally heterogenous and conflictive
societies undergoing change processes that'at présent either esdape
the control of any coherent social force or are being’ subgected to

centralized controls with relatlvely narrow objectives.

L. Some questlons for the future

In other terms, the obstacles to appllcatlon of unlfled
development strategies ;hat_were emphasized in the Chaguaramas
Appraisal (Sections I.A. and B) have become still more pronounced
dﬁring the past two years. The governments face an accumulation of
problems with deep roots in the national economic and social structures,
problcms that can be overcome only through coherent long-term policies
with firm poiitical backing,fbut they also face continaully changing
pressures and crises thgt gpsorb mogt ofAtpeir attention. . The year
1975 saw the main impacﬁaof the recession in the central economies,
and in spite of an uptu;n for the region as a whole, 1976 has been
a year of shocks and emergency remedies for a good many of the countries
of Latin America. _ '“, , e ,

What is done or not done in. the next few years will have
incalculable consequenqg§lfor the ;gng-term:future, and the effort to
design policies for thig‘future cannot be set aside, however difficult.
A comparison of thé course of events.over the past-quarter-century
revéalsrthe pitfalls in fhe way of rational attempts to plan the
future 1n the face of the real dynamizing forces in the.international
and natlonal polltlcal and economic orders; hopefully such an exercise
should help toward avoidance of some pitfalls of the future: It
‘would be presumptuous for a. repart such as.the present to offer
additional general prescriptions for unified development; the national
authorities are already suff?;ing from a. surfeit. of prescriptions.

unrelated to their differingsreal,priopitigs and capacities-for action.

/It may
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It may be worthwhile, however, to point to certain common féatures in
the policy challenges they now confront:

,,A.(a) Both long-term human welfare objectives and short-term
crises of financing, distribution and unwanted byproducts call for .
a rethinking of the overall impact of social programmes that have
already established a claim to considerable public resources, acquired
elaborate administrative structures, and attracted-influencial : o
clienteles. Reforms are now being undertaken, particularly in the
case of education, social security and housing, in most of these
programmes, in different ways and with different priorities in
individual countries,rbdt;invariably under the impact of financing
crises and the impossibility of satisfying within; the prevailing style
of development the expectations that the programmes have aroused.
Under these conditions the redistributive aims of the social programmes,
rarely realized in practice although continually cited as justifications,
are likely to be even more poorly served, than before. That is, in
the name of efficiency, the social programmes can become more: openly
subordinated to the presumed human resource requirements of the present
style of development .and. the capacity-to pay for services of the |
different strata in the society. .If the .national authorities adhere
to the criteria for unified development.set forth in the Quito-and
Chaguaramas Appraisels quite different approaches to reform are called
for. How can they make use of the present crises,. with their exposure
«f the insufficient realism of past expectations and their inexorable
demands for more efficient use of scarce public resources, to enhance
the political practicability and public .understanding of social
programmes aimed at redressing of the disadvantages of the .masses,:
strengthening of national autonomy and creativity, and qualifying
human resources for the desired future style of development? : .

(b} The combination of populationm increase, urban concentration,

deterioration of the environment, waste of natural resources, and
high prices of certain imported inputs, -particularly oil, call for
far-reaching changes in consumption patterns and in the degree of

public control over certain resources. Even relatively conservative

/sectors of
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sectors of opinion, particularly in the international fingneing -’
agencies, now insist, for example, on the necessity of curbinhg private
automobile use in favour of public transpoft, of urban design reducing
the -need for transport, and .of strict’ controls over -urban land use
and prices. Some countries are raising ‘the price of‘gésoline-and 3
taking other control measures to restrict automobile use. Such’
changes clash not only with the expectations of the more articulate
sectors of urban public opinion, but alsc with two of the mosti®
important sources of dynamism of the prevailing style of development:-
autmobile manufacture and-urban commercial and upper-income residential
construction. The plight of the cities and: balance offpayméhts
difficulties, along with other factors,'will eventually make vigorous
action unavoidable, but how can action be achieved with a reasonable
degree -of public consensus in the face of the lines of development of
.the transnational enterprises, the commitment of the mass communicatioén
media to .the consumer’ society, and the contribution to employment
of the enterprises that wonld be affected? SR
7~ {c) The combined problems of critical poverty, maldistribution
of income,” underemployment, low productivity of much of the labour
force, and inability of the masses of the population to participate
meaningfully in national political processes; although even mor; '
important in terms: of human welfare values than thé'éh&llenges*just
described, but it is even harder to foresee 'what will be done ‘and what
should be done. Short-term responses to érises, taking the form of
inflation, contraction of employment and décliming real wages, have an.
inevitable impact.on the lower-income grougs and those with léast’
political power. At the same.time, governments will not be able to
disregard the deteriorating situation of the rural masses, now -
manifesting itself in rénewed iconflict over land tenure; the rapid
rise within the present.economic conpjuncture of open unemployment in
the cities, and.the limited opportunities for &buthwtoﬂenter the labour
force. However, :the probable combination of remedial measures can be -
gravely deficient and dangerous‘for-the‘futuﬁe: limited doles of food,

public-works-emprymeutqat-subsistence wages;-and‘promotidn of* aided

o * /self-help in
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self-help in the so~called "informal™ sector of the urban economy.
Such measures in their combination might arrive without deliberate
intention at a conversion of the spontaneous segregation of the poor
into systematic segfegation,.with different levels of services,
different standards for housing, and an expectation that a judicious
amount of aid and control would enable the poor to meet ‘their own
needs until such time as the "modern' economy can incorporate them
on its own terms. How can such a future be guarded against in the
unavoidable adoption under crisis conditions of stopgap measures

to cope with critical poverty?

/III. TECHNOLOGICAL
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 ITI. TECHNOLOGICAL ASPECTS. IN LATIN: AMERICA'S
DEVELOPMENT . \ \

1.‘WIﬁf£6ducti§n L : )

P R . . r

. Developmgn£ theory has net succeeded in inéorporating the
subject of technqlogicalgphangeﬁinma:éatisfadtorytmanner: For many ¢
years this was considered a variable which:lay outside the ecoromic °
system, a technical datum on which the economist had little or - -
nothing to say. . Only recently ‘has.one begun to.admit the possibility
that the rate, nature, and orientation of:the technological ‘change
produced in a given society are closely interrelated with the social
and political processes, and with the general operation of the
economy in guestion. In other words, only recently has one bégun
to accept the need for an'endogeﬁous theory of fechnological
innovation covering the studies involved in the oversall analysis of
the long-term process. _

The systematic study of this subject, however, has at least
enabled, the conclusion to be reached that:‘
"... technological change is a complex process which is
influenced by a number of factors of various kinds, econonic,
educational, scientific, social, cultural, and political. 1In
all these fields technological progress demands the satisfaction
of all the various conditions, necessary, none of which is on
its own sufficient to achieve significant advances.
"There is no doubt that the style and development strategy
chosen exercises a decisive influence on the type of
technological change to be promoted, since in each case the
role and participation of the State, foreign investment,
public or private enterprise will differ and so too will
incentives and control policies, and the relative priority
assigned to the various sectors of economic activity and to -
social development. As a result, the policy for technological

change must be fully and expressly embodied in the national

/development policy
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development policy and the corresponding planning system, in

other words, it must be part of the chésen development style."l/

Notwithstanding the foregeing, there is no doubt that there
are also ""objectives and priorities which generally apply. The
correction of educational shortcomings, the development of appropriate
scientific capacity and the promotion of creativity with the ensuing
establishment of a sector of "technological supply' with the capacity
to evaluate, assimilate and innovate, are no doubht the prerequisites
of any effort at sustained and integrated development"og/ '

- A development model or style which gives pride of place to
the maximization of the rate of economic growth, the rapid progress
of the manufacturing industry and the export of manufactured geods,
with its accompanying emphasis on progress in the sector which has
come to be known as the "modern" one in the economy,‘calls for a
process of technological change which gives priority to the use of
complex technology, and which - at least in the short and medium
terms - will, for the most part, come from abroad. If, in addition,
the economy develops within a capitalist system with a mixed economy
in which private enterprise predominates, it is likely that
priority will be given to foreign investment, licensing contracts
aﬁd other similar mecﬁanisms which constitute tﬁe most generalized
forms taken by the technological,advancé necessary for the successs
of the chosen model..

If, on the other hand, the development style aims at focussing
attention on the solution of the problems of abject poverty, of
unemployment and underemployment, the distribution of wealth and
income, greater emphasis will be placed on the creation of indigenous
technology and the adaptation of foreign technology to cenditions
which call for the greater use of labour per unit of capital and.

physical production. In such a case, technological policy will also

1/ Scientific¢ and technological progress for Latin America's
.development. (ST/CEPAL/Conf.53/L.3), 197%, p. 179.

2/  Ibid.
Jaim at
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‘aim at achieving the effective absorption and diffusionm at local
level of the technological know-how‘neceSSary for raising'the level
of product1v1ty in fraditional small scale economic act1v1ty and in
agriculture, in partlcular.' ' '

Finally, a development style whlch “takes a path other than
that followed in this field by the 1ndustr1al countrles, and which
does not approve of attempts to follow in the very footstepts of
those countries in their development process, will give greater
importance to the obaectlve of achleV1ng greater autonomy in their
decisions on development in -general and technologlcal ‘change in
particular. B

In sum, the diversity of situations and stages of development
is so great that it is impossible to work with a single analytical
frame of reference. It is for this reason that the main headings
of this chapter refer mainly to the three largest countries of Latin-
America, Argentina, Brazil and Mexico which show important '
similzrities in this respect. Without prejudice to the foregoing,’
some rumarks are also made which apply to the lesse industrialized
countries of the region or those with a more modest resource endowment.

2. Technological change in the more industrialized
Latln Amerlcan countrles

It is undenlable that as regards modernlzatlon and technolog1cal
change the three countrles mentloned above are clearly far ahead of
the other countries of the reg1on, It is true that seversl others
(Venezuela, Colombia, etc-) are emulating the development experlence
of the former, but whatever quantltatlve indicator is used would
show that the gap between them is substant1a1 and that 01051ng it
is not Just a matter of a few years. Moreover, 1t must be admltted
that the size of the 1ntrarreglona1 technologlcal gap is produc1ng
new 51tuatlons in the Latin American economic and polltlcal scene,
the analyels of which is becoming increasingly urgent.

One can see that Argéntina, Bra21l, and Mexico (and to a

lesser extent Colombia as well), are exercising, although the procese

/is only
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is only beginning, increasing influence on the remainder of Latin
America, through both their gradual establishment as inbra-regional
“suppliers of manufactures, and the growing frequency with which they
emerge as sources of a growing intra-zonal flow of direct investment
and the transfer of techrology originating in the region, or of
imported technologies which have undergone a process of
“"acelimatization" to the local conditions in which they are used.

As regards both these roles, what appears to be in the full process
of gestation is a new pattern of intra~ and extra-regional relations
which require detailed examination. There is no doubt that the
technological process is an important aspect of this new emerging -
scene.

‘Even at thé risk of introducing a certain degree of
arbitrariness in the analysis, it seems desirable, as a means of - °
comparison to distinguish between at least two different stages of
evolution as regards the process of industrializaticn and technological
change in developing countries as’'a whole. On one hand there are a
certain number of countries which in recent literature go under the
name of "recently industrialized", "late starters", etc.3/ in which
the whole of the post-war period has witnessed a process of
technological change of far-reaching importance. In Latin America,
although diffefeqces may'be found Between the countries,4/ Argentina,

Brazil, and Mexico may be taken as cases in point.

3/ In his study established in 1968, A. Hirschman began to use
the concept of countries at a stage of late late industrialization
to differentiate between the situations of Argentina and Brazil
and those of Germany, Japan and the USSR. See: The Political
Economy of Import Substitution Industrialization. "Quaterly
Journal of Economics. Fébruary 1968.

4/ Although it seems to be a fact that other countries of the

Latin American area - for example, Colombia or Venezuela - are
close on the footsteps of Argentina, Brazil and Mexico, and will

. in the future have to face similar situations and problems, the
differences as regards the level and degree of diffusion of
technological progress achieved are evident. First, the
opening and expansion of "spearhead" industrial branches has
tended to be of more recent date, as a result they have {Concl.)

/Furthermore, we
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Furthermore, we find in the majority of underdeveloped
countries - some in Latin America and the large majority among the
~countries of the Third World - that ''modernization" and technological
. change are the exception rather than the rule. They are at a very '
¢arly stage of development, several decades behind that of the
industrialized world and even that of the developed areas of the
countries of "late industrialization” (at. least as regards the
aspects 6f development in question). '

The review of the experience of the three countriés mentioned
above 5/ is important for various reasons.. First of all, because in
those cases the process of modernization and technological change has
been linked with long-term structural changes which have a great deal
in common. Such changes stem from processes such as the increase in
economic concentration, the participation of foreign capital in the
various branches of production, the gradual assimilation of
technological patterns and the demand inhefent in societies at-a
relesively higher stage development. Secondly, because these

countries are exercising a growing influence on the remainder of

L4 (Concl ) had less time to begin te generate the technologlcal
' externalltles which are of such 1mportance in Argentina,
Brazil, and Mexico. Secondly, the "critical mass" of thése
"spearhead“ industries is not sufficiently important so far
'(see the scale and non-integrated forms of operation of the
motor~vehicle sector or that: of chemicals and. petro-chemical
products). Lastly, since the externalities of the '"spearhead"
_ industries depend largely on the extent to which there is
a sound professional and technical infrastructure, the
trickle of gualified human resources into the domestic market
is a further constraint to similar tec¢hnological development
in the short term in the medium-sized countrles of the region.

5/ It is obv1ous that there are also fundamental differences
between the three largest countries of the region. 1In
‘particular Argentina, does not have a reserve population,
‘whereas there is an abundant labour force in.Mexico and
Brazil. This is seen, for example; in the relative strength
of the trade-union sector, an important factor that should be
borne in mind in a more detailed examination of the differences
between the three largest countries.

/Latin America
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Latin America, both as intra-regional suppliers of manufactures,
and direct capital investment, or licensers of technologies adapted
in them.

As distinct from trends in mature societies - between which it
is valid to speak of technological interdependence - most of the
process of modernization and technological change in the countries of
late industrialization has been one of imitation, in other words the
adoption of advances made several years before in the.more advanced
communities. Often this has meant the transfer of product design and/or
production processes from abroad, the entry into and/or expansion
of multinational corporations in the economic and social context of
the recipient country, and alsoc the participation of engineering -
firms, finance brokers, etc¢. of the developed world. Since this
has tended to occur practically throughout the entire spectrum of
economic activity, and has stemmed from concerted operations in
highly imperfect markets - the markets for technical services,
licenzes, rights for the uss of patents, etc. - such international
transfers have shaped a pattern of technological and, therefore,
economic dependence, which is significantly different from the
situation of interdependence which can be observed among advanced
countries.

However, it is becoming increasingly clear that this massive
inflow of foreign technology has set in motion in several of the
countries of '"late industrialization' a series of structural processes
which so far have only been studied partially. Among them, the
transfer of foreign technology has been associated with: (1) the
appearance of an emerging - but rapidly growing - domestic technological
capacity which is taking shape through both the adaptation of foreign
fechnology to local conditions of application,. and through the
generation of some domestic technological designs. . (2) An-increasing
capacity for the export of manufactures requiring relatively
sophisticated technology. (3) The emergence of a tendency towards
the export of local capital and technology to other regions of the
developing world. '

/These structural
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' These structural featureé - at present embryonic, but in our

" opinion in the full process of ‘growth - exist side by side with-
features such as a rapid increase in the participation of foreign
capital in manufacturing production, and in the economy in general;
the increasing coticentration of the main productivé sectors, a certain
tendency towards the deterioration of the patterns of income
distribution and, consequently, of the relative wellbéing of those
sectors of the population which have not participated in technological y
progress, etc. In sum, the process'of'technological modernization

in countries such as Argentzna, Brazil or Mexico, has been assoc1ated
with a complex economic and social evolution, and it is, undoubtedly,
necéésary to study their interrelation in depth.

The process of industrialization outlined in the previous
paragraphs determined the predominant forms of the resulting
technological change, at least insofar as thé‘iﬁdustrial sector is
concerned. ' - |
' In brief, the followirg could be considered the mest salient
features in the process of progress and technologlcal change related
to that evolution. ' - o

The industrial structure started from scratch on the basis of : )
foreign technology, whether this was obtained as part of foreign
capital investment, embodied in'a turnkey project sold by specialist
firms, or'éxpressly in the form of manufactiring licences, technical
assistancé contracts or other means which 1mp1y transfers of
technology from the industrial nations.

The acquisition of technology by any of the means mentioned
‘above tended to be available on unfavourable terms owing to the
imperfections of internétional market of technology (firm-specific
knowledge in each case) and the limited bargaining power of the State
and/or local firms buying it. Thus, the cost was excessively high
and in addition they had to accept restrictive clauses such as the
prohibition of exports, grant-back provisions covering "adapted"

technological know-how generated by the recipient enterprise, trade

/and technological
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and technological tied-purchase provisions covering the supply of
parts, inputs, models, .etc. The fixing of differential royalties
between enterprises for what is essentially the same technological
"package",. etc. _

In addition, there. have been cases in which technological .
know-how was not really supplied to the purchasgr, thereby placing
him in a position of dependeﬁce,subject to the will of the supplier
and at times even second-~hand technology, already considered
obsolete in the country of origin, was supplied - and what is
particularly serious - without in such cases the real transfer of
know-how to the recipient country, thereby impeding the absorption
and diffusion at national level of the new technology.

The situation described zbove resulted in a major increase
in the royalties that these countries had to pay for the-import of
technology (which reflect only a fraction of the payments abroad
which were generated in this manner, since others are not guantifiable)
and ilLese have increased at a cumulative rate of 20 per cent in

recent years.6/ :
The counterpart to the costs of the imitative and adaptative-

technological change described above is the growing capacity to
export final and semi-processed industrial products produced in
Argentina, Brazil and Mexico. During the initial phases these

exports were limited alwmost exclusively to neighbouring markets

é/ Around the end of the 1960s Mexico was spending approximately
200 million dollars on imported technology, a figure which
had practically doubled compared with that of 1968. See in

- this connexion CONACYT: Politica nacional de ciencia y tecno-
logia, estratepia, lineamientos y metas. Mexico, 1976, p. 9.
Brazil, for its part, also doubled its external payments for
technological royalties, which increased from.42.5 to
90.8 million dollars per year between 1965 and 1969.. In this
connexion sece: N. Fedelino de Figueiredo: The Transfer of
Technology in the Industrial Development of Bragil. CEPAL,
February 1974, p. ?78. A similar trend is also being observed
in Argentina.

/and, in
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and, in general, .to the LAFTA area, but later-their relatively
rapid rate of growth extended their market to the industfial countries.
Iﬁ spite of the restrictions, costs, and disadvantages of
the terms under which the transfer of technology took place in the
countries in question, the industrial progress achieved by them
has in fact been accompanied by an increase - slow but clearly-
noticeable - in the cépacity of zbsorption, adaptation and, to a
lesser extent, of technological creation. Thus, for example, the
manufactures exported by Argentina are not mere copies of the
original designs conceived in the countries of the developed world,
an obsefvation which is also valid. for the manufacturing processes
used in the manufacture of these products. The rapid growth in
industrial productivity and its relation to the increase in the
export of manufacfures has been assisted, to sbme extent, by the
domestic technological effort. The valididty of this statement
is naturally relative, as can be seen from the fact. that 16 of
the 20 largest exporting firms of Argentina in recent years are
subsidiaries of transnational corporations. A similar situation

can be observed in the cases of Colombia, Brazil,7/ and Mexico.8/

Carlos Diaz Alejandro: "Some Characteristics of Recent
Export Expansion in Latin America". Economic Growth Center,
- Paper 183, Yale 1973. ' '

R. Jenkins: Internalization of Capital, Multinational
Corporations and Industrial Exports in. Latin America. Mimeo,
Mexico, 1976. CEPAL: La exportacidén de manufacturas en
México y la politica de promocidn, Mexico,.mimeo, August 1976.

IS
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In brief, industriazal "maturity" although basically imitative
and dependent has led itoc some development in indigenous technological
capacity, which is certainly much higher than that observed in the
remaining countries of the region. Of course, there are other
factors which may have been to some extent determinants in the
achievement of such progress, such as the improvement in the
scientific infrastructure, the supply of professionals and their
contacts with experts of the developed countries, resource
endownment, etc. All of which do not invalidate the previous
statement. .

In connexion with the inecrease in export capacity and
technological maturity mentioned above, mention must be made of
the "internationalization" of some Argentine, Brazilian and Mexican
corporations both within and outside of fLatin America.

The study of this process is only of very recent date. It
is still at an incipient stage, and its subsequent development
will have a very important impact in the ficld of technology and
foreign trade.

From the point of view of its impact on the domestic
economic structure, it has been observed that the process of
industrial maturity in Argentina, Brazil and Mexico has been
accompanied by increasing economic concentration, with the
relatively high participation of foreign enterprises, particularly

in the more dynamic sectors of economic activity.

/3. Technological
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.3. Technological policies in Latin American countries

- From the foregoing remarks it can be seen that there-is
need for an in-depth study and the formulation of a seriesg of
coherent policies, at least as régards the following most important
areas: the transfer of technology from abroad, the development of
indigenous capacity for the adaptation and creation of technology,
and the problem of the traditional economic sectors and low:
productivity. ‘

Of course, the analysis- of these topics in the context of

the development style adopted so far, by each one of the three
countries under study is not the same as an attempt to study the
alternatives which a complete break with the paftefn and trends
characteristic of it imply. This would make it imperative to study
far-reaching changes in theloperation of the economy and society
in general, wvhich for obvious reasons lies outside of the scope and
purpose of the present'documentnl S

. Therefore, an attempt.will he made to outline é few proposals
regarding the questions raised, on the understanding that they
refer to complementary or corrective actions within the prevailing

development style.

(a) The transfer of technology

It is a recognized faétrtﬁaf technological change is taking‘
plaée in the third world at a relen£1ess pace, through-the |
incorporation of technology importe& from the industrial nations.
This trend is even more marked in the case of the relatively
more industrialized countries such as Argentina, Brazil and Mexico.

There is no doubt that regardless of the scope of the efforts
made to increase the creativity of the region itself, the transfer
of technology from abroad will continue in the decades ghead to be
the main channel of techmological change not only in the three
countries‘uﬂdef'stud& here, but also in Latin America as a whole.
Furthermore, as pointed out in previous paragraphs the importation

of technology can be a powerful lever of development, but its

/indiscriminate use
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indiscfiminate use can, also, lead to serious economic and social
imbalances and an increasing degree of dependence. For this reason

it is therefore necessary to formulate, within the framework of
national plans and pribrities, a policy for the transfer of techqology
which is, apart from cther considerations, fully compatible with

the other objectives of an integrated process of scientific
development and technological change.3/

The important thing to stress here is the fact that the
concept of technologicalltpansfer must be understeood to refer not
only to its importaticn and use by a national producer, but also
to its due absorption by the recipient country, defined as a
process of assimilation and internal diffusion. In other words,
one should try as far as possible to generate a real tramsfer and
avoid the formation of enclaves of advanced technology, wheré
such technology is used by a,épecific enterprise without it having
any impact on the remainder of the economy, because it is not
sufficiently understood or krown.l0/

Furthermore, it is imperative to bear in mind tecknological
aspects when defining a policy relating to foreign investment.

At times the fundamental justification of specific investment lies
precisely in the transfer of technology, since this is the only

way of having access to specific "captive' technological know-how.
In any event, except in cases of purely financial operations, the
technological aspect is almost always pfesent where foreign capital
is established.

The foregoing remarks clearly show that the search for the
means of permitting the recipient country to acquire the technology
it wishes to import in one way or another, on the best terms
possible, must be given priority. In this connexion, there are

three aspects of major importance in negotiating the transfer of

2

CEPAL, Progreso cientifico~técnico para el desarrollo de
América Latina, op.cit., p. 96. _

1o/ Ivide

/technology, namely
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technology, namely, the reduction of its cost, the effective
absorption of imported technology and the exclusion of licensing
cgntrécts-and.other similar restrictive conditions which are ‘
contrary to national interest.

In addition, the bargaining power of the local user depends
on the degree of his knowledge of the world technological market,
of the technological and.administrative level of the enterprise,
the soundness ot its. financial situation and of the market, the
support he may receive, and the general state of the national
or subregional economy, as the case may be, all of which are to
be considered both in absolute terms and in relation to the size
and the financial and political power of the supplier.

These remarks lead to the formulation, below, of some
proposals designed to improve national bargaining power and to
ensure a greater deg}ee of success in achieving the three objectives
outlined above. '

(i) The establishménf or improvement of information media,
with the support or participation of the State if necessary, through
which the pdtential Latin American buyer of technology would be
informed of existing alternatives in the world market and, therefore,
find it easier to shop for and select the most approPriéte technology.

(ii) The promotion of the development of national or subregional
groups of consultants with expert knowledge on technological
problems by branches or sector activities to assist and advise
both in shopping for and selecting foreign technology and in the
negotiations involved, and in acfioh by the State to ensure the
proper régulation and evaluation of .such technology-

(iii) The encouragement of more formal ties with small and
medium~-sized enterprises in the larger industrial countries and, iﬁ
particular, with firms in the smaller industrial countries. - It is
reasonable to assume that this would open favourable oppoertunities
in view of the small scales of productlon and the re&uced inequality

in relative bargalnlng power.

(iv) The
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(iv) The strengthening of State action as a power factor for
obtaining the transfer of technology on better terms through the
following machinery:

- Protection of the purchaser under licensing contracts

and other forms of agreement, in respect of which it may,
for example, 'establish regulations which prohibit certain
contractual clauses contrary to national interest.

- Technical and financial support for the user in the search
for, and selection of technology and in the negotiations
involved in its transfer.

* = Direct participation in the negotiations in question when

projects of major national interest are involved, and
- obvicusly - when the operatién involves a public or mixed

enterprise.1l/

(b)  Development of the capacity for adaptation and creation
of technology B '

it is widely agreed that the national power of decision must
be increased as regards technology, and that there must be a gradual
reduction in the proportion or imported component of new technology
incorporated in the productive process. These aspects cover a wide
variety of questions and mention is made below of some actions in
this connexion which clearly seem to call for priority. '

(i) The promotion and strengthening of technological research
institutions, consultant firms, engineering enterprises and other
similar bodies through the provision of incentives and/or tax and
credit franchises, the creation of national development funds:
applicable to efforts directed towards the adaptation and creation
of technology, and the use of such syecialized entities in programmes
sponsored by the State (provided they cbver specific problems and
cases directly linked with proéuction)o Simiiarly the international

agencies for development and credit should promote -the establishment

'}“]‘;/ CEPAL‘ Q‘P:'-g_i_tn [ po 125e
/of funds.
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of funds and regulations which encourage and make the use of local
taleﬁt in ‘the design and the evaluation of investment projects
compulsory. _ '

(ii) The development of communication media and fimancial
machinery for mobilizing the contribution of the immense scientific
and technological talent existing in the industrial nations towards
research efforts designed to create technologies more suited to
natural resources, the productive factor mix, and other conditions
peculiar to developing countries.

" (iii) The promotion of the unbundling of the so-called
"technological package" so as to eliminate from transfer operations
from abroad those elements which could be provided or produced
locally (engineering services, the manufacture of parts or
components, etc.), a process which will signify a gradual increase
in national participation.

(iv) The promotion, in view of the high cost and frequently
inappvqpriate nature of technology from the advanced countries,
of an increasse in the flow of intra-regional technology, thereby
taking advantage of the progress already achieved by nations such as
Argentina, Brazil and Mexico. ' ": 7‘ '

‘ Furthermore, while admlttingkthat the process of the
incorporation of technology and the adaptation and domestic dreation
of know-how are of no mean importance in the economic and social
evolution of our countries, and that there exists an appreciable
reservoir of information on this matter, the proper understanding
of its tendencies and modalities 1s still lacklng° This is the
position at a2 time when there are unmlstakable slgns of far-reaching
changes occcurring 1n Latln Amerlcan economlesuﬂ_Thls, therefore,
raises the basic questlon, Is the technologlcal'process in terums
of its size and main tendencies a helpmate in the foreseeable
developmnent of our economy? Does it 1ntroduce dlscrepanc1es which
could hold up this develoPment or embark it on paths of frustration?
The aim of these questions is to stress the need to continue and

- strengthen certain types of basic studies through which a profile

/of the
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of the technological process can be traced with the necessary
precision for it to be oriented and regulated on more empirical
bases than those which stem from abstract and very often inoperable.
conceptions. The proposal as regards the studies must not be
considered an alternative te effective action, but one which
constitutes parallel action and a possible means or enriching

the praxis.

(¢) The problem of the traditional economic sectors and
low productivity

The preceding paragraphs of this chapter refer mainly to
the techﬁological aspects of industrial development in the larger
ané¢ relatively more industrialized countries of Latin America, and
in particular to Argentina, Brazil and Mexico.

'Hoﬁever, some of the remarks made,particularly those which
refer to the development of scientific and technological capacity
for the selection and adaptation of technology, are also applicable
to a large extent to the majority of the remaining countries of
the region. One should, of course, make the exception that in the
case of fhe smallest nations, and/or relatively less cdeveloped ones,
it is difficult to imagine substantive progress in this field if it
is not founded on the basis of systems of co-operation which permit
the joint use cof the gcarce human and material resources available.

Furthermore, in most of the Latin Américan nations the
agricultural sector continues to absorb a high proportion of the
labour force, and it is, therefore, indispensable to give
priority attention to the creation and adaptation of technolbgy
for agricultural purposes with emphasis on the development of :
appropriate technologies for maintaihing given levels of employment.
Another task of major importance is that of the aiffusion of '
technologies which are known and available, but which are not
sufficiently used. This calls for a number of actions regarding

training, pilot experiments, technical andé financial assistance, etc.

/In particular,
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"In particular, traditional agriculture, which develops on
the small famlly farm or 1n farms set up under agrarian reform,
shares some of the features of small industry as regards inadequate -
levels of educatlcn, lack of management skills, lack of financial
resources and difficult access to markets. 'In addition, a cultural
dichotomy, geographical diepersion of the productive units, and
possible structural limitations of soil, climate and size, normally
more unfavourable than those which the commercial type of agricultural
enterprise has to face, also exist, not to mention the dramatic
situation created by the minifundia.

In such a context where more approPrlate types and methods of
cultivation are needed, agrlcultural research and the diffusion
of its results acquire special :meortancen What is clear is that
with the exception of some commercial enterprises, the 1n1t1at1ve
for technological change comes from the "technological supnly ; the .
research ‘institute and extension services belng the pr1nc1pal i
Aagentb of change.

In those countrles in which the rural p0pulat10n stlll
represents an appre01able percentage of the population, the challenge
faced is to increase productici£y while retaining the maximumAnumber-
of the labour force in agricultufal work, in view of the‘limitaticns
to the abSorpticﬂ of the surpluses in industrial activities and '
other urban. occupatlons.12/ .

The above remarks refef, 1ndeed 'solely to a particular aspect
of the general problem affectlng low productivity small-scale econoric
activities w1th its own inherent features.

A development strategy designed prlmarlly to resolve the
problems of abJect poverty and of employment and to improve the
l distribution of wealth and income will also have to give priority
to the problems presented by the technolcgical‘change ﬁhe seccors

require to increase productivity and raise standards of living.

12/ CEPAL, Ibid., p. 134
' /Most of
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Most of the literature on technological change and the debates
which take place in the various international forums cover, expressly
or implicitly, the medium-sized and large manufacturing industry,
and, in the final apalysis, attempt to determine the most appropriate
development strategy for the '""modern sector" of the economy.

There is no doubt that, even assuming a high and sustained
rate of growth in this sector, a major proportion of the active
population of Latin America will continue working in the traditional
low-productivity sectors for a long time. 1In other words, the
dynamic growth of the "spearhead" sector will not be capable, in
the near future, of resolving, on its own, éevelopment problems of
such priority as income distribution and employment. OFf course,
if individual cases are studied, a wide variety of situations appear,
‘since in a few countries forecasts in this connexion show rather
encouraging figures, which on the other hand, mean, that at the
other extreme there will be situations which will in fact be much
less favourable‘than the regional averages.

In sum, the modern sector is the important and decisive one.
The acceleration of its development and its adaptation to the needs
of Latin American countries is a necessary task, but this is far
from sufficient, particularly if it is borne in mind that the
fundamental objectives of development are the improvement in the
distribution of income and an increase in employment opportunities.

There.is, therefore, need to analyse the other sectors of
economic activity and determine the policies and mechanisms needed
for raising productivity and standards of living, a process which
also involves constant technological change, and calls for human
and financial resources in greater amounts than normally assumed.

In agriculture, the small manufacturing industry, handicrafts,
small mining works, and other similar activities, the problem, of
course, is not one of access to world technology. nor the negotiation
of licensing contracts. It is mainly one of the diffusion in the
sector in question of already known technologies often utilized
in the country itself; determining which fields of production could,

/with suitable
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with suitable adjustments, face the competition of the products in
the expanding modern sector; which of them have to be re-orieﬁted
within the 'same strata in which they are established, making full
use of technological capacity and installed plant, and, finaliy.
which of them will have to go into other activities.

- Further education, training in management and financial skills,
- the understanding and management of market mechanisms’, special
channels of access to credit on special terms are,. in the traditional
sector of the economy, fundamental problems which must be dealt with
before tackling technological change. 1In thié:area,’too, {he
problems of standards and quality control are of special importance.
The fact that it is in this sector where there is the greétest
dearth of maﬁagement skills clearly indicates the public
responsibility for laying the bases for greater progress.in the
future through programmes which tackle problems such as those
described, channelling towards them resources in keeping with the
size of the task and, no doubt, higher than those bf any programme
of this kind undertaken so far in Latin Aﬁerica°

However, one must not rely on the State for everything. The

small industry sector which manufactﬁres intermediate goodé tends:
to establish links through sub-contracting with enterprises in the
modern sector, for which it manufactures parts and components. .In-
such a situation, the more advanced enterprise exercises pressure:
on the small firms and induces changes in organization and gquality,
and in technological processes, ih addition to providing a guaranteed
market and providing it with financial support. Incentives for this
type of relationship are of the highest importance for it is in line.
with the current trend of the division of labour in industry, as the
case of Japan shows. The introduction of taxes on value added,
instead of purchases and sales taxes, which affect all transactions
equally is, by way of example, an appropriate policy for this

purpose.

“"/A soﬁewhat
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A somewhat similar situation arises in respect of maintenance
and repair services which, to a large extent, work for the
manufacturing industry, and tend to absorb a relatively high
proportion of skilled labour (31.8 per cent in Bcuador).13/

In orcer to develop programmes of this type on the scale
required and with the appropriate orientation, one.must create
specialized extension, training and technical assistance services
and, bear in mind, the particular conditions of the sector in
question in the formulation of economic and social policies and.

national development plans.ll/

o m e e, ey L T ——ar

13/ Victor Tokman, Digtribucidn de ingreso, tecnologis y
empleo, Cuadernos del LLPES, N2 23, Santiago de Chile,

February 1975.
14/  CEPAL, Ibigd., pp.143-146.

/1V. ECONOMIC
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IVs BCONOMIC GROWTH IN THE PERIOD'197OJT9?6

1. ‘The rate and structure of economié growth

(a) The rise and fall of the growth rate. Signs of recovery in 1976.

Within the context of the development process whose nature and

Ecope were examined in fhé previous chapter, during the present decade
there_hés been a tendenzy in Latin America towards greater economic
growth and productivp,and'technolggicgl-change, and an appreciable
growth of production capacity. At the. same time the region has broadene
and diversified its external financial and economic relations while
becoming increasingly inserted in the international system, although
in a very different position than in the past.

This growth was neither uniform nor continuous in the rcountries
of the regidn. The rate of economic development varied considerably
among the countries, and the differences increased in the relative
position of the countries in respect of product and incomeilevels,
degree of industrialization and population size. In addition, the
growth rate of production fluctuated sharply in a cyclical movement,
with accelerated economic growth_in‘the early years of the decade
weakening in the last two years. This was the case in most of the
countries, although with appreciable differences among themn in terms
of the extent and length of the fluctuations.

' A comprehensive overview should distinguish three facts of
particular significance and importance in this development of the
Latin American economy. These are the changes introduced in economic
rolicy and, p&rticularly, in areas felated to external affairs;‘
international ecoromic development; and the rise in oil prices. The
differences in growth rates and their fluctuations may largely be
attributed to the different policies followed in the countries, and
more obviously to the varying situations resuiting from the varied
impact of externél factors on national economies with different
development potential and resource éﬁdpwhent, as ﬁs the éase in the

countries of lLatin America.

/Since the
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Since the middle of the past decade, the Latin American countries
progressively adopted policies and measures to speed up economic growth
in the context of greater external trade. To this end they promoted
the expansion and diversification of exports and external investment
and financing, as well as the reduction of tariffs and other measures
designed to liberalize imports to some extent.

At the same time a succession of enormous changes were occurring
in the international setting because of the cycle in the industrial
countries and the rise in petroleum prices: a boom which culminated
in 1973; the economic recession in the industrial countries; and the
slow recovery which set in during 1976. Commodity prices followed
a similar trend, although with significant differences for some types
of product. The rises began in 1972 and lasted until some point in
1974 they were then followed by a steep slide until the beginning
of 1976 when world prices began to improve to some extent. During
the first stage (until 1973) this movement led to a favourable change
in the terms of trade for Latin America, despite high inflation in
the industrial countries. Subsequently, the persistence of this
inflation, together with the effect of higher oil prices, led to a
sharp decline for the non-oil exporting countries which only came teo
an end in 1976.

To summarize, the changes in natiohal policies and the behaviour
cf these key external variables explain at least in part the progress
made by Latin America in finding a new place in the world economy
and the sharp fluctuations in its growth rate, swinging from intense
growth to sharp decline in the non-oil exporting countries; as well
as the high balance-of-payments deficits and the accumulated foreign
debt. The situation and prospects of the Latin American oil-exporting
countries are different. Their real income grew considerably and
their development capacity was strengthened.

It is worth making a more careful study of these developments
over the last six years and assessing the fluctuationg of the growth

rate and their links with the external variables.

/(1) [The
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(i) The economic boom of 1972-1973. 1In these two years economic

growth increased and the gross domestic product of the region as a -
whole rose at an annual rate of a little over 7 per cent. In gemneral,
most countries improved their economic situation and rate of growth,
but the size and extent of this improvement varied. (See tables
1 and 2.}

Brazil, Ecuador and the Dominican Republic had exceptionally

&b

high rates varying between 10 and 12 per cent annually. Brazil of &
particular importance in.the figures for the region as a whole ‘as
the country of greatest economic and demographic weight, thus continued
the intense economic growth it had enjoyed for a number of yearse.

The growth rate was also ﬁigher than the regional average in
other countries such as Colombia, Costa Rica and Mexico, as well as.
Venezuela, taking into account the growth of its real income swollen,
particularly in 1973, by the great rise in oil prices.

On the other hand, Argentina, Honduras, Nicaragua and Haiti
continued to have low growth rates. The situation in Chile and Uruguay
was éven worse, with a drop in the leﬁels of the domestic product.

These developments were heavily affected by external factors,
whose effects varied from:country to country according to resource
endowment, economic structure and composition of external trade, as
‘was pointed out above.

In many countries exports were one of the most dynanic parts
of final demand, and their effects were accentuated by the substantial
improvement in the terms of trade. The volume of exports of the
region as a whole rose at an average annual rate of 8 per cent, higher
 than that of the domestic product, and the growth of exports in many
non-=0il exporting countries was even higher. Commodity exports tended
to become diversified, and exports of non-traditional industrial
products grew considerably, particularly in the -large and some medium-
sized countries. This was a clear demonstration of these countries!'
capacity to exploit the favourable external demand situation stimulated
by the economic boom in the industrial countries and the rise in

commodity prices under the effect of higher demand, financial

/Table 1
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Table 1

(Arnual rates, percentages)

Gross Imports Total Gross domestic Exports Ratio of .Purchas—
, of gondg . . . of goods Y . ing power
domestic and cm:;sump- investmenc and LETHIS Gl of
product services taon Fixed Total®  orviees trade exports

Non petroleum-exporting

countries 6.6 4.3 6.2 7.2 90 23 -5.7 =35
_ Argentina 2.7 3.5 3l 6.2 7.8 =11.7 7.5 ~5.2
Brazil 11.3 15.5 9.7 14,8 19-6 9.6 +10.8 =202
Colombia S8 8.6 6.3 6.1 - 3.7 -8.8 =5.3
Costa Rica 6.6 9.2 3.1 16.3 25,3 6.9 -8.2 -1.9
Chile 77 =0.1 8.3 1-1 =3.3 8.5 -21.7 ~15:0
El Selvador b6 12.8 3.3 1hob 22,5 7.7 ~3.9 3.5
Guatemala 5.6 5.6 4,8 8.5 15.0 2.6 ~2.6 =72
Haiti 6.5 8.5 41 15.4 15.5 242 ~5.9 16.6
Honduras 3.8 -12.9 2.8 8.2 -21.9 6.8 ~0.9 5.8
Mexico 3.4 =L.8 4.2 =28 ~-%.5 bab 0.5 4.0
Niecaragua 5.5 2.3 Sol 2.7 3.1 5.0 =3.1 1.7
Panama 8.7 7.4 X 14.8 14,0 6.5 Q.1 6.2
Paraguay Lok 3.0 5.2 7.2 7.5 =520 Db -4.8
Peru 6.5 1.6 6.7 10-1 22.0 ~7e3 =-8.6 =15.5
Dominican Republic 10.6 6.1 7.1 23.0 16.0 16.2 B2 8.9
Urtguay =10 -8.2 -1.6 b6 11.5 -16.5 1.C ~15.7

Petroleum-exporting

countries 3.7 5.8 5.4 48 6.6 =3al 10.7 7.2
Bolivia 5.8 4.8 EX) .8 0.6 10.9 -17.6 8.6
Ecuador 5.7 73 =2.0 39,2 36.8 9.5 =10.1 -1.6
Venezuela %3 5.6 7.1 0.0 3.5 =53 15.4 9.2

Source; CEPAL estimates on the basis of national data.

/Table 2
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Table 2
LATIN AMERICA: ECONOMIC GROWTH, EXTERNAL SECTOR AND FINAL DEMAND, 1972-1973

{Annual rates, percentzzes)

Imports - - . Exports . Purchas«
Gross Total Gross domestic Ratio of .
. of goods . . of goods ing power
domestic and con.:f.tmp- " investment and terms of of

. ‘ pmduct. services t1on . Fixed Total services vrade exports
Non petroleum-exporting T
countriecs . 73 n.o ,6;7_ 1.7 10-3 B8 7.1 ' 16.5
Argentina b1 ~0.7 3.7 1.3 2.8 6ol 14.6 22.6
Brazil 10,9 22,5 9.6 19.1 17.8 16.6 10.8 T 29,2
Colombia - 7ol -1.6 9.3 1.9 -6.6 7.6 9.5 17.8
Costa Rica 8.3 2.1 €. 6.5 4.6 9.3 0.6 10.0
Chile ~1a9 6.9 0.2 -7:5 6ol -1.6 1.1 0.6
* F1 Salvador 4.8 13.6 7.9 4.5 0o 6.2 5.3 12.0
Guatemala : 7-1 4.7 6. 5.2 0.2 13.0 =17 1_100
Haiti ' 4.0 4,9 4.8 G.6 Gab ~4.1 0.8 =33
Honduras b4 4.8 Yo 3.9 8.6 2.8 1-9 L7
Mexico 7o 14.8 6.1 14,2 14ah 11.5 1.6 13.3
Nicaragua : 3.3 21,3 2.6 8.1 16.2 16.1 2.6 19.0
Panama ‘ 6.l 2.8 5.6 7.1 740 2.8 1.4 2.3
Paraguay 8.5 12.0 4,3 21.0 25.3 bk 148 19.7
Peri 5.7 ‘74 8.2 8.5 3.8 -348 8,2 3.3
Dominican Republic  11.8 R 7ok 23,2 22.3 141 5.9 21.5
Uruguay -1.2 1.7 0.2 -16.1 ~1002 0.3 18.0 " 18.0

Petral eun~exporting .

sountries | 56 69 29 1.0 1 S RN U
Bolivia 5.3 6.2 3.4 7.8 11.9 8.6 29 11.6
Ecuador ‘ 10.2 15.2 7.8 5.0 4.4 36, 4 3.4 40.9
Venezuela : 4.8 5.6 3.3 20.8 12.0 1.0 11.9 13,7
Total Yoz 10.3 64 12,4 0.9 Bel 76 0 163

Source: CEPAL estimates on the basis of national data.

/speculation and
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speculation and the contraction of supply in agricultural products
(because of unfavourable climatic conditions in different areas of
the world).

The rise in world commodity prices occurred first in agriculture
{fruit and raw materials) and spread very intensely in 1973 to metals
and other minerals particularly, petroleum.

External demand and the rise in commodity prices affacted the
Latin American countries in different ways and to a varying extent.
This depended partiy on the countries' capacity to increase rapidly
their exports, promote new types of exports according to the evolution
of the 1nternat10na1 market and the traditional CONPOSltlon of exports;
it also depended on the effect of the higher prices to be paid for
industrial goods and the importance of commodities and fuels in their
imports.

With regard to industrial products, it is significaﬁt that the
index compiled by the World Bank on the basis of exports of manufactures
by the industrial countries showed a 7 per cent rise in the prices
of these goods in ﬁ972, and a rise of over 15 per cent in 1573, which
indicates the intensity of the inflation prevailing in the industrial
countries. _ _

The conventional indices of the terms of trade by countries
show tlie twin effect of these factors in relation to the capacity to
import. It is very interesting to study the variations of these
indexes during the period under consideration, because they show
the immediate and subsequent effects of external variables on the
investnent process and the growth of product and real income during
this period (see table 2).

It may be seen that the improvement in the terms of trade was
ﬁidespread, although its quantitative importance varied counsiderably
from country to country. Those which benefited most were Argentina,
Brazil, Colombia, Pargguay, Uruguay and Venezuela, with avérage annual
rates of between 10 and 18 per cent. _At_ﬁhe,gther extreme, Mexico

and the Central American countries had uwuch smaller increzses.

/This improvenment
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'This improvement accounted for almost half of the increase
in the region's capacity to import, which had an average annual rate
of 16 per cent. '

Of the nineteen countries considered in table 2, fourteen had
an annual increment in capacity to import ranging from 10 to 30 per
cent. TIn Ecuador the average increase was 40 per cent annually, due’
to new petroleun exports. - Whaf is notable is that in many cases the
improvement in the terms of trade was quantltatlvely the most

1mportant factor.

| This growth 6f_ekfernélrphrcﬁasing nsower, further strengthened.
to some extent by greater uéé of external financing, permitted a flow
of imports of goods énd services which also grew more rapidly than
the product and domestic income. For the region as a whole, the
product-elasticity of imports reached the very high level of 1.5,

and was still higher in Brazil, Bl Salvador, Mexice, Nicaragua and
Paraguay. ' | h :‘

However, it is’ 1ntercat1ng to see that the purchasing power of .
exports rose more than the volume of 1mports, particularly in the '
faster-growving countrles."Thls means that net external financing,
despite the increase in current(values, declined to somewhat in »
importance in comparison with exports and domestic.investment.

’ "In'very general terms, it may be said that during 1972-1973 the
Latin American economy operated without'external bottlenecks. Thé
real value of exports of goods and services was the most dynamic
factor; it not only affected domestic demand but also alléwea a
considerable growth of importég' Domestic supply became highly flexible,
and was able to satisfy the needs of intermediate products and capital
goods'stemming from the growth of the domestic product and investment.
The real hational saving coefficient tended to rise, although not
very greatly gince the system worked by ralslng the import coefflclent
of intermediate products and consumer goods, and in some countries’

the imported component of domest1c 1nvestmento

'/(ii) 1974,
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(ii) 1974. The growth of the real income of the o0il exporting

countries and the balance-of-payrents deficit of the non-oil

exporting countries. During 1974 the Latin American economy

began to change radically: the oil exporting countries benefited

. from a further substantial increase in oil prices, which considerably
increased their real income and strengthened their capacity for
development. On the other hand, the non-oil exporting countries

for the most part faced a weakening of external demand, a slide in
commodity prices and inflation in the prices of imports, accentuated
by the higher oil prices, all of which represented a serious balance-
of-payments problem which would ultimately harm their gcononic growth
rates. - '

As wmay be seen in table 3, the rise in oil prices raised the
terms of trade of the exporting countries, which thus improved the
favourahle situation they had reached in the previous year. The terns
of trade rose by 104 per cent in Venezuela, 61 per cent in Bolivia and
73 per cent in Ecuador. This directly increased both the external
purchasing power of those ccuntries, since the volume of exports
remained constant in Bolivia and dropped in the other two countries,
and also the growth of real national income, by 30 per cent in
Venezuela and 20 per cent in the other two countries. Thus the
oil-exporting countries, particularly Venezuela, accentuated the
growth rate and growth-oriented structure of their economies which
their Governments had encouraged in the previous year.

As we have said, the change was very different for the non~oil
exporting countries. (See table 3.) International commodity prices
reaclied a peak in the first-half of 1974 and began to slide steadily
thereafter and on into the following year. The rise in world prices
only continued to the end of 1974, in the case of some foods. At
the same time, inflation soared in the industrial countries and thus
the prices of imported industrial goods rose. According to the
index of the World Bank, the rise in the CIF prices (in dollars)
of industrialrgoods exported by the developed countries was about

- 20 per cent. This situation was aggravated by the rise in fuel prices,
to a varying extent_according to the importance of these imports in

each country.
/Table 3
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Tadle 3

" LATIN AMERICA: ECONOMIC GROWFH, EXTERNAL SECIOR AND FINAL DEMAND, 1974

(Annusl rates, percenfaggg)

" dross Imports Total’ -+ Gross domestic Exports Ratio of. ‘Purchas-
domest&c of go:ds consump~. - _.__investment °f gzgds terms of Vlngoiower
prodgbt : ser::ces . Hon Fixed Total serzices trade exports

Non petroleum-exporting ) . -
Argentina : 6.6 2.6 - © 7.5 CoSe0- . 1189 - 1.6 =36 ~2.0
Brazil 9.6 29.2 10.8 1401 15.7 1ok «11.6 =100k
Colombia 59 6.6 -3.5 10.1 52,6 6eb -2.0 kb
Costa Rica , k.3 11.1 6.2 15.8 Bh B ~Bok - =53
Chile ' 4.3 1.5 0.7 12.1 26.4 11.7 12.9 26,1
El Salvador 6.4 13,2 4,2 14,7 240 12.b 9.3 1.9
Guatemala %5 10.7 2.6 53 194 g.6 . -l1.6 -2.6
Haiti K bk 9.8 2.3 7.2 - 7.0 Ga?7 -11.0 ~10.4
Honduras 0.1 2.1 0.8 8.9 3.3 0.3 9.8 -10.1
Mexico : 5.9 18.2 R 9.7 15.9 .. 0.0 7.1 7.1
Nicaragua 9.2 2.1 12.9 37,0 35.3 o b “1:9 -6:1
Panama : 2.6 3.5 b5 -3.7 7.5 7.8 -9.7 © 2.7
Paraguay T Be3 10,7 ek L 11e2 - 10.3 77 -8 57
Peru 6.6 43,3 1.4 258 29,0 “hok 1522 10.2
Dominican Republie 8.9 28,0 10 - 17.9 . 2.0 4.6 18.1 12.6
Uruguay : . 1.9 =38 IS SRR -2 R 8.8 -Zh.1 =283
Petroleum-exportiqg _.' - PR
Bolivia 57 ez 1090 180 18.0 0.2 0.8 61.2
Ecuador 623 - 297 . . 133 2.1 18.9 ~7-1 72.5 60.4
Venezuela 5.9 260 19.9 -5k -2.6 6.7 10421 90.5

Source: CEPAL estimates on the basis of national data.

/_Thus in
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Thus in most of the non<petroleum-exporting Latin American
countries there was a significant decline in the terms of trade.

Only the indexes of Chile, Mexico, Peru and the Dominican Republic
imprOVeﬁoi :

The unfavourable evolution of relative prices was accompanied
by a slackening in the growth rate of exports in many couptries and,
in some, a reduction in the absolute levels of exports. Thus most
of the countries of this group experienced a significant reduction
in their capacity of external purchasing, which increased to a limited
extent only in Colombia, Chile, Mexico, Paraguay, Perd and the
Dominican Republic. For the non petroleum-exporting countries as
a whole, the purchasing power of exports remained similar to that
of 1973, '

The contraction or standstill in real income derived from
exports of goods and services was not accompanied by an adjustment in
the rate of imports, as might have been expected. Instead these
tended to rise at a much higher annual rate which was double that of
the previous year. This occurred in most of the countries, and for
‘the group as a whole the rise of imports of goods and services
amounted to 20 per cent, almost three timeé the increase in the
gross domestic product, '

In the face of the balance of payments problem which:arose
with the slackening of external demand and the deterioration of the
terms of trade, the countries did not at this stage adopt restrlctlve
measures to contain 1mports or diminish domestic demand; thus the'
growth'rate of investment and of the product was maintained and the
countries covered the exterﬁal deficit with an intensive use of |
external financing ana utilizatidn of monetary reserves. |

The deficit on the current account of the balance of payments
- thus rose from 4,300 million dollars in 1973 to 13, 000 mllllon dollars
in 79?# " The external funds derlved largely from private banklng

SOUrces.

/It should
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.. It should be noted that the balance of payments deficits and
flows of external financing were concentrated mainly in Brazil and
Mexico, but also increased in other countries of the group. :

In brief, it may be said that the process continued to operate

and was mainly stimulated-by'domestic investment and demand, that
the dynamism which had been recorded since the previocus year was
maintained, and that foreign capital performed the function of
covering the enormous deficit of external resources ofiginating from
the stagnation in the real value of exports. Thus foreign borrowing
coincided that year with an increase in thée product and an even greater
expansion in domestic investment. External financing thus acquired pgreater
relative ‘importance compared with investment and the coefficientlof real
national savings, compared to the product, tended to be maintained at the

levels of the previous year or to diminish slightly in some cases.

(iii) 2975. External bottlenecks and the drastic decline in

the growth rate of the non-petroleum-exportirng countries. In

1975 the unfavourable trends of the external sector for the non-~
petroleum-exporting countries became acute, as can be seen in table b
T@é general evolution of these countries can be illustrated -
with the added figures of the group. The volume of exports tended
to diminish and the deterioration in the terms of trade intensified.
This last factor was the main cause in the decline of over 10‘§er
cent in the'pufchasing power of exports. In these circumstances the
most seVerély'affected countries adopted restrictive measures to |
~control imports and contain domestic demand. The growth rate of
fixed investmégt»slackened considerably, to the extent that in some
countrieé‘it reached absolute levels, and the growth rate of the
domestic product fell drastically to only 2.2 per cent, WﬂlCh was
_less than the 1ncrease in population. The imports of goods and
services diminished in absolute figures in almost all the countries
and the decline amounted to more than 6 per cent for the group as

a whole,

/Table &
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. Table 4

. LATIN AMERICA ECONOMIC GROWEH, EXTERNAL SECTOR AND FINAL DEMAND, 1975

{Annual rates, percentares)

G.‘rnss Imports 'l‘ otal Gross domestic Exports Ratio of -'Purchas-
domestic of goods consump-- .  investment of g::ds terms of B i:wer
v - product se:r::es tion Fixed Total sef:icés . trade axports
Fon petroleum-exporting . : . ) ‘ .
countries 2.2 6.1 2.4 3.3 Lod =20 -8:6 ~10:4
- Argentine 1.h 5.5 2.8 6.9 -12.5 -20.1 kb ~31.5
Brazil 4.0 -8.4 2.1 5.7 3.6 7.8 ;. =38 3.8
tolombia bl ~8.9 8.3 3.9 -19.0 8.4 -13.9 607
Costy Rica - 2.6 -5.9 -2.5 3.2 9.3 1.5" 0.2 1.7
Chile : -14.7 ~22.7 ~13.3 ~31.0 ~lh.9 - =0.6 -31.5 -31.9
El Salvader 3.4 =27 4.6 Lol «11.2 1.0 0.3 0.5
Guatemala 2.2 0.3 4.6 5.3 L1604 3.3 -5.8 ~2.7
Haiti 3.6 0.5 4.5 9.7 9.8 -13.3 . 4.9 =9.1
Honduras 0.0 -15.0 ~0.5 9.5 -18.1 -2.2  -12.6 ~14.6
Fexico ' 3.9 0,2 b1 8.5 5.3 -10.3 0ot «10.0
Nicaragua 1.0 =214 1.3 802 =32.1 =11 =143 =15,2
Pansma 3.3 4.7 3,2 ~1%.0 «17.8 9.9 N 6a2
Paraguay 840 ~7.6 2.8 15.2 17.8 2.9 -13.1 ~10.6
Peru- Ools 8.3 k.6 18.1 15.7 8.1 -12.6 ~19.6
Dominican Republic 6.2 1.2 7.3 7.0 7.1 -8.7 39.3 27.3
Uruguay 3.6 1.3 1.2 10.6 0.0 25,0 ~24,0 5.2
Petroleum-gxporting
sountries % 103 96 | 152 136 75 Mk? B
v Bolivia 6a8 16.7 10.8 260 24,0 ~11c4 -16.1 -25.8
Ecuador . 8.0 4.8 - 16.5 16.3 -2.5 -22.1 w2he0
Venezusla 5.5 11.0 10.0 15.0 15.0 ~21.0 «12.0 -30.5

Source: CEPAL estimates on the basls of national deta.

/Nevertheless, since
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Nevertheless, since th1s reductlon was less than the decline
recorded in the real value of exports, the def1C1t on the trade
balance and the balance— of-payments deficit remained at the high
| values of the prev1ous year, and in current dollars rose to the
figure of 16,400 million, which was largely financed with capital
froﬁ private banks. This deficit was concentrated in three countries
- Argentlna, Braz11 and Mexlco - but also 1ncreased in other countries
- of this groupo
' With regard to the petroleum~exporting countries, it should
-be noted that during-the year the volume of their exports diminished
considerably, and at #he samé time they experienced a sharp decline '
in the terms of trade - in comparison, of course, with the high
levels which had been attained in 1974. The real value of exports
diminished by around.30 per cent comﬁared with the value of the
previous year. Imports, however, continued to grow and this led to
a reduction in the surplus on the trade balance and the high balance-
of-rayments surplus which had been recorded in 1974, as occurred in
the case of Venszzuela., This process was more marked in the other
countries of this group, to the extent that in the year under
consideration they recorded a deficit on their balance of payments.
These changés, as is evident, are taking place in a very broad and
flexible context of external accounts and do not in any way affect
the economic dynamism of these countries.

(iv) 1976. Trends of recovery of exports and of the growth

-rate of the product. In 1976 the trends towards the contraction of

the external sector changed and in most of the non~-petroleun-
exporting countries there was a significant rise in the real vcolue
of exports. In many cases this was achieved by increasing the volunme
‘of sales abroad and at the séme time improving the terms of tredes
in others it was due to the fact that the rise in the external rotio
of prices more than compensated for the contractlon of exporis, as
can be seen in table 5.

This change in the trefids corresponded to-an increasc in

externalrdemand as a result of the recovery of the growth rate in

/Table 5
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Table 5 _
LATIN AMERICA: ECONGMIC GROVTH AND EXTERNAL SECTOR, 1576

(Annual rates, percentages)

.. Purchas=
. Imnoris Exports Ratio of .
Domestic ing power
of of terms of | of
product
goods goods trade exports
Non petroletm-exporting
countries b9 =-lo b 10.0 bt 149
Argentina . -3.0 -21.0 3.0 -15.0 22.0
Brazil ' 8.8 0 6.0 +9.0 16.0
Colombia 6.0 9.0 - -10.0 T 2h0 12.0
Costa Rica . 50 3.0 -12.0 27:0 12.0
Chile » 4.0 ~10.0 16.0 9.0 26.0
E) Salvador ' " 5.0 8.0 =12.0 38.0 21.0
Guatemala 8.0 9.0 3.0 5.0 8.0
Haiti ' 4.0 640 4.0 34,0 39,0
Honduras 70 1.0 16.0 2.0 "39.0
Mexico L] =3.0 7.0 6.0 . 13,0
Nicaragua ' 7.0 -13.0 15.0 15.0 32.0
Panama 1.0 =18.0 ~26.0 3.0 =-24.0
Paraguay 8.0 ~11.0 10.0 -6.0 - 3.0
" Peru 3.0 =140 15.0 «2.0 13.0
Deminican Republic 5.0 ~5:.0 =16.0 -31.0 T 42,0
Uruguay 3.0 =3.0 65.0 . =40 58,0
Petrol eum-exporting
Bolivia . T 8.5 13.0 10. -8.0 1.0
Ecundor 8.0 : 1.0 9.0 6.0 1620
Venezuela 8.0 18.0 1.0 =2.0 -1.0

/the industrial
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the industrial countries and the rise in the prices quotecd for basic
products in the3international'market, particularly in the case of
the price of coffee because of the decline of production in Brazil
as a result of adverse climatic factors. The rediction of thé rate-
of inflation in the industrial coﬁntries-aléo had an influence and
was reflected in a lesser increase than in the previous year in

the prices of inifports° h T L

For the group of countries as a whole considered in the basic
statistical analysis, the real value of exports rose to nearly 15 per .
cent ( after having fallen by 10 per cent in the previous year).
~ The increase resulted from a rise of 10 per cent in exports and of
just over 4 per cent in the trade ration. "As can be sﬁgh in table 5,
the trends of exports and of the trade ratio were markedly unfavourable
for some countries. The reductidjé again recorded in the external
ratio of prices of Argentina, Paréguay, Uruguay and the Dominican
. Republic and of some other sugar-éiporting countries not included
in this table are of particular significance.

The pattern of imports also varied significantiy from one
country to another. The trend towards decline prevailed, except in
the coffee~exporting countries, and for the group as a whole there
was a decline of approximately L.4 per cent.

In these circumstances, as a consequence of the more favourable
evolution in the real value of exports and of the decline or lesser
growth of imports, the trade balance and balance of paymenis showed
deficits of lesser magnitude than in the previous year. (See table 16.)
The deficit on thertrade balance fell from 11,000 million dollars
to 6,250 million dollars in the group of non petroleum-exporting
countries and the deficit on the balance of payments on current
account fell from 16,400 million dollars to 12,400 million dollars.
This improvement in the external accounts extended to most of the
countries of the group. |

The rate of economic growth improved in all the countries
except Argentina and amounted to 4.9 per eent for this group of

‘countries, which was considerably higher than that of the previous

/year (2.2
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year (2,2 per cent). The improvement was widespread, but the growth
rates of Bra211, Colombia and some of the Central American countries

are partlcularly noteworthy.
" In brlef ‘this group of countries, which in 1975 experienced
a marked slackening in their economic rate, in 1576 showed trends
towards recovery in an international situation which was much more
favourable than that of the previous year, although affecied by
marked instability revealed in the fluctuations of the prices of raw
materials and the slow growth rate envisaged in the industrial
countries over the nekt few years. '
The petroleum-exporting countries also experienced an improvement
in the real value of their exports during the years, mainly as a
result of the growth in the volume of gsales Wthh more than compensated
for the decline which again occurred in their terms of trade. The
rate of economic grOWth in these countries increased to 8.7 per cent,
‘whlch was a 51gn1f1cantly higher rate than that of the previous year,
and their imports again increased with a high degree of flexibility.
(v} Growth rate during the period 1970-1976. If the figures
for the domestic product aitained in 1976 are compared with those
of 1970, it can be seen that the slackening in the economic dynamism

recorded during the last two years strongly affected the average

rate of the period, reducing it to an average of 5.9 per cent a year,
Uhlch was significantly 1ower than that of 7 per cent reccrded in

the flrut four years. This means that after the readjustment
considered in previous pages occurred, the expomnential trend of
economic growth of the region as a whole is similar to that which
prevailed in the second half of the last decade. '

Among the 19 countries considered, for which complete statistical
information is available, only fivé countries; as can be seen in
table 6, had a growth rate of 6 per:cent or more. They were Brazil,
Coloubia, Ecuador, Paragway and_the Dominican Republic, The 14 other
countries, which contain arcund half the Latin American poPﬁlation;
recorded lower rates. Among these there are two countries which had
a growth rate of less than 3 per cent and one country where in 1976

the gross product was lower than that of 1970.
/Table 6
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. Table 6

LATIN AMRICA: GROWTH RATE CF TIHE GROSS DGMESTIC PRCOUCT AT IMPORT EXCHANGE RATES a/

Previous decade

Country | —— :1‘;77'2' WA 12 a3 1 195 1976
' ' Decede half of -
decadae
_ . i Annual retes, percentages ) . ’
Argentina k.3 4.3 2.1 247 4,3 369 6u6 <l =B3a0
Barbados - YY) . o;o ’ see oo wee T Y el wee e
Bolivia 55 &b 55 3.8 5.0 BM 57 &8 65
Brazil 6.0 7,5 9.2 11,3 104  11,b 9,6 b.0 8.8
CoYombla ‘ : (5,2 5,8 6.3 5.8 7.8 74 6.3 4.6 6.0
Cosis Rica . R 7.0 5.8 6.6 8.8 7.8 .3 2.6 540
Cuba’ . cve ey aea .--a stn Yyl ner ave ey
Chile b5 T 3,9 ~Oult 740 <01 2360 W3- 71340 L0
Ecuador 53 55 8.0 5.7 7.3 131 63 8.0 8.0
El Salvador G645 4,8 4,6 58 369 6,4 3.4 5.0
Guatemala 595 5'8 509 506 7&“ 6-6 5-5 . 262 860
G'uyana', ' eee wre any s aee ars anse son [N
Haiti 0.6 1,9 by 6.1t 3.5 kb bl 3¢5 WO
Honduras 4,6 L1 5 3.3 2,8 3,9 5.1 - . Ol 0.0 7.0
Jmic& - LT ] LR AN .. BN e adw [N [ X&) ' R [ R 2 ]
Mexioo 7e0 69 53 34 73 7a6 5.9 3.9 WO
Nicaragua 72 4,2 b8 5.8 2.4 2.8 9,2 1.0 7.0
Panama, 8,0 7.7 4.7 847 €e3 €.5 2.6 363 1,0
Faraguay ' 4.8 L2 6.9 Lb 5al 7.8 8.3 B,0 8,0
Peru - St L3 5a3 6.5 6.l Sult T 6,6 W0 3,0
Dominicen Republic 5ol 7,6 9.0 10.6 12,4 11,3 a2 6.2 5,0
Trinidad and Tobago s are vee eee pea eee ces ere ves
Uruguay - 145 2.3 0.8 2,0 -3 0.9 ', 1,0 2.6 - 3.0
Venezuela _ 5.9 M5 5.5 33 30 67 5.9 55 9.0
Latin Amsrica ‘ 5.6 5.3 5.9 . 6.3 6.9 Ll Ze2 2.5 5.2
Distribution of countries acoording to the wvalue of indicater (number of cowrtries) "
Negative . . - - - 1 2 1 - 2 -
0 %o 2.9 - 2 2 2 1 1 1 3 i 1 N
340 t0 5.9 ) 12 1i 1 10 7 7 7 .09 9
7 g . 10 . S

6.0 and more 5 £ "5

a/ At market prices,

/If this
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If this study is carried out on the basis of the statistical
estimates of real domestic income‘which results from adding to the
product the positive or negative effect of the variation in the terms
bf.ffade, éﬁé péfferh of tﬁé economic evolution of the region changes
in a more favourable way. As can be seen in table 7, the growth '
rate of the region as a whole rose somewhat more than 6 per cent a
year and eight countries recorded a rate above this average. These
wereuthe dduntriés already mentioned,'and also Costa Rica, El Salvador
and Venezuela. , . .

~ The evolution of the groés per capita domestic product was
also unfavourably affected, as is natural, by the reduction in the
growth rates of the last two years. |

The 1976 levels, compared with those of 1970, show an average
increase of 2.9 per cent a year, while during the period 1971-1974
the average annual increase fluctuated between 3.3 per cent and
k.4 per cent. Table 8 shows the figures for each of the countries
considered and the significont differences rccorded among the
counfries as a result of the evolution of the domestic product and
of the population in each of them.

(b) Changes in the sectoral composition of the product
In the first three‘years of the 1970s the trend towards

industrialization that has characterized the production changes in

the 'latin American economy was intensified. In this as in other
respects Latin America is repeating, although under different
conditions, the overall trénds recorded in the developed economies.

. The share of_manufabturing in the produét grew from 23 per cent
in 1970 to 24,2 per cent in 1973, and the volume of production
increased at an average annual rate of 8.6 per cent during that
period (see table 9). Especially noteworthy are the cases of Brazil,
the Dominican Republic and Colombia, which reached growth rétes of
132.7, 12.2 and 9.9 per cent, respectively. The growth of agricultural
production, in contrast, was much slower and its share of the product

declined from 14.9 to 13.5 per cent.

/Table 7
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Table 7

'LATIN AMERICA® GROWTH RATE OF THE GRCSS DATFSTIC DICGE a/

{Annual rates, percantages)

_Previdus decade

Country o ;;;2‘ WA 197z 9 s 1975 197
Decade half of
" decads
Argentina B3 La 2,1 343 b9 60 640 =345 ~3.8
Barbados’ _ . SR ) ' . ' .
Bolivia 6a3 LR 508 ~042 4.3 740 18.8 1,0 4,9
Brazil 60 - 7.5 Ge2 10,5 11.1 12,2 - 8.6 3.7 Yo
Colombia . 5.2 57 6.5 W5 846 9.0 - 5.6 2,7 86
Costa Riea 6e7 646 £,0 k1 7.8 . 9.0 19 243 1045
C,uba T : ave Ty ’ ave .di ! ree s (XX} ;l' arg
Chile be9 4.8 -1,5 b,2 ~0e5 - =3s0 5.9 - ~17.B L3
Eouedor L7 540 9,2 4,1 Geb 15,2 2.4 0.7 945
El Salvadoy - - Ge2 4o €0 35 64 0 6 3.6 3.4 13.2
Cuatemale - 5.2 - 5.4 502 - 3.8 5.8 78 3.3 1.1 10,4
G’\l}’ﬂ-ﬂﬂ- vt ’ ‘e sun L see aavw Y any [ Tx ] vee
Haiti 07 1.9 Ty 5.5 3.5 4.8 3.3 4,2 743
Honduras - 4.5 3.0 3.1 3.6 3.1 6s7 w247 ~3,1 11,3
Jamaica ) ase ane eet ees s wer sna Yy ass
Mexico 7.0 4,0 Bab 3.4 743 749 6,6 2.2 545
Nicaragus 649 3.6 L5 4.6 4.6 302 8.6 »3e6 10.0
Panama 840 7.5 4,0 8.7 6.9 4.9 0.9 0.2 4.6
Paraguay Y7 348 701 4.5 5,8 11,4 8,0 5.7 o
Peru . " 6a0 5,2 505 5,0 5.1 8.8 8.7 2,0 - 34
Dominiocan Republie By 81 9.2 9,3 13,7 0 12,2 12,2 12,k ~3elt
Trinidad and TObagO e eee - - ree ' e sea "oy ves Y are
Uruguay 146 2,8 =0.3- | +0.9 2,5 3.9 ~2,8 0.3 Ou
Venszuela 39 366 86 649 21 124 ALy 53 7¢3
Latin merica 55 53 &l B3 22 88 %0 ok 58
Distribution of couniries according o the value of indleator (rumber of countrdes)

Negative - - 2 2 2 1 3 5 2

0 to 2.b4 2 T 1 - e - 1 Vi 1

Ze5 40 M - 2 . 1 2 1 1 2 3 1

3.5 t0 5.9 10 10 5 11 9 3 3 3 4

6.0 and more : 7 - 6 8 4 7 1Y 10 1 b

&/ At market mrices,

/Table 8
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Table 8

Previous decade

Gountry Secend 1370~ yen 1gyz 1373 iy 155 1976
Decade half of 1976
decada
Annual rates, percentanes
Argentina 249 2.8 0,8 1.3 2.9 2,5 | 542 -2.7 4.2
Barbadoes ean vee ane o e woe ens e P es
Bolivia 3.1 3,9 249 1.4 2.3 2.7 3.1 L3 347
Brezil 3.0 4.5 640 8.1 7.3 8.5 6.6 1.1 k.o
Colombia 1.8 243 2.9 2.5 I,2 3.8 3.1 1.4 2,7
Costa Rica 3.3 3.8 2,9 3.7 5.8 L8 1.5 ~0e3 243
cuba’ LAR ] asp LY ) sve Y] XY} 'YX ave XY
Ghﬂ.e 203 109 -201 507 —1-9 "5-3 2'5 ’1"}!6 200
Ecuador 1,8 1.9 4,6 2.4 4,0 9,6 2.9 4,6 4,6
El Salvador 2,2 009 1.5 1,0 2.7 0.7 343 0.3 0.9
Guatemala 2.6 2,8 2.9 2,8 4,3 346 2,5 0.7 5.
Guya.na. LA awe axe e I Y] e aqr (XX ey
Halti C-de7 R 1,8 3.l 1.1 2,2 1.1 1,1 2.1
Honduras 1.5 102 “0s2 04 R 1,4 =301 ~3.6 3
Jamaioca vagy Y ™ ven: eso tra rere e eta
Meaxdoo 35 36 2.0 0.2 3,7 4,2 2,6 0. 047
Nicaragua ' | 1,2 1.5 23 -0 0,7 527 ~2,2 3.3
Panama 4,8 L6 1,8 5.7 3.4 3.7 ~0,2 Ot 1,7
Paraguay 2.0 1.5 4,0 1.5 2,3 4.8 563 5S¢l 4,8
Peru 2.k 1.3 2,2 343 340 245 3¢5 1.0 040
Dominicen Republic 1,8 ,2 5.5 7¢0 8,7 7.8 5,8 242 1,5
Trinidad and Tobago see ane ...o aee cas “es vee vem T
Uruguay 0s3 1.2 ~0e2 =20 a3 ~0.1 0.8 2,6 1.9
Venezuela 205 1.4 3,0 Ot cJd 3.6 2.8 2.4 5e9
Latin imerica 2.7 2.0 2,9 343 3.9 L.k 4l -0s2 2.9
Distribution of countries according to the value of indicator (number of countries)

Negative 1 1 3 2 3 2 2 6 2

0 to 2.4 9 10 8 8 5 L L 8 8

2.5 to 24 6 2 y b i y 5 1 3

3v5 0 5e3 3 6 3 3 5 6 5 4 6

6,0 and more - - 1 2 2 3 1 - -

a/ At market prices,
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Table 9

LATIN AMERICA: SHARE OF AGRICULTURE AND INDUSTRY IN THE FORMATTON
OF THE GROSS DOMESTIC PROPUCT -

. ... ...{Percentage of the gross domestic product at 1970 prices)

Agriculture Industry

Country

1960 1970 1973 1975 1960 1970 1973 1975
Argentina 15.6 131 _ 11.9 12.0 26,3 50,2 32.7 52.2
Bolivia 2hoh .16.9 16.1 15+8 11.6 Jl2.9 130 13.6
Brezil 1625 143 12,4 12.2 22,3 24,8 262 25.6
Colombia ) 330 28.6 26:5 26.8 16,4 17.5 18.9 18.8
Costa Rica 29-3 25.0 2ha5 23.2 12,48/  15.1a/  16.1a/  17.2a/
Chile ‘ 9.8 7.9 6k 8.3 2h.9 7.2’ 2901 23.8
Eguador 28.1 - 29.2 250 221 17.0° 19.0 18,6 20.3
El Salvador 3507 3006 28-6 28,1 15,8 17.6 18.2 18.1
Guatemala 32.6 0.1 3.8 - 30.1 11.7 14.6 148 145
Haiti 48.8 50.8 §7.4 45,2 B.8 9.8 10.8 11.7
Honduras 32.7 34,6 34,9 3l.7 15.2 14,0 15.2 16.0
Mexico 16.1 11.8 10.4 9.7 19.2 234 22.9 2he1
Nicaragua 26.4 26.3 26.9 26.9 11.9- 175" 17-8 17.8
Panama 25.7 . 0.7 19.0 18.8 11.6 15:8 © 156 1%.9
Paraguay 39.5 34,3 33,4 33.0 - 15.2 173 176 17.5
Peru - . 24b 19.8 ~ 16.b 15.3 133 16,8  18.l 18.7
Pominican Republie 33.8 25.8 21.7 19.1 14.6 16.7 17.0 17.5
Uruguay ' 1.0 12.6 12.1 11.6 2h.3a/  2he2a/  2k.2a/  25.4s/
Venezuela 7.3 75 7.l 7ol 9:.2_ 114 12.1 13:4

Latin Ameriea .
{15 countries) 18.2 14.9 13.5 13.2 20.3 23.0 24,2 23.9

. .
&8/ Includes mines and quarries.

/The 1974-1975
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The 1974-1975 trends show the influence of industrial expansion
on the growth rates. The slowing down of overall growth was asSsociated
with the sharp contraction in. the growth rates of manufacturing.

For agriculture, however, 1974 was an exceptional year, and in 1975,
although the rate was once again fairly low, it grew faster than
manufacturing, showing less sensitivity to the overall recession.

. On the other hand, the slow growth of agricultural production
and its consequent loss of influence in generating the total product
partly confirm the problems of agricultural supply, the weakness of
demand’ from the lower-income groups and the limited direct effect of
external agricultural demand, in general, on the composition of the
total product, although it has had special importance for some
commodities,

(c) Investment, domestic saving and external financing

Gross domestic investment increased by slightly over 10 per
cent annually between 1971 and 1973 and by 15 per cent in 1974,
compa;ed with average rates of 5 per cent in the previous decade. The
sharp rise in investment stimulated, ané to a large extent permitted,
the rapid growth of the product. This showed a great investment
potential, which could be utilized thanks to a notable improvement
in the capacity for the domestic mobilization of resources and the
flexibility of supply of intermediate products and capital goods
owing to the availability of imports. This general picture extended
to most of the region and consnicuous examples are found in some
countries, particularly Brazil.

The expansion of investment came to 'an abrupt halt in 1975
when external conditions made .supply inflexible and aggravated the
balance-of-payments problens.

The magnitude of the growth .rates recorded between 1970 and
1974, must be duly appreciated. In 1974 investment appears to have
been nearly 55 per cent higher than four years previously. This means
that in a very few years the region has been able to renew a large
part of the capital of the goods-producing sectors and their

infrastructure, and significantly increase its production capacity.

/As a
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As awfééﬁltibf the rapid increase in investment, its coefficient
iﬁ re1ation to the gross domestic‘product which had-averaged 19;7 per
cent in the 19éds‘rbse to 24 per cent in 1974. 1In that year eight
countries recorded 1evels equal to or higher than this average (see
table 10). |

‘The dqﬁestic savings effort was of relative importance within
the prevailing growth style. o | :

" Between 1971 and 1974 the proportlon of gross domestic saV1ng
to ‘the gross donmestic product was distinctly above the flgure of’
18 per cent recorded in the 19605, and in 1974 it was sllght}y hlgher,
than 22 per cent (see table 10). Excluding the dil-ekporting dquﬁtrieé
which attained the highest levels in the region, those which'mOSt:
raised their savings coefficients were Argentina, Brazil and Mexlco.
In Chile, Guatemala, Haiti and Uruguay, on the other hand the
domestlc savings coefficient was never as high as 14 per cent in any
year of the period considered, and in some years it was uader 10 per
cent., If the largest countries in terms of cconcmic size and population
are analysed,.it may be noted that except in 1975, the marginal
savings coefficient exceeded the average coefficient. The ratio of
domastic saving to investment, which increased in the first few
Years of the guinquennium, dropped in the last two years and
particularly in 1975. It should be noted, however, that the situation
was not the same in the oil-exporting countries, at least some of
which managed to increase domestic saving more than domestic investmént.
Venezuela was an extreme case since from 19?3 onwards it becanme a
net capital exporter (see table 11)

The proportion of external flnancing to investment, which
tended to decline in the early years of the quinquennium, rose sharply
in 1974 and 1975, reaching 15 per cent 1n the latter year which more
than doubled the average for the 19605.

This proportlon of 15 per cent was ‘due, as explained above,
to the intensive use of external flnanCJng essent1a11y in response
to the need to maintain certaln levels of production and consumption,
and was not associated with ah'éXpénsibn of domestic investment that

year.
/Table 10
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Teble 10

Country 1960 1965 1570 1971 1972 1973 1974 1975
Percentages of the gross domestio product at 1370 prioces
Argentine " 1949 18,0 20.4 21.4 22.1 2049 21.7 1943
Barbadoes “es Yy} eae soa wae ser e 313
Bolivia 1243 164 15.6 1.9 13.9 16.8 18.8. . .21.8
Brazil 2140 2046 2046 22.1 23,1 249 2643 262
Colombia 2247 19.7 22,0 22.3 2043 16,9 24,3 1849
Couta Rica 15.1 2149 20,5 2bh,1 2042 22.5 234 2449
cut& ke sos (XT3 Xy .re (X Y] ass (1R
Chile 1449 15.8 15,6 1.0 11.2 1247 15.4 9.9
Ecuador 13.1 1.1 2049 2642 21.9 23,6 26,4 284l
El Salvador 1646 16.7 1322 15.5 12.8 %3 16,6 4.3
Guaterale 115 132 12.8 14.0 1.1 12.2 13.9 114
&W&nﬂ. LA ] LR LR X “ad LR L] [y Tl Yy} rea
Heitl 5.3 6a2 7.0 7 o5 8.0 Bl B.6 9.1
Honduras 130 15,1 21.9 16,4 15.1 17.8 23.4 1943
Jamaios (Y YT} sae ere soa Bon 'Y 'T1)
Mexloo 2045 2022 21,5 20.1 21.1 22,8 24,9 2542
Nisaragua 1302 1940 17.3 16.9 1205 21.5 26,6 1749
Panama 16.0 1703 26'1" 2?.6 319’." 2?09 2502 20:0
Faragusy 125 1.9 17 1542 15,6 2140 214 - 293
Peru 15.3 15.9 12,2 14,0 13,2 135 16.3 1861
Dominican Bspuhblis 1041 9.4 19.1 20.3 2206 21,0 26:5 267
Trinidad and Tobage e ™ e ena .o0 e cee cun
Uruguay 13.4 9,0 1Y 12.9 11.2 107 1043 9o
Venezuels 26,0 258 27.7 2749 30.0 3200 29.8 321
latin America 19.7 1942 20,4 20,8 21.3 22.3 24,0 235
Digtribution of countries adnording to the value of the indiastor
{(number of countries)

Less than 10.0 L1 3 1 1 1 1 1 3

10.0 - 1L.9 9 3 5 5 vi 5 2 2

15,0 « 1949 5 9 4 i 2 3 4 5

20.0 and over 4 b 9 5 9 10 12 9

/Table 11
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Table 11

LATIN AMERICA: SHARE OF GROSS NATIONAL SAVINGS IN THE FINANCING GP INVESTMENT

(Perasntages wt 1970 prices)

Previous decadas

Second

Country Dooads  half of 1970 1971 1972 1973 1974 .1”5
decade
Argentina gls2 . 997 96,9 . 933 9646 109.8 101.5 87.2
Barbados ses see e L. ese e von see Yy
Bolivia 634 . £9.6 84.9 72.8 . 6845 87.1 118.4 5946
Brazil 9640 . 94,8 1931 - 8845 8945 9.1 79,7 8241
Colombia 83 . B245 78.9 722 "88.0 9546 9746 9743
Costa Rlca 6346 61.9 62,1 54.9 5906 67 .9 5003 64,7
Cubs. ‘ee was ene e T e ees anw TS
Chile 8643 9249 94,8 82+3 .-5Ha6 63,1 B7.6 544
Reuador 75 okt 66,8 C 66,2 . 68.1 . 16749 BSe3 "101.6 80.8
El Salvador 85.0 83,2 105.1 9ls1  -.106.3 7745 6002 5840
Guetemala 80.8 84.5 96.7 .- 8346 9642, 10203 884k 81,7
Guyana vee voe run ' see TS T Y eoa
Haltd 5841 7. B3.6 . 86,6 1047 540 628 - 65e2
Honduras 73.8 6845 56.8 79.1 $3.5 78:3 58.7 4.5
Jamaloa sna so3 "es ™ 2ea Ty are T
Mexlco 89.6 . BB.5 8541 88.3 89.1 §6.6 81,6 7849
Nicaragua 69.7 . 61,1 7141 70.8 . 92.2 78.3 41,3 3646
Panama 54 .. 79:3 T2 The6 - 7hel 73.0 5304 5245
Paragusy 7 0 7. 77 o6 7345 91.% 8943 85.9 B6.1
Pory _ 88.7 86,8 117.5 92.6 93.5 82,9 5640 745
Dominican Republic 68,1 59.8 63k 7045 869 B7e2 75.8 9ol
Trinida.d and Tuba.go ..u- : "-.o : (XY e .coo e w »ew ese
Uruguay 9645 97l 80.7 7841 102.5 105.8 6843 59.7
Venezuele 107.0 97.4 95,9 10049 9%6e2  116e9  206.0  13B45.
latin Anerica 9329 91,9 ' 30,7 88s3 898 9le0 9440 8544
/2. The
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2.. The inflationary process

(a) Characteristics of recent:inflation in Latin America

The inflationary process in.the.region.in the peried 1970~1975
had sone features'that cleari&‘distinguish it from the two immediately
preceding five~yéar periodsd. .

Of course, inh most of the-countries (20 out of the 27 considered)
inflation reached much higher levels than in the reference pefiods
(see table 12).

Another notable feature is the spread of inflation throughout
the region. Whereas in the period between 1960 and 1969 the number
of countries with annual two~diéit price increases was nol more than
five, in the period 1970-1975 it had risen teo 4. In other words,
in the previous decade inflation of a certain magnitude was confined
to only é few countries - Brazil and those in the southern zone of
South America - while in the period analysed the great majority of
the Latin American countries suffered active inflationary pressures
in differing degrees. For some this meant an intensive recrudescense
of their chronic inflation. For others it meant a fairly sudden
transit from virtual stability to declared inflationary processes.

Be that as it may, in 1970-1975 there was not a single country that
was not affected by the wave of inflation, although, as noted earller.
in differing degrees.

The regional average estimated for Latin America does not
adequately reflect the course 6f the process., Inflation in Brazil,
because of the importance of this country within the whole groﬁp,
decidedly influenced the figures for the 1960s, both owing to the
proportions reached by its inflationary process and because of its
unsynchronized performance with respect to the rest of the countries
in the region. Therefore, the; .average excluding Brazil more accurately
reflects the course of the Latin American 1nf1at10nary processes in

the perlod concerne& (see table 12)

PP -

/Table 12
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Table 12

LATIN AMERICA: AVERAGE CONSUMZR PRICES

(annual retes) - T
N ., 1960- - 1965 1970~
T 1964 © - 1968 1975
Argentina ) ' 23.0 - 2243 5563
Chile . | b 2545 167,5
Uruguay | 26,3 6943 5940
 Gosta Rieca . 2a - 1.5 12.1
_.El Salvador , ‘- 0.l 0.7 Tab
_ OGuatemala _ : - ‘049 Fath ot
Hondures ' : 16 1.8 547
_ Penams - : 0.9 L1 . 6a5
: Bartados _ . . - 1646
- Bolivia : ' €.8 547 17.6
Brezil ‘ . 53.8 3561 21,2
Colombia ‘ 12,4 okt 16.9
Ecuador S " Ll : 12.0
Guyana , . 1s5 248 - 649
ettt _ o . 22 . 240 _ ‘1142
Jamalon _ et e 340 . 369 1349
Mexiao ‘ ‘ 2.1 Folt 10,9
Parsguay ' P ceoe bl © o 2a2 Felt
. Poru . T 1240 11.3
Dominican Republic L 2.9 © 0al 9-’7’
Trinidad and Tobago : 202 3.7 - 11a3°
Venszuela. ‘ - - 047 Lo o 5e2
latin Americs ' S s S 1845 o "zl+.‘3 '
latin fmerles (excludes Braztl) - ‘B3 ¢ 5y 266
latin America (oxsludes Argentina, ’ BRI :
Chile and Uruguay) o 2Bel o - 17a2 154

Sourge: International Monetary Fund, International Finaneial Statistiocs.

/(o) The
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(b) The different phases of the recent inflationary trend

In the 1960s there were two clearly differentiated phases in

latin American inflation. In the three-year period 1970-1972, although

da

A+ i ats + o -~
n the southern zone recorded the highest price incrsases,

b

the countries

1.

the situation may be said to have been kept under control. In fact,
during thosebthree vears the performance of inflation in the region
was very similér to that of the preceding decade (see table 13). B

In‘1975 the declining trend of the process in the region was
interruptedo__With the exception of Brazil, all the Latin American
countries reéérded bigger price increases than in the three years
19?0;19?2. The average rise in prices for the whole region more than
doubled the average for the preceding three-year period.

.In 1974 inflation took on unusual impetus; most of the countries
recorded even bigger price increases than in the previous year. It
may well be said that the expansive phase of the inflationary
process which the region is still éxperiencing reached its peak in
197k The regional averagzs for that year far exceeded those for
the preceding years and nonelof the countries recorded increases of
less than 10 per cent in their price indexes.

In 1975 inflation slowed down appreciably. In spite of the fact
that the average for the region showed a sharp acceleration, there is
no doubt that the waﬁe of inflation diminished, since most of the
countries recorded smaller increases than in the previous year. _
Inflation in Argentina, whose(rate of increase in prices in 1975 was
eight to nine times the 1974‘rate, decisively influenced the regional
average. Therefore, the average excluding the countries of the
southern zone would seem to reflect nore accurately the course of
the process in a major part of the region.

Available data for 1976 indicate that the region as a whole
apparently experienced a certain upsurge of inflation. The average
increase for the region was over 67 per cent, which is slightly higher
than in the previous year and considerably higher than in the period .
1970-197L. The average excluding the countries of the southern zone -

i

/Table 13
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Table 13

(4verage ennual rotos)

Ax"gen‘tim
Chile
Urugusy
Costa Riea
El Salvedor
Guatemala
Honduras
Fanams
Barbados
Bolivia
Brazil
‘Colombia
Esuador
Guyana
Haiti

X Jé.@a;ica
Mes‘cioo
Paragusy

Peru

Dominisan Republie

Trinidad and Tebago

Venezuela

Latin Amerlca g/

Latin Americe (excludes
Argentina, Chile and

Uruguay)

ARt 2 1974 1975 159762/
40,8 43,9 3949 33448 401,0 November
60,6 507.97 37329 407 '179,5  November
7.0 77.1 10742 66.8 528 Oatober
gkt 16.0 3045 2044 -o;z September
1.9 749 "21,0 15,0 5.1 September
0.8 1745 - 274k 0.8 17.5 September
248 5el 13.0 645 C Ny duly
LR 905 1647 1.7 1.5 August
949 26,0 3646 1265 2.2 September
948 3,7 3901 6.0 2.2 September
17.2 1306 41 3048 Y4  November
" 11,1 25099/ 26,9/ 17.00/ 25000/ November
73 2046 2142 1.2 11.2  August
2.6 1502 11.6 545 10,2 August
(34 20,8 1945 19.9 1506 March
743 96 2047 1243 10.3 Septembe;
57 2022 -‘. 2049 13.3 22,4  November
640 14,1 21.9 8,8 2.3 August
5ed 13.7 19.1 24,0 40.2  September
545 172 10.5 1645 2.7  September
540 2548 18.6 1205 9.6  September
2. 5.1 1242 743 B.2 Ootober
1545 3625 a2 60,1 6.8
1047 1649 2741 2046 29.1

Source: International Monetary Fund, International Finanslsl Statistios.

g/ Variation in comparison with the same month of the previous year.
b/ Source DANE (Colombia) )

¢/ ™e regional averages have been estimated hy using the 1970 population as a welghting fmotors

/obviously reflects
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- obviously reflects 'smaller variatons, but at the same time shows
greater acceleration with respect to the same average for the

previous year {(see table 13)..°

dissimilar performance of two groups of countries. In most of the
countries with advanced industrialization processes and a relatively
.high per capita incoute, such as Brazil, Mexico, Colombia, Peru and
Argentina, the rate of inflation accelerated. In the rest of the
region, composed of medium and small countries with a lower per capita
income and a more recent industrialization process, a moderate
cofttrolled inflation was observable. Although this kind of -
stratification would also, mutatis mutandi, be valid for the previous

decade, the level reached by the inflatibnary processes in 1976

reflects far more virulence.

Clearly, the period of inflation starting for most countries
in mid-1973 has not yet end=d, although there are signs‘that the
situntion is losing some of the coverage it had in the period of
greatest inflationary pressures. The perspective of a complete
period is therefore lacking. Thus, any forecast or estimates regarding
the subsequent development of the situation are not, of course, free
from all risk, ‘

{c) The irmnact of imported inflation

The recent inflationary process has been accompanied by a
situation which in a sense has never arisen before in the region,
namely, imported inflation. Understood as a group of pressures
created in the field of foreign trade which either directly and
immediately or through intervening stages and channels set off or
accelerate price increases within the economies, there is no doubt
that it ciearly typified Latin American'in%lation in the 1970s.
Exogenous pressures pushed many countries, within a brief span, from
stability to the eruption of inflation of differing intensity, while
processes which were already active in others were stimulated by

fresh impulses from abroad.

/CEPAL, in
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CEPAL, in its Bconomic Survey of latin America, 1974, the year

when world inflation reached its peak, 1dent1f1ed three fairly
homogencous categories of c0untr1es from the point of view of inflation.
The first category comprises countrles where excgenous 1mpulses
predomlnated in the 1nflat10nary process 1/ a secbnd catewory conszsts
of countries in which falrly equal 1nf1uences of 1nternal and
external factors account for the course of 1nf1at10n ?/ and lastly,
the countries of the southern zone where internal factors prevalled
in their inflatioﬁary'tféndsi' The fact that iﬁ.dﬁly three countries
was imporited 1nflat10n not a determlnlng factor of lnflatlonary
outbreaks, although 1t did 1nf1uence themnm, shows how far the region
was affected by this 51tuat10n.' Moreover, 1f prlce ingreases in
the years 1973-1976 are compared with those in the reference periods
it will be realized just how far the regibn wésléffeCted by world
inflation. B -

The main and most obviocus mechanlsm for the 1ntexna11zatlon of
exomg=2nous inflation has, of course, been impeort prlces° Uﬂlle in
the peat the annusl increases in 1mport 1ndexou never exceeded 5 per
cent, in 1974 they were over 40 pér cent. Price 1ncreases of this
magnltude necessarlly altered the countrles"real and financial
" equilibrium, unleashing pressures on both costs and demand.

Export'prices constituted.énofher-importént channel for the
internalization of world inflation. The high prices offered on the
external market, obviously favouring the balances of paymeuts, in
many cases attracted a sigﬂifibént shére of production at the expense

of domestic sﬁﬁply, with the resulting pressures on domestic prices.

3/ . Dominican Republic, Ecuador, El Salvador, Guatemala, Guyana,
Haiti, Honduras, Jamaica, Mexico, Panama, Paraguay, Peru,
Trinidad and Tobago, and Venezuela.

~
H

Barbados, Bolivia, Brazil, Colombia and Costa Rica.

e i /Thg volume
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The volume of imports and exports also had certain inflationary
repercussions, although less directly than nrices. The broadening
of the imported base further widened the channel for the entry of
exiernal prices,_and the concentration of surpluses in the centres
operating in foreign trade also stimulated demand and, therefore,
inflationary pressures.

In the domestic economy area, some of the effects of imported
inflation are worth noting. The accumulation of reserves in many
countries led to currency issues which expanded the liquidity of
their econonies. At the same time, there were exceptionsl increases
in public spending, as a result of income which in its turn expanded
owing to the rise in export and import prices. The demonstration.
effects and sympathy established between pricé increases, in a
highly sensitive atmOSphére ripe for gaining advantages in the price
rage, represented another factor stimulating the inflationary processes
which was very difficult to control.3/ i

(a) Sorie cnnscouences of recent inflation

Evary.

An important point to be noted in connexion with recent inflation
concerns the marked changes in the price system, which were much
more pronounced than in earlier situations. In fact, with the single
exception of Argentina, throughout the region feood prices recorded
bigger increases than the general price index in the period 1970-1975.
As will be readily understood, the persistence of this zituation has
a decided influence on the structure of consumption of the broad
masses in the various countries. )

Furthermore, most of the countries adopted traditional-style
stabilization policies, whereby much of the cost of the anti-inflationar
measures was borne by wages and salaries. With very few exceptions,

adjustments of wages and salaries do not include mechanisms to

3/ In CEPAL, Economic Survey of Latin America, 1974, and H. Assael
and A, Hifiez del Prado, ''La inflacidn reciente en América Latina',
Dos estudios sobre inflacidn, Cuadernos de la CEPAL, No., 9,
Santiago, Chile, 1976, the various channels through vhich world
inflation is transmitted are set out in detailed and systematic
form,

/protect their



~" 120 "

protect their real level. Thus; most increases observed in the region
during the period considered weré in the nature of a concession by
the. governments, with evident effects in. terms of the fall of real
wages. '

Obviously, the changes in the pricde system and.the lag in
wage and salary adjustments accentuated the uneéqual distribution of
income in the region, still further émphasizing:the eéxisting social
disparities. ' ’

From a different angle, it is worth nmoting the symmetry and
difference in sign of some changes which took place in the recent
period. The inflationary nrocess in the ‘years 19Z2-1974 coincide@
with an acceleration of the growth of the product and a significant
expansion of the external sectora In: 1975, ‘there iwas a slowing
down in the rate of price increases;hwhich.coincidedHWith.a fa11 in
the growth of the product and a. relatively restricted external sector.
In 1976 again the three variables presented the "same sign as in the
period 1972-1974%, with accclerated inflation, a recovery in the growth
rate of the product and a relative improvement in the external
sector.

3. Foreign trade, balance of payments and
exlhernal hberrowing

(a) The fiuctuation and diversification of exports
. The instability of the export markets of the region was again
a feature in the 1970s. It is difficult to detect stable trends in

most of the countries. Almost all of them ﬁere affected by severe

oscillations, both in the volumes exported and in prices, If the
period 1970-1076 is analysed, it can be seen that during this period
only Brazil recorded growth ih the volume of goods'and serviqes'
exported in all the years. In the rest of the countries there was
usually an alternation of positive and negatzve growth rates of these
volumes, with partlcularly marked oscillations in Argentlna and

Uruguay {see table 1#).

/Table 14



Table 14

RATE OF IMPORTS AND EXPORTS AND PURCHASING

OF GOODS AND SERVICES, AT 1970 PRICES

Iy

Exports of goods and gservises

Purchasing power of exports

of goods and services

1972 1973 lovh 1975 176 (O 197 a2 1973 gtk 1995 9w 1%0-
sual rates, percentag'es_
“1.8 147 1.6 =201 27.6 0.5  =5.2 6l 39,1 =20 =31.6 5.9 =0.l
9.7 7.6 0.2 -l1.5 5.7 3.5  =B.7  Tel  16.2 612 25,9 2.6 kB
12,5 208 Lok 2.3 6l 9.5  =2.2 250 33k 104 3.8  15.6 9.8
12.0 3.0 6.6 B4 <6l K5 wBo3 19.2 | 16,5 hod <67 12,2 6.2
17,2 2.0 3ob 15 =10s3 3.1 <19 lhal 6.0 5.3 1.7 Qa6 3B
-10.2 Pe7 117 0.6 16.4 5.2 -15.0  -16.1 17,2 26,1 -31.3 6.9  -1.6
37,2 35.6 <ol =25 6.7 12,0 =16 20,3 5.6 €0k <240 148 181
16,0 =27 124 1.0 =124 3.2 35 187 Sk L9 0.5 17.9 7.7
151  10.9 98 B3 <12 6.5 =702 6.8 151 2.6 =27 9.5 0.5
-5.6  =2.6 0.7 ~13.3 2.8 0ol 16.6  =7.1 0.5 -10.4  -9.1 k2.3 4.0
Zb 2l =0.3 =22 19.8 47 5.9 1ol 8.3 =10a1 146 435 4o
15.5 7.7 0 <103 6.8 3.7 A0 161 10,5 2.1 =100 45 5.0
15.5 167  =hok 1.1 18.3 8.0 1.7 25.0 129 =61 -15.2 30.4 €9
1.3 6.3 708 2.9 -8.3 3.7 6.2 3.0 . lab =2.7 6.2 «lod 1.6
66 2% 77 2.9 49 3d -had 12,3 2.1 5.7 <106 1.0 b5
2.5 =140  ~hh =81 20.8  -1.6  -155 1.6 49 10,2 ~19.6 242 0.2
25.5 38 =h7 <87  ~Nok 3.8 %0 342 88 12,6 27,3 -39  S.b
4.8 =k 8.8 25.0 56,7 10.2  -15.7 132 228 -28.3  -5.1 521 303
“4e2 Bk 6.7 -20e0 23 =5.2 9.2 =30 304 90,5 -30.5. 0.5 10.7
20 95 0.9 =h5 Bl 3.6 ~la3 9.7 22,8 17.4  -lB9 6.4 5.9
of countries ascording to the velue
ndicator (mumber of comnsries)
4 4 6 11 6 2 n 3 - 9 13 3 3
1 b 6 4 2 5 1 3 2 1 2 2 3.
3 3 1 - 5 8 b 2 3 2 2 2 9
11 8 6 4 & 4 3 11 14 7 2 12 4

idL =
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During the'éig-year peried considered, the biennium 19721973
and the year j975 are noteworthy as periods in which extreme
fluctuationslcan'be detected whieh affected‘most of the countries.
The biennium 1972-19?3 was the-period'of the greatest surge in
exports, as a magor increase in the volumes exporited was combined
with an 1mprovement in the ratio of the terms of trade. TFor the
region as a whole the volumes grew at an average annual rate of just
over 8 per cent whieh, combined with an improvement of 7.5 per cent
in the terms of trade, determined an inerease in the purchasipg
power of exports of over 16'pef cent a year. In 1975, however, the
#oluﬁe exported fell in abouf half the countries, and for the region
as a whole it diminished by k.5 per cent. '
| If the results of the six-year period are analysed it can be
seen that in the region as a whole there was an increase in the
volume exported of about 3.5 per cent a year and that the purchasing
power improved by around 6 per cent. From 1973 onwards there was of
course a cléar differentiation between the petroleum-exporting
countries and the other countries. The fermer expefienced a slackening
or decline in the volumes exported which was more than ofiset by
the increase in prices. Most of the other countries experienced a
. decline in both volﬁmes and prices in 1975, and a recovefy'of both
variables in 1976. |

Excluding the petroleum-exporting countries, the countries
which secured the greatest rates of increase in volumes exported
 duriﬁg the‘period were.Brazil, Guatemala, Nicaraéﬁa‘and‘Uruguayo
.‘Guatemala and Uiuguayt'howevef, iost almoet all the benefit of this
effort because of the unfavourable evolution of brices. Cn the other
‘.hand Argentina, Chile, Peru, Barbados, Guyana and Jamaica experienced
& decline in theif p@rchasing power, despite the fact that’Argentina
and Chile‘incfeased the volume of their exports, since they wsre both
affected by the evolution of PTICESn ., |

In contrast to what occurred in the case of growth rates, the
coﬁp051t10n of exports shows stable trends of change which constitute

one of the most notevorthy factors of foreign trade.
' /During the
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During the five-year peried 1970-1975 there was a major
diversification of exports in the countriesy, fﬁvolving the incorporation
of new agricultural producfs, a greater degree of manufacture of
basic products and an increasing participation of industrial products.

Agricultural exports were diversified in most of the countries,
particularly in Brazil, the Dominican Republic and Costa Rica. They
also applied policies designed to broaden the degree of manufacture
of their products, as a result of which the percentage of agricultural
exports with a low degree of manufacture diminished, and that of many
sectors of the food, drink and tobaccéd industries rose. Taus, for
example, in the three countries of greatest economic and demographic
size, the proportion of exmorts of agricultural products with a low
degree of manufacture fell from around 50 per cent to 23 per cent.

This decline was largely offset by exports of semi-manufactured or
manufactured agricultural preoducts.

-~ A similar trend to that of agricultural products was observable
in the mining sector. Thus, for exanple, in Chile, Mexico, Venezuela
and Bolivia, the degree of manufacture of mining and petroleum products
increaséd. ' '

The inclusion of petroleum in therexport products of Zcuador and
Bolivia brought about an appreciable change in the composition of their
exports. In Ecuador, the share of agricultural products, which in 1970
had represented around 90 per cent of exports, declined to 50 per cent
in 1973. In the same year in Bolivia the exports of petroleum came to
represent around 20 per cent of the total.

The inclusion of industrial products in the list of exports was
a very dynamic process and included sectors of both intermediate
industries and the metal-working and machinery industry. The region
managed to export goods with an appreciable degree of manufacture and
technology. Most of these products went to developed countries in 1973,
and this constitutes an indic¢ator of the potential market for these
types of exports.. Naturally the largest countries, which are also those
wvhich have‘a-greater degree of industrialigatiorn, were those which

exported the highest proportion of the regional total. Similarly

/interregional trade
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interregional trade intensified, without however securing rates similar
to those of trade with the developed countries..

The participation of the transnational enterprises,  the
international situation and the export promotion policies had a
. @eternining influence on the results of the diversification of
‘industrial exports. As a resuit of these factors the annual growth
rate of industrial exports, expressed in 1970 dollars, was nearly -
20 per cent for the period 1970-197k.

{b) The improvement and deterioration of the terms of trade

The terms of tradé in Latin America have varied significantly
since 1970, following. the course of the internationai situétion and in
partieular the.variatioﬁs in the price of petroleum. The evolution
offers marked contrasts depending on whether the petroleumn~exporting
countries or the other cduntries are considered.

If the year 1970 is taken as a basis for comparison (see table
15), it can be seen that the petroleum-exporting countries enjoyed a
congistent rise in their external price ratio until 1974, when the
index recorded a level of approximately 260 as a result of the rise in
the prices of fuels. This increase greatly exceeded the rise vhich
-had been recorded in the unit value of imports of these countries.

In 1975 the index diminished to 222, and in 1976 it again fell to 218
.because of the continuous rise in the prices of imports of these . .
countries. o :

Despite the methodological and coﬁceptual.problems whalch arise
in - connexion with the significance and extent of these indices when
they are applied in order to study the evolution over iongnterm peridds,
at a distance from the base index, it is interesting to note that the
petroleuméproducing countries were afflicted by a continuocus
deterioration in their foreign trade ratio from the beginning of the
19508 onwards.

Because--of the magnitude of its exports and imports, Venezuela 7
‘has a‘predominant influence in .this group of Latin Anerican countries;
The other two countries, Bolivia and Lcuador, are relatively small and
have a different structure of foreign trade to that of Venezuela, SO‘
that the evolgtion of their particular indices does not resemble that

n | | /Table 15
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Tadble 15

LATIN AMERICA: INDEX OF THE RATIO OF THE TERMS.OF TRADE

. . Non-oil .
Year el ex?ortlng exporting Lat?n b
countries a/ countries Americaz!
1950-1954 179.9 124.0 134.7
1955-1959 182.6 104.6 121.5
1960-1963 122.6 95.9 101.5
1970 100.0 100.0 100,0
1N 110.7 94,3 97.3
1972 110.1 97.2 99-9
1973 131.7 108.2 112u§
1974 260,7 105.8 121.0
1975 222.3 96.7 114.2
1976 of 218.9 98,7 114.6

3! Includes Bolivia, Ecuador y Venezuela.
b/ Infexes caleulabed with data from 19 countries.

Ey Provisicnal figures.

/recorded by
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recorded by the latter country, although in'reCent years they also
reflect'thejmovement of rise and fall which has been discussed.

The evolution of the trade ratio. in the non petroleum-exporting
countries has of course been very different. The aggregate index of
this groufrof countries, still with base 100 in 1970, declined in‘19?l
and tended to recover in 19?2, reaching a maximum level in 1973 as a
result of a higher rise in the prices of the basic export products.
The figuré for this last year amounted to only 108, however, and was
thus 51gn1f1cantly lower than that recorded on average durlng the
first years of the 1950s (see table 15).

In 19?4 the readJustnent which beean to operate in Lne prices
muoted for basic products and the rise 1n the prices of oetroleum,
industrial products and other goods. whlch these. countries 1mp0rt
influenced the process of deterloratlon which: became acute in 1975 with
the persistent rise in the prlceu quoted for 1mported industrial
products. This deterioraticn was of such magnitude that in 1975 the
trade ratio of the non-petroleum-exporting countries chowed an index
which was lower than that of 1970. |

| The declining trend extended to all the countries of this group,
and was particularly intense for Chile and Uruguay which recorded an
index of 60 in 1975. Moreover, Costa RiCa; Chile, Guatemala and Haiti
were below the 1970 level throughout the five-year period.

In 1976 a certain improvement was registered in the {rade ratio
of many countries of this group, whlch corresponded to -the rise in the
prices cuoted for particular primary products at the beginning of that
Year - particularly in the prices of coffee - a greater rate of
_inflation ir industrial imports and the maintenance of the prices of
fuels. Changes in the composition of exports and imports naturally had
an influence too, Other countries of this group, particularly the
sugar-exporting countries, experienced a decline that year which in
some cases reached considerable magnitﬁdes.

The index of the group-as a whole showed a slight rise (2 per
cent) in 1976 so that it continued to be below that of 1970,‘witﬁ an
_even more unfavourable position for Argentina, Brazil, Chile, Guatemala,

Honduras, Nicaragua, Panama and Uruguay.

/(e) .223



(c) The evolution of imports and their composition

In previous pages the evolution of imports in relation to the
rate of economic growth, the- purchasing power of exports and the use
of external financing were studied. It is considered useful here to
synthetise some general features of their evolution during this
decade and to review aspects relating to the nature of their
composition by sectors of goods.

During the first four years, the growth rate of imports of goods
and services consistently increased to such an extent that, for the
region as a whole, the increases passed from a rate of L,5 per cent in
1971 to 20.7 per cent in 1974. (See table 14). This dynamism covered
nearly all the countries, although there were major differences in
magnitude and at least until 1973 it was related to the expansion of
the purchasing power of exports and, in some cases, a greater use of
external financing.

In 1974 the petroleum-egxporting countries and the other countries
began to develop in different ways. When in that year the purchasing
power of exports from many of the non petroleum~exporting countries
fell, the growth of the imports of these countries continued to

accelerate and this led to an increase in the deficit of their belance

of payments or a decline in their positive balances. Thus Argentina,

Brazil, Honduras, Mexico, Nicaragua, Peru and the Dominican Republic
recorded increases approaching or exceeding 20 per cent. In other
countries, however, the growth rate of imports declined; this was
particularly marked in Chile, where they amounted to.only 1.5 per cent,
and Haiti and Uruguay, where the absolute levels of flows of goods
and services from abroad contracted.

In 1974 the petroleum-exporting countries had the highest rates
of the period, amounting to 30 per cent in Bolivia and Ecuador and
26 per cent in Venezuela.

As a result of this evolution, the coefficient of imports of
goods and services in comparison with the domestic product rose in-
most of the countries. For the region as a whole this coefficient.

rose from 11.6 per ceht in 1970 to 13.6 per cent in 1974,

/In 1975
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‘ Iﬁ 1975 the evolution changed radically for the non petroleum-
exporting countries. The balance-of-payments problems which affected
them and the slackening in the rate of investment and of the domestic
product were largely related, in both réspects, to the decline in their
imports that year. On the other hand the petroleum-exporting countries
again increased their purchases abroad. '

In 1976 these itrends were maintained, although with some vgriation:
of certain significance.’ The importis of thé.vast majority of non-
petroleun-exporting countries remained stationary or again diminished
in absolute figures, and those of the petroleum~exporting countries
continued to rise. Among the countries of the first groun, special
note should be taken of the increases in imports recorded in Colombia
and in some Central American countries which benefited from an =~
improvement in the purchasing power of their exports as a consequence
of the volume of their sales, the improvement of their terms of trade,
or both at once. o . .

" In chapter I the past trends of the comyosition of imports of
the Latin American countries were studied and the main factors which
determined that composition were outlined. It needs only be added '
here that during this decade no basic modifications were recorded in
the trends, particularly if ‘the analysis is limited to the share of
the major sectors of goods in total imports and not extended to a
detailed study of more specific goods or groups of goods.

It is, however, important to note that if.this study of the
ccomposition of imports is carried out in current values, it is possihle
to appreciate changes of some importance as a result of the effects
of the pricé fluctuations recorded during this period and, especially,
-2t the beginning of 1973 in respect of the cost of fuels. The countries
which are not‘self-sufficieﬁt in these products experienced an increase
in the vaiue of their imports of fuels, and in the share of this external
expenditure in the total value of -imports. In 1974 ten sountries
devoted more: than 15 per cent of the value of their impdérts to this
sector. Awmong them, Panama,: Uruguay, Paraguay and Brazil recorded a
proportion varying between 35 per cent and 25 per e¢ent of the value ™

of their imports.
' /(d) Balance
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(a) Balance of payments, financing and external debt 4/

The behaviour of the various elements in the balance-of-
payments.sitﬁétion was discussed when studying both the relationships
between_fluctuationé in the growth-rate and external variables, and
alsoc external trade flows and terms of trade. The overall effects
of these elements in terms of balance-of-payments deficits, financing
and the externgl debt are presented below.

Most of the Latiﬁ American countries had deficits both on
current account and on the trade acéount. With the exception of
Venezuela, Argentina, and the other oil-exporting countries between
1973 to 1975, the countries had large trade deficits, whereas until
© 1973 these deficits had remained within relatively low limits. The
. trade gap widened enormously in 1974-1975, frdﬁ an average of nearly

1,500 million dollars in 1972-1973 to 10,000 million dollars, in the
case of the non-oil-exporting countries. On the other hand,
Venezuela and the other oil-exporting countries had record surpluses
in 1974: in the case of Venezuela, over 6,000 million dollars. In
l 1976, by holding down imports and thanks to a rise in the real
value of exports for most countries of the region, the non-oil=-
exporting countries reduced their trade deficit to 6,000 million
dollars. The trade balances of Venezuela and the oil-exporting
countries worsened. Venezuela's surplus dropped to 1,600 million
dollars, while the remaining countries again had deficits similar
to those of the early years of the decade (see table 16).

Net factor payments under the heading interest and profits
in respect of external investment and debt did not reflect the
fluctuations in the trade deficit, and instead continued to-grow
steadily, except in the case of the oil-exporting countries, particularl:
Venezuela. For the non-oil-exporting countries these payments grew
from 2,000 million dollars in 1970 to 6,500 million in 1976.

&/ . We shall only consider overall trends here, to round off the
study of economic developments, because financing and external
debt problems are studied more extensively in Part Two, Chapter I.

/Table 16
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Tabls 16

(ifillions of dollars)

1970
1971
1972
1973
1974
1575
1376

1970
1571
1972
1973
1974
1975
1976

1970
19571
ig72
1973
197k
1775
1976

1970
1971
1972
1973
1974

975

1976

1970
1971
72
. 1973
1974
1975
19_76

0il exporting countries

Hon oil exporting countries

Vo other: 011 - - Othai-lmn Latin
Total U7 gumording . Total . Argentina  Brazil iiexcioo g Imerica

~ ol iiniag i | i

Trade baleonce
L7 Gy 596,0 © =117.3 ~837¢9 6740 ~239,0 42,0 -7.9 ~F%2
531.9 76Ce0 ~236.1 =2 09146  «130,0 ~905,0 ~157,0 ~399.6 <1 559,7
230.5 436,86 «206,1 =1 &50.5 115,1 74,0 =117,2 <G W1 L20,0
1590.9  1'548,5 Yot L) 228.6 11004 Al 07249 «l15.1 ~341,0 62,3
7 017.5 6 300,9 C716s6 w3 188e2 40,1 =6 1.1 ~1 4130 | «2128,2 -2 170,7
27565  2707,6 B89 . <11 0327  ~000.7 5 11709 =2 07 29887 -8 276.2
14370 1 62940 ~192,0° 6 2940 636,0 <3 932,0 13130 -1 40,0 4 012,0
‘ ilet payments of profits and intérest )
~&75.5 ~560,0 «115,5 =2 15%1 - ~2230 42840 =695,0 =013.1 -2 336
~79923 ‘=635, 0 14,3 =2 25e1 %560 «518,0 «75040 7831 =3 094
A687,7 © ~493,0 a4y w2 6519 - ~335,3 ~61848 057,80 «M2,0 =3 319.6
=1 060,7 - ~(51,2 ~205,5 - =3 353 ~9h,6 ~011,9 =1 1%7.2 <1 022,1 A L26.5
~1 03943 =507l 53245 . =4 1558 m3d8,.3 ~99%.2 =1 615.7 =1 207.6 <5 13,7
=369, 3 N $06,9 - &5 632:2  WH20.6 Wl 820,13 <1 920,7 w1 512,8  «f 051,5
=150,0 . E9,0 «229,0" . =& 4830  Sl5.0 a2 390.0 =2 204,01 56,0 =6 6330
E . Balenza on eurrent. ascgount ’ '
~Z7 L7 ~50,0 “221,7 - mg {307 m157a0 =610 <l 075.0 =32,7  «3 072l
-7, 3 k.o «338.9  « 383.7  ~387.0 -1 H12,0 ~F15,0  ~1 5397 <4 518,0
~51LY 1A w366,0 Wl 045,86 ~719.3 =1 5917 ~92047 =l 3339 - ol 5770
kil 8 59204 ~147.6 29106 708,2  ~1.062.1  «lUB5.1  «l 5.6 -3 Q46,8
535745 5 6636 1959  ~13 02745 BLE -7 17,1 =2931 =3 17,7 <7 170,0
2 29947 2 B46.8 mH7el w16 6.8 @l 319,7 w6 9230 =3 087.7  SH-A64 <14 O77.1
1 200,06 . 1599,0 «P%,0 .12 H21,0 19540  m6 320,03 992,0 w2 304,0 .11 22,0
- . Hovenent of cgpital .
"F7.6 40,0 217.6. M 260.2 - hy,0 1 #B.0 0 11500 1 5.2 - U 617.8
76349 4390 34,9 4 45,9 72,0 2026,0 1 027,0 1 264,9 5 009.8
-G1743 35742 60,1 6 70,0 170.% L4 104,80 1 140,9 10539 7 287.3
24942 16,8 232.4 7-460,6 2.0 4 o5k,8 1 62947 1 6191 7 709.8
~1 015,53 -1 34,3 $8.9 12 IBLO  ~l1%,2 6 M0,.2 2 964.1 3 057,¢ 11 1%5,1
L38,3. -llg, 5015 14 0636 529 5 37,7 4 0528 . 3654,0 W 50L9
=1 810,0  ~2.399,0 539,0 14 900,0 U550 7 %20,0 3 é42,0 3 303.0 13 090,0
‘ Balatice of naynents before cormensation . ‘

3549 90,0 1 1 459.5 280, 0 64,0 75,0 .. - 470,5 1 545l
k29,6 - U430 Tl 62,2 59,0 61,0 182,0 277448 491.8
39549 211,38 .1 2 hOt 4 HB.9 2 513.1 22002 ~280,0 2 710, 3
65440 6094 2 3.8 3 169.,0 . 66542 2 99247 10,6 228,39, . 38630

b OH.s 4 266,8 572.8 A876.5 . 322 RB78.9 0.0 . 558 39651
2735.0 25036 24 w2 31%2 90,3 -1 095,3 165.1 59247 k2.8
* m610,0 ~300,0 ~190,0 2 479,0 65C.0 1100,0 . -~350,0 1 079.0 1 869.0
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Ae a result of the trade deficit and the payment of profits
and interest, the deficit on current account of the non-oil-exporting

countries rose from an average 4,000 million dollars in the three-

7?4 and 16,000 million

year periocd 1971-1973 to 13,000 milliomn in 15
in 1975. As mentioned above, it then dropped to 12,000 million in
1976. Venezuela was the only major exception,'with a particularly
large surplus after 1974. On the other hand, it is significant that
the other oil-exporting countries again had high current account
deficits in 1975-1976, mainly because of the rapid growth of imports.
These current account deficits were offéet to a large extent
by external financing flows. Given the differences among the countries,
Brazil and Mexico received almost 75 per cent of the external financing
of the non-oil-exporting countries, particularly after 1973. The
other countries in this group also received abundant external
finanecing, although with lower growth rates. Argentina, was an
important exception, and even had a surplus on current account,
except in the last biennium.
The rise in net external financing may be appreciated more
easily if compared with the value of exports of goods and services.
This ratio, in the order of 13.5 per cent in the second-half of the
1960s for the region as a whole, rose to 31.5 per cent in 1975. At
the country level, the changes and levels are even greater; for
example, in 1975 the ratio was 66 per cent for Mexico, 71 per cent
for Brazil, and 92 per cent for Peru, 2s opposed to 24.1lk and 9 per
cent respectively for the same countries in the 1960s. (See table 17.)
Considerable changes took place in the movement of capital
during this period. Private sources became more important than
official national or international sources. Private foreign banks,
to a large extent, and suppliers' loans and direct foreign
investment, to a lesser extent, were responsible for most of the

financing.

/Table 17
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Teble 17

- LATIN AHERICA:- RELATION BETWEEN NET EXTERNAL' FINANCING AND EXPCRTS

" Decade 1960-1970

1975

Country T e 9 . 97 1972 1974 1975
deeade , years
Argentina 35 0.9 . 7. 18,3 9.5 ~194 ~204 36,9
Barbados 25.9 7 .5 3.5 43,7 33,3 3.2 28,4 15.8
Bolivia 29.7 23,3 . b 22,2 23,5 10u6 IR 3509
- Brazil 13.5 . 1647 2140 43,1 3Bub, | 278 ak.2 7100
Coloubia 23.7 . 2%k 330 49.2 17,5 409 2.3 9.9
Costa Rica 27.0 26.9 27.5 11,6 29.6 ' 26.7 474 26.6
Chile 13.2 . 45 2.0  16.8 45,7  33.8 17.5 3804
Ecusdor 23,2 M8 k7.3 62:0 23,2 2.2 1.3 25.0
El Salvador B3 9.2 =26 - 5.7 ~2.8 11.5 26,3 . 209
Guatemala 133 M2 2.3 b2 2.6 “1.6 A5 . 14
Guyana 11,5 6.2 T2 kot 8.5 0.0 27 58
Haitl 195 . 183 - %8 1 . 7.9 3.2 3402 35.4 . 38,5
Honduras 16,6 20,4 3hok 12,2 5.3 157 38.2 4400
Jamaica 1o 20.7 28.5 30.6 30.9 T 33.1 8.0 22.6
Mexieo 23.5 27.5 37.5 - 27.2 - 24,8 3.0 464663
* Micaregua 1907 259 19.7 Ma2 3.3 ) 50,9 42,1
Panama 14,8 1302 1806 9.6 275.3 22.8 27,5 1601
Paraguay 0k 382 221 29.5 '9.0 13,3 - 276 3661
Peru 9.2 9.6 -11.9 6s5 5.5 22.3 40,8 92,2
Dominican Republie 26.8 294 5.7 34,8 15,2 1505 3345 63
Trinided snd Tobago 8.4 5.0 12,7 19.5 @ 0.6 201 -11.3. 1.6
Uruguay 3.0 2.6 19.1 28.7 "‘251‘ ~4a5 32,5 | 43,6
Venezuels ~k.9 2,0 1.8 0.1 (') =120 =491 =-28.1
Latin America 11,0 1%, 5 16.2 23,2 19.9 12.0 1504 31.5
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In the case of the gross financing required for 1975, official
sources accounted for 14 per cent, private sources 63 per cent,
direct foreign. investment 11 per cent, and the remaining 12 per cent
were accounted for by running down reserves. Banks were by far the
most important soufcé of pfivate loané, more'tﬁén seven times greater
than suppliers' credit, the next most important entry.

The infiow of autonomous capital inte the non-oil-exporting
countries in 1971-1973 was greater than the current account deficit,
which enabled them to built up reserves. It should be stressed that
in many cases this growth of reserve was the result of deliberate
government policy designed to establish credit worthyness on the
international financial market and also to hedge against unfavourable
external situations, like those of the biennium 1974-1975. In 1976,
as was pointed out above, autonomous capital flows enabled this
policy to be resumed, and reserves again increased.

In external financing, the amounts and type of borrowing changed.
The external debt of 17 Latin American countriszs (see tazble 18) rose
from 25,000 million dollars in 1970 to 62,000 million in 1975. The
share of Brazil and Mexico rose from 39 to 57 per cent in that period,
showing the effect of the large percentages of external financing
absorbed by those cduntries, Likewise, the Central American countries
incressed their share in the debt, particularly after 1974 as a
result of the unfavourable changes in the terms of trade, among other
factors.

The nature of the debt also changed with the increasing
participation of private financing. It is estimated that at the end
of 1975, the guaranteed and non-guaranteed bank debt with foreign
banks of eleven developed countries stood at 43,500 million dollars,
vhile the total debt of seventeen countries was estimated at about
62,000 million dollars.

The relation between real external debt (deflated by the import
price index) and the product tended to remain at the same level until
1975: about 18 per cent for the group of seventeen countries
considered. However, at the country level the situation varied greatly.

/Table 10
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Table 18
LATIN AMERICA: EXTERNAL DEBT AT 31 DECEMBERE/

{Millions of current dollars}

Country C 1969 1970 9 1972 1973 - 1974 1975
Argentina 5 343.3 5 677.3 56053 . .:5907.1 . . 6 3664 6 476.4 6 977.8
Bolivia 41001 52k, 4 592.2 680.8 797.8 . 786.2 929.4
Brazil 4 403.3 5.295.2 6 621.6 9 521.0 12 571.5 17 165.7 21 171.b
Calombia 1 822.7 2 102.7 2 42h? . 2 652.6 2 838.5 3 5194 3 508.3
Costa Rica 329.7 3771 479.7 565.8 629.8 832.0 985.1
Chile 2258,0: 2%51.0 | 24670 -7 28943 3 202.8 4 087.5 4 633.9
Ecuador 262.9 299.% 332.0 395.7 23,8 §13.5 508.6
" El Salvador - 2218 219.9 245.4  250.4 275.8 437.7 536.0
Guatemala . Ble.6 T 307.6 337,.6 367.9 E15.4 L62.7 - - 5702
Haiti 69.0 66.5 65.7 C 738 9.k 102.8 15601
Honduras 1416 18602 211.4 k3l 286.7 Lok 561.6
Hexico ™ . 3 852.0 b 291.0 4 783.0 5 686.% . -7 4D5.3 1 10 LODu6 14 €07.7
Kicaragua - 269.5 © E0L.2 zhl.3 370.6 511.0 7600 929.9
Paraguay 198.5 2237 243.9 260.9  302.0 381.0 1779
Peru A 1 480.0 1 427.0 1 4650 1599.6 1 913.1 3 048,34 13%.8
Pominican Republic 281.4 %18.6 %89.4 408.0 C A4D7.9 T 608.7 652.8
Uruguay 5416 5719 67L.2 750.1 - 719.8 8976 1 058.6

Latin America
(17 countries) .22 32,0 24 6L0.6 2 276.4 32 H08.0 . 29 167.0 - 50 584.5 62 429,1

Source: CEPAL, on the basis of national data and data supplied by the World Bank and the INF.

E/ For each country the externsl debt was estimated in a particular year for whieh relatively full information was
available. The total annual Joans (autonemous and compensatory, short and long term, guaranteed or not) accumulate
on the basis of this data and the amortization payments recorded on the capital account of the Balance of payments
are deducted. -

/While in
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While in Bolivia, Honduras and Niééragua the ratio was about 40 per
cent, the three countries of greatest economic and demographic weight
had ratios below 20 per cent. In the course of the present decade,
the ratio has changed significantly in many countries, increasing

- in approximately half of them, while falling in the other half (see
table 19). '

The burden of the debt in the balance of payments - unlike the
situation with regard to the domestic product - has increased, and
the situation may grow worse if export earﬁing do not rise rapidly.

The change in the composition of the .external debt, has an
unfavourable impact on the financial costs, length and rates of
interest of external borrowing. Debt service, which represented
22 per cent of exports in the 19605, rose to 20 per cent in 1975,

If the oil~exporting countries are excluded, where for obvious

. reasons this coefficient dropped to nearly 5 per cent, the result
would be even higher. Thus, for example, it was over 50 per cent
in Peru, and well over 40 per cent in Brazil, Chile and Uruguay.
(See table 20.) The percentages are even higher if remittances

of profits on foreign inveztment are included. _In that case, in
1975 in Brazil, Chile, Hexico and Peru the ratio was close to or
over 50 per cent, and for the region as a whole it reached 33.5 per
cent. (See table 21.)
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Table 19

" (Percentages of the pross domestic product at 1'9'?0"’prices)

Country 1969 1970 1971 1972 1973 ¢ o 1974 1975
Argentina ' 2h,59 2,60 ¢ 20.69 20028 © 1836 13.57 13,07
Bolivia bl 3}, 51,57 Sk ) 56425 55.06 C 81,39 41.13
Brazil 11.06 11.61 11.93 14.56 - 15,00 12.87 14,36
Colombia~ ..~ ~ 281 - 29,57 %1.06 30.27 27052 24,89 22.83
Costa Rica 36.61 38.29 by, 27 44,88 APa58: ar -38.58 > - - 39,63
Chile 30,49 28,81 25,90 28,75 28.03 26,45 32,73
Ecuador 15.88 16.79 16.98 17.66 15.17 " 11610 10.87
El Sslvador | 23.65 21.38 . 22.65 2064 C19.47 o .. 22.68 2h.02
Guatemala ©18.7h 16.16 16.09 14.98 13.51 10.35 11,05
Heiti . 16.18 k60 T L 130007 13.50 ERENE! " 10.42° 13.71
Honduras 22.19 26.05 . 259 28055 2829 - 31.15 40.02
Mexico 12.55 12.81 13.25 14.18 15.22 16.25 19.49
Nicaragua 35,01 . 35.61 N7 SR - WO L ¥ 1 Chp.52 49,68
Paraguay - 3.28 %7.5% 3745 . 36,13 : BHa77 © 30,95 30,67
Peru ‘ 27032 23,38 T 21.64 20.97 21.26 25.66 29084
Dominican Republie 21.76 2145 22.62 2015 T 16051 17.11 15.41
Uruguay _ 23.66 22,79 26015 . 27.08 L 2he? 18.96 - 19,90
Latin America . . Co - - :

(17 countries) ~  18.09 17570 17:45 Ieols 180 6k 18:04

Source; CEPAL.

3_/ The externsl debts have been deflated by the relevant indexes of prices of imports of goods and services. k
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Table 0

LATIN. AMERICA: RELATION BETUEEN THE ANMORTIZATIQNS AND .
INTEREST OF THE EXTERNAL DEBT AND EXPCRIS

(Percentages of exports of goods and services)

Decade 4350-1970

Country - - 1970 1974 1972 1975 1974 1975
Entire 2nd five ‘

decade Years

Argentina 31.3 31.8 29.0 48.4 33,8 29,6 3.3 32,5
Barbadas 3.5 3,3 4.9 2.7 2.8 7.8 Mob ;)
Belivia 19.7 174 15.4 2%.8 0.2 2801 19.5 4.8
Brazil . 31,5 38.6 0.2 40.8 43.1 bho &t 9.5 46,9
Colombia - .5 3.9 2.2 0.5 0.5 0.6 26.0 32,0
Costa Rica oo 23,6 25.5 3.2 1657 181 23,4 22.6 2540
Chile ] 3103 26,9 2601 3201 45,9 0.6 245 761
Ecuador 13,4 1402 17.8 19.6 2107 11.6 8.1 6ok
El Salvador 9.2 9.7 11.2 134 16,2 12,7 16,6 19.8
Guatemala 18,7 22,5 22.3 15,9 14,9 1103 9.7 7.6
Guyana 5.3 5.7 5.0 638 5.5 M0k 5.5 9e2
Haiti 0.0 10,1 8.9 6.0 707 Solt 6.2 3.8
Honduras 6.1 5.6 Ga1 1102 8.1 103 11,5 13.3
Jamalca . 4.0 2.6 206 603 bt T 9.6 105
Mexico . 27.9 21.4 30,2 28.1 26a7 204 2ha1 34,5
Nicaragua 1141 2.4 6.7 136 48,4 12.1 13.6 20.3
Panama : 5.7 608 13,3 17,7 21.5 24,2 60,6 53.3
Paraguay _ 15.3 16.7 1724 25,6 20,4 16.8 18.4 40,0
Peru 17.5 22,1 30,7 28.8 29.6 Booh - 0.0 Shak
Dominican Republie 171 16,3 172 1.4 1441 149 140 14.9
Trinidad and Tohogo 1.8 2.1 3.6 ko1 2.0 5.k 8.3 Ba2
Uruguay 23.8 37.0 29.1 43,5 31,0 37.5 25.7 43.6
Venezuela 502 2.8 2.9 3.9 561 4o 4.9 4.9
Latin America . 21,9 22:3 23,4 2621 25.7 27,2 21.4 27,9
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Table. 21

LATIN AMERICA: RELATION BETWEEN AMORTIZATION AND INTEREST ON THE EXTERNAL |

DEBT AND' REPAYMENT OF PROFTIS ON DIRECT FOREIGN INVESTWENT, AND EXPORTS

{Percentages of exports of goods and services)

. Decade
Country %960"1970 1970 171 T 1972 1973 1974 1975
. . Entire on o )
. five :
decade years
Argentina - T 35,5 6ok 22,4 7 50,7 364 “3.7 T 32.3 35.1
" Barbados 6.0 6.6 9.2 7.4 8.1 13,2 2.3 845
Bolivia 24,2 24.8 23.5 29.0 32.9 0.3 20.2 21.9
Brazil 7.2 45.0 46.3 46,6 47.9 47.8 42.7 0.k
Colombia 37,6 329.0 Y N 37.9 363 3503 29-1 35.2
Costa Rica 2747 26,3 . 14:6 -17.9 24,2 28,5 26,2 28,3
Chile 429 39.9 576 384 162 40.6 24.9 k8.7
Ecuador 226 22.9 25.2 29.2 26.8 21.6 23.6 20,6
El Salvador 11.8 12.4 13.8 15.8 18.2 15.0 18.6 22-1
Guatemala 25.3 20.4 - 3.8 24,7 2301 18.2 16.4 14:0
Guyansg - 18.6 18.5 14.6 16.8 C 9.9 14.8 10.1 1102
‘Haitd 170 16:2 14.9 11.6 14.2 11.1 12-1 1l.0
Honduras 149 16,1 1602 20.5 17.% 19,2 11l.4 19.9
Jamaica 21,7 2hb 22.8 25:9 24,8 27.3 1402 15.2
Mexico 1.6 Le.5 570 Liy 0 8.3 Lz.6 26,9 5.0
Niearagua 18.3 22,0 274 23,6 26n8 20:.3% 21.8 26.5
Panara 11.6 13:.5 182 2.8 24,5 36.7 €2:5 55,1
Paraguay 17.4 19.4 19.9 28,2 22.7 18.0 1393 40.9
Peru 26.6 31l.1 36,7 43,5 32,6 52,3 346 €0.0
Dominican Republic 25:6  ~2h.6 24,8 18.3 22.7 2503 20.4 19.8
Trinidad ahd Tobago 15.5 13:9 13.6 13.1 10.9 13.9 12.9 18.6
Uruguay 0.1 374 29.7 43.5 210 572 26.5 hh.3
Venezuela 30.3 28.1 22.8 24,7 20.0 21.7 11.5 8.9
Latin America 33,5 3hah - 33,9 3602 3345 35.1 26.8 33.5
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V. TRENDS IN SECTORAL PRODUCTION DURING THE
PERIOD 1970-1976

1. Agricultural production -

(a) Growth-rate fluctuations

The most striking féﬁture of reéent trénds in agricultural
productlon is the manner in which the results of successive harvests
~ have varied. Annual dlfferences in production have been highly
marked. The average growth rate, on the basis of FAO figures, of
2.5 per cent per year 1/ during the period 1970-1975: conceals annual
variations such as the poor harvests of 1972 - the worst agricultural
year in many years, because of its adverse climatic conditions - and
those of other years which showed rather large increases, such as
the 6.2 per cent increase in production in 1974. (See table 1.) In~
1975 the growth rate fell to just about 1.4 per cent, tho main causes
being the frosts which affécted coffee production in Brazil and the
redvciion in the vse of fertilizers owing to the high prices of this
input. On the basis of preliminary data, 1976 is expected to be an
encouraging year for agriculture, in view of the sharp increases in
the harvests of wheat, sugar, rice and soya beans which would appear
to have attained higher than average levels for the five-year period‘
-1970-1975, and which more than make up for the reduction in coffee
production, which is expected to be the lowest for this decade, and
other minor reductions in the production of maize and other products.
This is probably reflected in the food production index for the region
which increased by 6.5 per cent in 1976: at the same time total
production increased by 5 per cent. Nevertheless, the average for
the period 1970-1976 is likely to be less than 3 per cent.

1/ National accounts statisties which refer partly to value added
at constent prices show a sonewhat more favourable trend, since
the growth rate for this period is approximately 3.5 per cent
per year. This difference arises from the use of different
statistical series end the fact that the periocds of production
taken by FAO are not the same as those recorded by the countries
in the national accounts in question.

/Table 1
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Table 1

1960~

Country igzg' 10 i:g' w12 g 1k 9 1976/
Argentina 2.1 2.3 2.4 -0.2 0.5 9a2 6ot 3.3 8.1
Barbados ¢/ 2,6 <20 Al - -10.9 . =10.9 _ 53 8.0 0.0 -1.1
Bolivia 5.5 3.1 3.9 5.0 5.2 8ol 0.2 A -1.2
Brazil 4.k 3.7 3.h 2.4 5.5 0.8 7.5 1.3 8.0
Colombia 2.7 2.9 2.7 3.2 1.7 © 47 6.4 % | 5.3
Costa Rica 3.5 6.0 3.0 6.7 4,5  -2:0 Qobt 13.8 5.0
Cuba 1.7 1.7 06 -1905 -2.9 10.0° 49 4.0 ho?
Chile ‘1.6 2.2 - . =0.8 4.3 ~1.6 =164 - 16.9 2.5 ~5.2
Ecuzdor . 5.8 3.9 2.5 3.0 -3.6 6.0 3.3 0.6 1.3
El Salvador 3.5 3.8 2.0 21.0 14,0 8.6 25 Zob -1.9
Guatemala - 4o5- LB - 3.7 6.8 3ok 208, 1.5 0.6 7.9
Guyana 6.0 1.3 0.2 2.7 7.2 12.7 —hat 5.0 8.8
Haiti 0.7 2.0 2.1 3.4 1.1 1.9 - 0.8 0.8 1.6
Honduras 2.8 3.9 2.2 12.8 -2.0 6.3 | -=5.9 4o 602
Jamaica 5.3 0.5 0.3 h.6 009 =8.0 Sal 0.8 2.5
Mexico 501 4,5 ‘203 kol 1.3 1.8 1.0 0.6 1.3
Nicaragua 265 7.0 ['8) 561 Q.7 0.7 2.1 S5a3 1.8
Panama 3.2 5.1 1.3 G2 e - B PS- 5.3 5.6 06
Parsgusy 1.9 3.7 1.b 1ok 6.3 7.2 6.9 2.8 6.9
Peru 3.3 2.9 0.9 -0k <17 - oeleQ - =ha2 3.2 3.8
Dominican Republic 4.1 1.5 ‘3n9 6.0 3.6 0.2 7.9 =49 3.5
Trinidad and Tobago B.h 1.9 RS- I W B a0 ~7.6 2.7 =2.5 9.4
Uruguay 0.6 - 20 =01 . 243 =250, .. 100 9.9 -3.1 10.5
Venezuela 5.3 5.2 bo 0.8 049 7.1 6.1 9.7 2.6
Latin America 3.7 xo' 2.5 08 08 23 6.2 1.4 5.0

.

Source: Estimates of the CEPAL/FAD J01nt Agricultural D1v151on, based on FAQ, Production Yearboolt, 1974.

a/ Includes changes in head of livestock.
Ey 1576 rates are not strictly comparable with earlier years, and are based on FAO preliminary estimates of

the totel gross preduction indices.
¢/ Changes in stocks not included because of lack of data.

/The performance
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The performance of agriculture in Latin America has not bheén
exempt from the effects of the changes, at times drasti¢ ones, taking
place in prices for agricultural commodities in world. markéts. From
the end of 1972 to 1974 there were marked increases in'wdrld prices
for several. producte wich together cover more than 60 per cent of
regional agricultural production. The sharp inérease in: production
in Latin American agriculture in 1974, particularly as regards those
crops with a higher response rate, is a clear indication of the
sensitivity of agriculture to real market incentives. The expansion
of wheat productién in Argentina and that of soya beans in Brazil
are clear examples of this flexibility. However, as regards several
other products, the price increases were followed by sharp falls.
Perhaps the most marked examples, and those which had serious
consequences for some countries were those relating to the prices of
beef in 1974, sugar in 1975 and 1976, and wheat in the current year.

Another development which had serious consequences in the
recent past for Latin Amerinan agriculture was the increase in the
priczs of energy and fertilizers and pesticides. Its igmediate
impact was not marked, since this coincided with the increase in
prices for a number of agricultural products. However, in sone
countries and, in particular those in which agricultural production
is freguently geared to the needs of the domestic market, the rise
in costs of production had a serious effect on productivity. This
meant in the short term a relative reduction in the grwoth rate in
the use of agro-chemical inputs and mechanical equipment: a rate of
consumption of phosphatic and potassic nitrogenous fertilizers as
low as that which occurred in 1376 was not recorded for more than a
decade. The consunmption of fertilizers in 1976 was a little more
than 1 million metric tons.

Some products or groups of products showed greater sensitivity
to tte changing cénditions of markets and priées° Production directed
maiutly towvards domestic markets showed greater growth rates in the

medium and long term than traditional exports. The preccure of

/domestic markets
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domestic markets and their gradual organlzatlon is becoming a
determlnant in the orlentatlon of agrlcultural production. .

. Durlng the perlod 19?0 1976 (u51ng the preliminary flgures for
last year) BraZ11 ~Colombia, and Guatemala, which account for
approx1mate1y 40 per cent of reglonal productlon, malntalned an
average annual growth rate in their agrlcultural productlon equal to
the 4 per cent per year set as the target for the United Nations
Second Development Decade, whereas in the period 1970 1975, only
Nicaragua and Venezuela achieved this target. The remaining countries
showed lower growth rates and some suffered a reduction in productlon
volumes. (See table 1.) _

In several countrles - g noted exceptlon being Bra211 - the
most 1mport1nt qualltatlve change whlch has taken place would seem
to have been that the p0851b111t1es of 1ncrea51ng production through
making more land available for crops and livestock are now limited.

Annual increases in p“oductlon are becomlnﬂ 1ncre351nglv -
dependent on increases in ylelds, and, in Sp’te of th1s, the adoption
of technologloal 1nnovatlon stlll proceeds at a slow pacs, and the
flow of 1nvestment st111 remalns reduced, whereas there 1s need for
both if product1v1ty is to 1mprove,_ - .

The 1ncreases in the area under cultlvatlon durlng the perlod
1970-1975. dld not proceed at the same rate 2s in previous decades.
The harvested area 1ncreased by 1. 9 per cent per vear, compared with
the 2.2 per cent per year in the prevlous oecade° If Brazil is .
excluded, having accounted for the largest area brought under

cultivation, the rate of increase is only 0.6 per cent per year. .

(b) The nutritional situation.

The nutritional situation in Latin America, although lese
critical than that of other developing regions, is stilI‘far-from
comparable with that of the developed countrleso This does not apply
to Argentina and Urugua¥v. o

During the period under review, &nd i the context of widesPreed

inflation from 1973 onwards, and in 1974 in:partioular, consumer

/pricee for
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prices for foodstuffs increased more rapidly than the total cost of
living in almost all Latin American countries. Although not strictly
in parallel, the rapid increase in world ‘agricultural prices led to
inc¢reacses in domestic prices
Domestic prices for various foodstuffs, the demand for which is
satisfied largely by domestic production, supplerented by dimports,
began to be more closely linked with price levels incworld markets.
There was a slight increase in the supply of-calories, which
increased from 2,450 per day per capita in 1961/2963 to 2,600 units
in 1971-1974. The minimum regional requirements were calculated at
2,400 calories. These regional Tigures include the increases
recorded in some countries as well as the persistent unsatisfactory’
""levels in some, and the maintenance of the minimué levels in others.’
The national averages, which are higher for most countries than the
minimum levels conceal marked inequalities in the distribution of
foods within the population. It is estimated that almost half of the

Latin American population has access in fact to only some 2,250 calories

per day.

{¢) Public and private sector action

Both the public and private sectors of the countries have piayed
an important role in the recent development of regional agriculture.
There has been evidence of more specific State intervention in the
support of agricultural activities, particularly as regards credit
expansion, using both internal-‘and external soiirces of finance, and
in easing the strong pressure on the food supply system and in
particular the marketing infrastructure. TFor its part, the output
of the modern enterprise subsector which makes a marked contribution
to annual increases in production - displayed a high degree of
sensitivity to changes in relative prices and the increase in costs
of production. '

As a result of more specific policies, and owing to the recent
world food crisis, Latin American countries have placed greater

emphasis on food production. Thestudies and experience -atcumulated

/in recent
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in recent decades have contributed to a better: understanding of the
‘functional relationship between the agrarian structure, the
appropriation of income, the performance of the agricultural sector
and national development. However, the overall growth in. production
was slow, compared with the pfocess'of agricultural modernization
which took place, the relative‘poéition of the large: majority of the
population of the sector which was not incorporated inta. this process
deteriorated, and the gap between rural urban income has not been
narroved. '

According to the Sixth Report on Progress in Land Reform-
prepared jointly in 1976 by the UN, FAO and ILO, progress made in
land reform in the region occurred at the planning level, and was
adninistrative and institutional in nature rather than economic.
Expropriations amount to just about 15 per:cént of the land available
for expropriation, and the beneficiaries.of land reform actions amount
to approximately 22 per centiof the total of possible beneficiaries.

‘Very little progress has been made in solving the prchblez of the
hundreds of thousands of minifundia farmers, landless farm labourers:
who, in general, are not amcng the beneficiar%es of change in land

ownership.

(d)‘,.ansumption, exports and imports

In several countries, the sluggish growth in agricultural
production has had an adverse 'impact on their export position. This
can be seen by looking at trends-in world agricultural trade and the
rate of growth in regional agricultural exports. While the volume
of world exports increaged by approximately 3.7 per cent per year
between 1971 and 1974, those of Latin 'America increased by‘hardly
1 per cent per year and in addition to this the region's share in
world agricultural market continued to decline. - This fell from
17 per cent in 1950 to 13 per cent in 1974-1975, with sharp drops
in respect of important products such as coffee, cocoa, wheat, and
to a lesser exfent,bananas_and,Sugar (see tableés 2 and 3). The
marked increases in exports of soya beans are the.main exception .

to this trend.
. ) /Table 2
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Teble 2

LITIN MERICA: VOLIIE OF EXPORTS AS A PERCEUTAGE OF TOTAL PROIUCTIONS
AND WIXIE OF IMORTS AS A PERCENT/GE OF SUPPLY FOR consuprIoNy

(Pergemtaces)
1951 ;..961‘ 1971 1974
a 8- A B A B. A B
Argéri;n;, B:-e.z:,ﬁ, Me::i; o e 47 643 16,1 45.2 ~14,1 Yoz o 1'5..4 74
Andoan Group 11,0 9,6 125  lzb 97 1%3 153 S8
Cemtral Amerdcan Cormén Merket 3948 6«7  40.8 97 3945 s 8.6 10.Y
Cartbboan Islands of §.9  45.6  Sh a6 U3y 396 B2 Heb
Other countrles df 26 21 D3 108 2B 103 23 BZ
Latin Ameriea l-22.9 10.;1 ﬁ.é | 848 ‘18..3 10,2 WU 12

Source: Estimates of the CEPAL/PA Joint Agrieultural Division, based on statistlos of FAD and
offictal hodies of ocowrtries of the region,

Notes A 1 Volume of 'e:q:orts as & percemtege of total producﬁion.

B : Volume of imports as a percentage of supply far tonsumptiion,

3/ Domestic production and quartum of axports valusd and aggregated at 1969 regional.prices of

produsts,

b/ guentun of imports valued and sggregated at 1970 CIP priges.
o/ Includes: Bahanas, Barbades, Cuba, Crranada., Guyana, Haiti, Jemaiee, Dominiean Republic and

Trinided and Tobsge, -

4/ Includes: Panoms, Parsguay and Uruguay.
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M3

LATIN AMERICA; PHYSICAL BALANCE OF EXTERNAL TRADE OF THE
MAIN AGRICULTURAL PRODUCTS

(Thoumgg of tons |
Yheat Sor- Sugar éoffele . Coova Edible Beef Powdered
sl/- Maize _ Rice ghum l’/ 2/ - y .. Bananogs Y, otls gf :/ milk

1950-1952
Fxport 18 73 395 .0 76 6977 1535 2007 183 108 L5 -
Impert ‘ 3177 83 . 595 3 353 3% 173 6 . s 361 59
Balanes | =1 290 654 =200 73 6624 1Ug6 1834 17 63_, u18 ~539
19601962 _ . _ _ L
Export 2154 263 397 M8 9960 1869 3oz 190 128 5k -
Import 4383 230 300 24 329 M3 258 15 98 28 113
Balanes - - =2229 2401 -9 394 9631 1826 2 984 175 - 30 578 - -113 -
1970-1972 | _ | ) :
Export 1613 6063 5% 1815 11111 2018 5129 . 225 - 226 1085 8 .
Import 6M6 1142 61 53 258 51 260 257 31 0 193 248
Balance -4 533 4921 -137' 1362 10853 1967 4 869" 200 -85 B892 "_ <o -
1972-197% o L : : : .
Export 234 483 U5z 2164 11559 203 5258 209 . 336 . 1 12
Import 8191 2166 763 891 B8 55 - 224 2 uhs - 200 285 .
Balanse ~5 847 2673 =311 1273 11171 1979 503+ 188 109 7 -273

Sources CEPAL/FAQ Joint dgrieulturel Divislon, based en FAD figures.

5/ In terms of grain.
b/ Including milleta

of In terms of sugar.
4/ Beanse

8/ Inoluding ollsesds in terms of oils
£/ Inoluding fresh, chilled, frozen and preserved mest, in terms of sarcasseas

/The region



The region has been affected with particular severity by the
restrictions 1mposed by the main external markets, as a result of
the protectlonlst measures of developlng countries and in partlcular
the barriers faced as regards access for its meat in the market of
the European Economlc bommunlty. by subsidized exports, of produCts
which compete Wlth reglonal productlon, and by the preferentlal
treatment glven to other reglons.

The decline in the growth of regional agricultural exports is
partly due to the strong pressure of domestic demand on production,
which has led to certain changes in_ the composition of production.

In fact, cereals and cil-seeds are becoming more important, while
coffee and tubers have a smaller share in regional productlono Beef
recorded an 1mportant relative reductlon, which was offset by the
increase in the share of poultry. There was competition for soil use
as a function of the markets, prlces,'ana costs of production. The
prOportlon of the productlon exported fell from 22 per cent in 1961
to 17 per cent in 1974 '

During the flve -year period, and notw1thstand1ng some major
exaﬁples of dlverslflcatlon, the high degree of concentration of
exports over a small raﬁée of products and high dependence on a
few markets (United States and Western Europe) continued. In
1972/1374 the 51x main export products accounted for 82 per cent of
total exports, 65 per cent of which corresponded to sugar, coffee
and meat. At the beglnnlng of the 1970s 60 per cent of Latin American
agrlcultural exports were to the United States and countries of the
European Economlc Communlty, 17 per cent to other developed countr1es,
14 per cent to other developlng areas and the socialist countries,
and the remaining 9 per cent represented 1ntra—reg10na1 agrlcultural
trade. The figure for the latter is almost the same as that recorded
in the 1950s. |

Although food production inéreased from 70 to almost 80 per
cent of regional agricultural production between 1950 and 1976, the
failure of domestic supplies of some '"critical" products to meet

demand brought about a major increase in imports from outside the

/region. As
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region.. As a resﬁlt*of-ihis, the growth of exports i5‘sluggish
compared with the rapid increase in agricultural imports. These
increased from 6 per cent per year during the 1960s. to more than
10 per:ceht per yéar on average for the first half of this decade.

The increasing dependence on extra-regional imports for domestic
supplies is limited to wheat, edible oils, and dairy products, which -
together represent at present 60 per cent of total imports. . They are .
supplied by a few countries, mainly -the United States and otheri

developed countries.

2. ‘Industrial production

(a) Expénsion and deciiné in thé‘growth rate

During this decade ‘the industrial development process was . _
intensified, although there were notable differences of degree betwgen”
countries, and the rate of production was_stréngly inflyenced, in.
one way orianother, by the impact of developments inﬁthe.inﬁegnatiqnalg
economic situation, variatjons in the terms of trade, and, in !. _I
particular, the increase in:oil prices,.and the pattern of investment

and national income. Therefore, as is to-bé,expected,‘the variatiqns.i
in industrial aétivitiesrare to some extent related to the growth
rate of the domestic product. : _ : :

* . The figﬁres‘for the .region as a whole show a marked growth:rate‘
for the two-year period 1972-1973, when the annual gxowth‘raﬁeJP? |
production was 9.3 per cent, a figure well above thaﬁ,reconded;ig,
previous years (see table 4). L R o

Balance-of-payments problems, the increase in oil prices, the
decline of external demand and the adjustments inevitably dictated _
by the new external conditions were directly or indirectly reSPQBBible
for .the drop in the growth rate recorded in 1974, which was only
6.4 per cent; and the even more drastic drop in 1975 when the iﬁcrease

recorded for the region as a whole.was only 1.5 per cent.

- /Table 4.
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Table 4

LATTN AMERICA: ANNUAL RATES OF GROVTH OF THE GRCSS TNDUSTRIAL FRODUCT

Comtry 1965-1970 197 1972 1973 1974 1975 1970395
Argentina 5.1 5.8 6.7 648 7a2 -3.6 - U5
Bolivia 6.l 2,8 LR 6,5 6.0 . 11,3 6ol
Brazil 10,k 11.3 14 15.8 7.1 37 L 103
Colombia 6.4 8.6 25 11,6 646 3% 749
Costa Ries 945 949 847 pA 8.7 5.0 7.9
€hile 3.6 13.7 | é.,a U5 | 1.4 ~27.0 <He3
Eevador 6.3 8.6 743 78 11,6 . 12,6 9eb
El Salvador 547 740 FeB 6.7 640 34 Selt
Guatemale Be2 Te2 5.5 53 Le7 1.5 . Sat
Haitd b 60 846 10,8 948 k.8 8.0
Honduras N7 5 7.8 81 . -0h 62 5ul
Mexioo 8.8 3.2 8.5 9,0 5.7 . b 6
Nioarague 8a b8 6.5 1.8 945 0.6 X
Fanama 946 8.2 R 4,6 bl =240 2.1
Paraguay 5¢6 5e6 7.0 745 Be9 7.0 742
Peru 548 8.6 743 74 8.0 640 TS
Dominicen Republic 13.9 1342 10,4 13,0 11,2 72 11,0
Uruguay | 2.4 -1.8 0.4 ~ -0,8 3.6 6.7 Lok
Venezuela 5.2 A 8.3 5.8 9,0 12,8 84
Latin imerica 75 72 el 945 6.l 1.5 647

Sourset CEPAL, based on offieial data of the countries,

/Although these
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Although these flgures are, to no small extent the result of
wtrends in 1ndustr1al productlon in Braz1l, it is nonetheless true
that those fluctuat1ons affected a large number of countries. Apart
,froﬁ the o0il exporting countries, there are few other exceptions,

- as can be seen further or. i

The preliminary figures available show that during 1976 there
was some recovery in the rate of growth of 1ndustr1al production.
However, it seems clear that for the region as a whole, the flgure
--for preceding years were not matched, although in’ general the
“.increase in productien in most of the countries is likely to be'higher
than that of 1975, This is again largely due to the improvement
" which occurred in external conditions and'variablee. This upswing
is more marked in Brazil, where industrial growth is estimated at
approximately 10: per cent,‘and also in Colombla, to judge from the
consumption of electrlcltyu However, in- Argent1ea there was a further
‘drop in production which together with the drop recorded in the prev1ousr
year (1975) places the level of:ectivity-well below that of 1974.

As' table 4 shows industrial growth in Latin American countries
as a whole was highly disparate. On one hand, théfe are DBrazil,
Colombia, Costa Rlca, Ecuador, Haltl, the Dominican Republic, and
‘Venezuela, which 1ncreased their production at a rate of approxlmately
8 per cent and more durlng the period 1970 19?5;1 On the other,
‘Argentlna, Chile, Uruguay showed def1n1te1y sluggish rates of growth
and even.contractions in levels of production. In other words, the
decline -of “the relative share of the countrles of the Southern Cone" 
in total regional productlon in the post—war period contlnued and the
same can be said as regards the domestic product.

In conclusion, for the region as a whdle, the unfavourable
effect of the year 1975 was such that the average annual growth fate
did net compare with the 1970 levels of 7 per cent; that is, a figure
lower than the 8 per eent set in the International Development
Strategy. TFive countries succeeded in achieving or surpassing this
target (Brazil, Ecuador, Haiti, the Dominican Republic and Venezuela)

‘and another two (Colombia and Costa Rica) just fell short of it.

/{b) The



(b) The degree of industrialization and industrial tramnsformation

The participation of the industriai sector in the formation of
the domestic éfbdﬁct cdntinﬁed.to incréase duringhfﬁe periddrl970~1976o
For the régidﬁ-aé A whole, its share increased from 23 per cent in
1970 to approximately 24 per cent in 1975, a figure which was
maintained throughout 1976. - '

In table 5 it can be seen that, generally, the degree of
industrialization of national economies tended to increase to a
greater extent in the large'cauntries, which is a further indication
of the widening of the gap existing between those countries and the
others as regards industrial development.

A further quantitative indication of the extent of their
advance in industrialization is that provided by trends in the
industrig;‘product per capita, which increased at an averége.ahnual
rate of 3.9 per cent. ZExpressed in 1970 dollars, this figure
increased from 138 to 167 dollars per capita during the period under
review. Although these figﬁres show an advance of some importance,
they are far below the levels of the more developed industrializad
countries. | |

The changes produced in the structure of manufacturing
production. in the region followed the known patterns. The share of
the branches producing consumer goods continued to fall, whereas that
of the branches producing intermediate goods and, mainly, capital and
durable consumer goods continued to increase.

Table 6 shows the variations in the productive structure of
Latin America and of some countries of the region, grouped according
to size.

In the large countries, the share of the traditional industries
in total production fell more than in the medium-sized and small
countries, and the relative importance of the engineering and metal
products industries also increased in the former to a greater extent
than in the latter, as can be seen by comparing the corresponding

structures for each group of countries in 1970 and 1974. It can

/Table 5
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Table 5

Argenting,
Bragil .

Haxtoo

1'?91;.- hied average

Colombin . . :
Chile
Periz’
Vernezuala . '/ .
Weighted a.verg'a
Costa Moa
El Salvedor
‘temala, -
Honduras -
18 caragua
- Panama,
Doiad i ean Republie
Haltd ’
Bolivig'
. Eovador
Parsguay
Uruguay
leighted cveraze

Total -

3002_ . 32"3
?‘I‘-a ) 25'9
© 234 2440
17.5 1847
ﬂoz 23'7
1648 18,2
114 .. 13.6 .
. 15-2 1606
1746 8.1
L Y W5
B0 16,3
17,5 vy
- 15.9 . 1%7.
9-8 11,6
12,9
19.0 20,3
o 2"+.2 ) $'5 :
’ 2200 - 21'..2.

197'(_) ;

175

13,5 - . o -

Souree; CEPAL,

‘;/;I'abl-e 6.
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Tabls 6

LATIN NIERICA: STRUCTURS OF MANUFACTURING IWDUSTRY

(Persentages)
1970 1974
A 8 ¢ A B c
Latin America Ly, 13,3 A,8 40,3 4.1 Bab
Large countrles 40,8 $.8 B 3602 502 846
Medium countries 52,7 31,4 L 15,9 %945 330" 1745
Small countries 4948 225 73 8.1 23,8 841

Souroet CI?AL.

Notes; A 3 Branches mainly produeing sonsumer goodss food, beverages, tobaceo, tax‘tileti, fooft
‘ wear and clothing, wood and eork, furniture and a.ooossories, printing and publidh-

ing, leather end leather produsis, misesellansous industries,

t Branches mainly produeing inmtermediate goods: paper end paper products, rubber and

rubber products, chemisal prodacts derived froem petroleum and ooal,

minsrals, basis metal industriss,

rnon-mstallie

C : Branches mainly produeing capita.l coods and conswner durablesi metal productsnoni-
slestrical and elsotrical machinery, transport materlsl,

/also be
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also be seen that thermedium—sized-dountries;showed-the more important
changes, as regards their share in the total production of the branches
producing intermediate goods. ‘ '

(¢) . Exports of.manufactures

The share of Latin American manufactureS”in total exports
continued to increase. In 1970, it was 15 per cent of total exports;
in 1973, it increased to almost 20 per cent, and in 1975 and 1976 it
was approxlmately 18 per cent.

The growth in exports of 1ndustr1a1 products gshows the" advance
made 'in industrial development, particularly in the large countries,
and is the main feature of the structural modifications which have
taken place in Latin American economic growfh,

The volume of these expdrts increased at a yearly average of .-
20 per cent over the fifst L yeafs'of this decade, théfeby intensifying
the already very high rate of expan51on, estimated at approxlmately
1?7 per cent, which had: begun in the mid-1960s. This trend was
sharply 1nterrupted in the last two years, when export levels fell,
as a result of the economlc recesslon in the 1ndustr1al countrles
and the decline in the rate of growth of 1nvestment and income in
the countries of the region. |

The three largest countries (Argentina, Brazil and Mexico)
account for approximately 70 per cent of Latin American industrial
exports, which, in the main, are exported to countries outside the
region. (See table 7.) |

Brazil and Mexico export to countries of the region‘approximately
25 per cent and 13 per cent respectively of their exports of
manufactures; whereas the figure for Argentina is 44 per cent. 1In
‘the case of Mexico, the marked orientation of its exports of manufactures
to the rest of the world is explained, to a large extent, by the _
marked development in subcbntracting (maquila) activities with firms
from the United States.

/Table 7
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Table 7

LATIN AMERICA: GROVWTH OF EXPCRIS OF MANUFACTURES

AND RELATICN TO TOTAL EXPRTS OF GOGDS

(Millions of current dcllars and percentages)

=

1970 1973 1975 6

Exports of manufacturss .
Argntina . Y20 978 928 1 200a/
Brazil . 580 1672 2 700s/ 3 ooc}g/
Mext co gy 1 200 1020a/ 1 180a/
Other ecountries 751 1 275 1 9523/ 2 2208/ N
Latin America . 2145 5125 6 600a/ 7 600/
Total axports of goeds of , . : .

Latin Ameriecs _ 14 853 25 996 37 202 42 352
Exports of manufactures ag a - H -
peroentage of total exports '
of pgoods . 14,6 19,7 177 17.9

&/ Estimates figures,

/The countries
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The countries which make up the Andean Group also export meost
of their exports of maﬁuféét@rés.(mdré than Borper,cent) to countries
outside the region. 1In cqntrgst,ifor th¢ cqﬁnfriegﬂwnich make up the
Central American Common Ma;kéf; fhe_regionai,ﬁérkeﬁ‘;s the most
important, absorbiﬁé almoét.90 pér cent of their ekports of industrial
products; S | ‘ - o _ _

There are marked differences in the composition of ékports‘éf l .
manufactures to the regiocnal markets and to the rest of the world.
Among t@g:exports of .Latin American countries to other regions, in
order of,imﬁortance,-aré traﬁitional industrial products (42 per
cent), engineering and metalgéroducts (33 per cent) and intermediate
goods (21 per cent). In contrast; as regards the intra-regionai |
trade of manufactures, engineering and metal products take first place
(43 per cent), followed by intermediate products (30 per gent)”and

by those of the traditional industries (22 per cent).

(d) CThe perspectives of the. industrialization process .. ..

The expansion of domestic markets is no doubt the pfinéipal'
growth factor in the region's industrialization Process.

Latin American countries contain, to a greater or lesser extent,
broad sectors of the population which owing to their low income form
weak markets for industrial products or represent no demand whatsoever
for them. Approximately only that half of the Latin Ameridan
population with a per capita income qf more than 500 dollars a year‘
may be considered an important market for non-food industrial goods.
This,kapart from being indicative of a serioué and distressing social
problem, gives an idea of the sige of the potential market which still
remains to be exploited by the industrial sector.

The implementation of policies designed to extend the domestic
market of the countries, in addition to helping in the achievement of
greater equity in the distribution of the benefits of development,
would facilitate, particularly in- the large and medium-sized countries
‘the exPansidB,f¢h a significant scale, of the manufacturing sector

and in addition more efficient production. The narrowness of the

/national markets,
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national markets, together - to a large extent ~ with the eXisting
pattern of incdﬁe distribution, not only impeded the exploitation
of economies of scale, speciélization, and the mass p;oduction of
industrial goods, But also had a marked effect on the productive

e sector in almost all of the céuntriesn Iin get
the pattern of the structure tends to be one of horizontal
diversifiéation and very iimited vertical integration as regards the
number and types of consumer goods produced. As regards intermediate
and capital goods, they have developed on a relativély smaller scale
in most of the countries for the same reason.

However, the re- emerglng importance of the domestic market does
not mean that the attempts being made to promote the exports of
manufactures, the substitution process, and 1ndustr1a1 complementarity
through integration schemes, specific agreements, and other forms of
associations amohg Latin American countries, have lost their impoftance
or that they are not being intensified in every way possible. Quite
the opposife, the impulse stemming from the domestic market will of
nggeséity have to act in conjunction with those provided by external
markets - regional and extra-regional - not only because of the
importance of their role, but also and, mainly, because the
1nten51f1cat10n of exports both wlthln and outside the reglon, and
an increase in the selective and efflclent substztut;on of imports
will be indispensable if the external restrictions on the
industrialization process itself ére to be overcome, for they will,
no doubt, be maintained during the years ahead even if their scope
or intensity may'vary° '

The region has achieved a degree Sf technological maturity and
deﬁelopment in the productive processes which enables it to aspire

to higher export levels, not only of products with a hlgh labour
content, which can compete favourably with international costs, but
also new products with a high technological content. Some recent
experiences in Latin American countries as regards non—tféditionai
ex@orts are instructive as régards the type of highly sophisticated

products at which regional exports may aim.

/Of course,



- 158 -

‘ Of course, not ail Latln American countr1es are ‘in a posztlon o
to get the same results from their 1ndustr1allzatlon policies. “For
the magorlty of medlum—51zed countries and for the ‘small ones, "
domeetlc markets do not have the same 1mportance as for the large
countrles w1th dynamlc growth poles. ‘The ‘nariowness of the markets
11m1ts substltutlon poeszbllltles ‘and acts as a serious barrier to
the establishment in these countries of an 1ndustr1a1 base for the
manufacture of exports on any slgnlflcant economlc scale. In such
cases, the exploitation of the reglonal market emerges as the
1mportant basis for their future industrial develoPment. And the
expanelon of reglonal trade 'in manufactures will help, at the same .
tlme, to’ glve an 1mpulse to 1ndu5tr1al development in the other lerge

and medlum-51zed countrlesa

3. The energy sector

{a) Recent position. and supply structure

The drastic change in 0il prlces which occurred in 1973 1974
clearly demonstrated the dlfferent situations created in Latin Amerlca
as régards the degree of natlonal supplles of energy.' Tt also created
BpeClal 1nterest in energy pollcy and led to its’ rev1ew, whlch
culmlnated in an- attempt "to 1mprove the degree of self-suff1c1ency
and to reduce consumpt1on expan51on rates°

In all Latin Amerlcan countrles 011 represents the main source
of energy.' In recént years almoet 80 per ‘cent’ of modern energy o
needs g/ was satlsfled by 0il and’ natural gas, a flgure which’ 15’
the hlghest in the world. However, the share of the countr1eerln
0il’ PrOduCtlon has tended to shoir increasing d1fferences demonstratzng
a marked concentratlon of productlon in a limitéd humber of countries.

If the study is made on the total supply of modern energy it
can be seen that only seven countrlee 3/ producé four of the five

2/ Including coal; oil, ‘natural gas, hydroelectr1c1ty and nuclear
energy. -- Excluding vegetable fuels. = :

3 Argentina, Brazil, Chile, Colombia, Mexico, ‘Peru and Venezue€la.-

/resources of
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resources of which it is composed.4/ Nevertheless, 9% per cent of
the total consumption of energy is made up of 0il and natural gas
only. Of the seven countries only Venezuela is completely self-
sufficient as regards the consumption of o0il products, whereas -
Argentina, Colombia, and Mexico are close to self-sufficiency. It

is assumed that with the new discoveries 5/ Argentina will in a '
short while achieve self-sufficiency, at least, whereas Mexico will h
once more take up its position as exporter. Likewise, prospects for
Peru, which in 1973 provided two-thirds of its needs in oil products,
indicate that it will also achieve the status of exporter. ‘

.Apart from Bolivia; Ecuador and Trinidad and Tobago which have
no problems of supply, the other &il-producing'dountries’- Chile,"
Cuba and Brazil - depend to a large extent on imports of crude,
particularly Cuba which only produces approximately 3 per cent of
its consumption, whereas Brazil produces 25 per cent and Chile
%0 per cent. ‘

As regards the thirteen non-oil-producing countries, their
situation is a serious one since they lack, at present, other
important energy sources and rely on oil only for more than 80 per
cent of their supply of modern energy.

In brief, although the region as a whole is a net exporter of
0il, its supply situation shows sharp contrasts in the different
countries. In fact, if the region as a whole is taken, it can be
seen that in 1973, 2.3 tons of crude were produced for each ton of
oil products consumed; in contrast, in the deficit countries this
figure is only 0.25 tons.

Over the past 25 years the figure for the region aéfa vhole.
fell from 3.9 tons in 1950 to 2.3 tons in 1973, as mentioned above.
This decline can be explained largely by the exploration

Ly Up to 1974 only Argentina had a small nuclear energy plant at
Atucha.

5/ In Argentina - Puerto Rojas, in Mexico -~ Chlapas-Tabasco and
in Peru - La Concordia fields.

/activities.6/ Estimates
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activitiesaéf Estimates show that exploration expenditure in 1973
was more or less similar to that'of 1960 in terms of dollars at
current prices, which was probably the result of ‘expectations that
cheap imported oil would continue to be avallable. In this respect,
it should be mentioned here that with the exception pf'Trinidad and * -
Tobago and Venezuela, the remaining’oil-ﬁroducing countries increased
their domestic production in 1960-1970 by only 82 per cent, whereas'
at the same time-they"inereaSed"their imports of crude by 100 per cént.
“However, the new price structure of fuels, and the increases
in crude in 1973, reversed these trends; it is for this reason that
invéstments in exploration in the region increased from 100 million
dollars in 1973 to 180 million in 19?4 and investments 1n productlon '
from 775 to 1,215 million dollars. 2/ '

The problems raised for many non-o;l-produclng countries or
those with low leveis: of productlon makes it necessary to study the
role to be played by energy resources in regional development; all
the more so if it is borné in mind that the concentration by countries
indicated as regards production is also true as regards reserves. -
Thus, it is estimated that 90 pef cent of oil and natural gas
reserves are located in only five countrles, Venezuela accountlng
for the largest share. . '

Proven oil reserves in Lafin America represented at the
beginning of 1976 & volume equal to 22 times that of production in
1975, whereas those of “fidtural gas were approximately .6l times its
volume of production in 1995. If in the case of oil & more fléxilbile
- concept of reserves is accepted, such as that of "expanded proven
reserves" this volume could increase fourféld. ' ‘

"Furthermbre; thé identified volume of carboﬁiferous*reserves,
estimated at 20' billion tons, represents a volume equal to one

thousand times the annual consumption recorded recently.

&/ The number of wells. drilled perﬂséﬁare'mlle (0-002)'1n Latin
PAmerlca represented 2 per cent of the correepondlng figure for,
‘the United States and 13 per cent’ of that of the Soviet Unlon,'

7/ Data Supplled by the Chase Manhattan Bank Energy Economics
S D1V151on. "

/(b) Long-term.
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(b) Long-term consumption trends

The total'consumption of energy in latin America increased
during the period 1950-1975 at an annual rate of approximately 7 per
cent. This rate is higher than that recorded by the developed
countries (4.5 per cent) and the world average (5 per cent), but
lower than that of the developing countries outside of Latin America
(8.9 per cent). Relatively, the region's position in terms of the
annual growth rate of per capita energy consumption - 3.9 per cent =~
was similar. Nevertheless, during the period under review the
developed countries-Latin America per capita energy consumption
ratio fell from 7:1 to 6.2:1, and the corresponding ratio for the
world as a whole vis-a-vis Latin America fell from 2.7:1 to 2.1:l.

As a result of the trends indicated, the share of Latin
America's consumption of energy in world consumption increased from
2.5 per cent to 3.8 per cent; nevertheless, considering that at
present the population of the region is approximately 3 per cent of
the world population, the extent of the gap referred to previously:
can once again be appreciated.

Over the last five years the consumption of modern energy
continued to show a decrease in the degree of product elasticity,
recorded in previous periods, a trend similar to that experienceﬂ
by the more developed countries or regions. The elasticity of enefgy
consﬁmption compared with that of production tends to fall. In the
case of Latin America this process has intensified since it began in
the 19708 and it is becoming more marked as a result of the increase
in oil prices. The elasticity in question for the region as a whole
fell from 1.2 in the period 1960-1970 to 1.04 in the period
1970-1974, which indicated some relief for the deficit countries

of the region.

(c} Institutional changes in the energy industry

The ownership and control of oil industry has undergone
significant changes, particularly in recent years. In general, a

tendency has been observed in all the countries to strengthen State

/participation in
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participation in all stages of the oil industry. Around 1974,
Argentlna, Braz1l Mexlco, Ecuador and Venezuela produced 90 per cent
of the reglon 5 011 productlon and accounted for .75 per cent of.crude
ref1n1ng capac1ty.; In add1t1on, the first three countries controlled,
through State enterprlses, the entire productlon of 011 and natural
gas, whereas Ecuador and Venezuela showed no State 1ntervent10n
whatever° However, thls 51tuat10n changed radlcallv from 19?6 onwards,
for Venezuela completely nationalized its oil 1ndustry, and Ecuador
bought a large share of the equmty of forelgn compan1es. If it is
also taken 1nto con51deration that another exportlng country, ‘Bolivia,"
controls 1ts entlre 011 1ndustry, it can be. seen that the reglon has
achieved a h1gh degree of control over the productlon of hydrocarbons.

As regards the ownersh;p of the 011 reflnerles, 1mportant
changes have also OCcurred. In 1957 the e1ght main forelgn companles
handled 64 per cent of the refining capaclty, and in 1974 h2 per cent
if Venezuela 8 reflnerles are excluded this percentage falls to
23 per cent, of which 18 per cent 15 accounted for by Aruba, Curacao,
and Trinidad and Tobago. o , e

The changes in the ownership of the means.of_production_of.
electricjenergy is reflected in.the marked lncrease in State control
of electricity production. Thus, whlle in 1950 its share of
production amounted to only 10 per cent of the total (exclud1ng that
prcduCed by eelf—suppl1ers) in 197h 1t 1ncrea3ed to 78 per cent°
Integrated plannlng at natlonal levels was malnly respon51ble for
such trends. In. thlS connexion, it is 1nterest1ng to note that at
the beglnnlng of the 1950s 90 per cent of e1ectr1c1ty supplled was:
provided by pr1Vate enterpr;see most of whlch were forelgn.

Slnce these firms were ‘moved by the proflt motlve, they usually
brought in plant which varied in accordance with their interests and
the features of the areas under concession, but which were heterogeneous
even in their essential features, such.as type of current,'frequencﬁ,
voltage, etc.

/lastly, the



Lastly, the initial policy adopted by most of the countries
is that the expansion of the integrated electric system is a task
for the country itself, and one from which the private sector,

particularly the foreign private sector, should be excluded.

/Part Two
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INTRODUCTION

‘Latin America's place in the world economy is underg01ng a _
profound change. The countries of the reglon are cea51n5 to be
specialized in the productlon of commodities alone, although
commod1t1es still account for most of external sales, manufactures
are belng exported and strongly influence the growth rate of total
exports, as a result of a con51derable level of industrial development
and a domestic technologlcal effort whlch, while still 1nsuff1c1ent,
has already become slgnlflcant. The region's domestic market has
grown as a consequence of thls process of 1ndustr1allzatlon, and 15
very attractive to prlvate 1nve5tment the transnatlonal corporatlons
have ‘been drawn to produce for this market brlnglng with them mainly .
technflogy and organlzatlon. The economlc pollc1es of many countries
of theé region have for over ten years been adaptlng to the needs of
more open and compet1t1ve economies, redu01ng protectlon and maklng
it move selective, and formulatlng a series of 1nstruments to win
exterual markets for non-traditional productso ,

" These developments in industry, technology, trade and flnan01ng
open new development opportunltles for the countrles of the reglon.
They also raise new probleme, however.

In the first place, the dlfferences among the countr1es of the"
region are grow1ng greater.‘ One group of countrles, which will be
described below as semi- 1ndustr1allzed and possess the abovementloned
features more clearly, 'is gradually entering a stage of 1ntermed1ate

develOpment as a result of which they are becom1ng a case sui generls

in the Third World. Many ‘of the remaining countries of the reg1on,
however - pumerically the maaor1ty - are still passlng through stages

which resemble those of many other develop1ng countrles.

/In addition



- 166 -

In addition, even these semi-industrialized countries still
have features and problems specific to developing countries, as well
as others which correépond to their new conditioms. Their industrial
development is uneven and their tréde structure unbalanced, both of
which factors have an unfavourable effect on their development. Their
technological dependence on the exterior remains fundamental. . Despite -
the advantages they have because their labour costs are lower - in
absolute terms - than in the developed countries, a more rapid and
widespread growth of their exports of manufactures runs into obstacles
not only because of the remaining shortcomings in their. industries and
the fact that.their protection has not yet been fully rationalized,
but also because of the. restrictive practices of the transnational

enterprises and problems of access to—thé markets of developed
countries. . _

The region's external financing has changed profoundly, and now
stems to a very high extent from private sources, above all banking,
instead of being predominantly from public sources.. _

L The accumnlated external debt is high both in absolute terms
and in-relatibn.to exports. Its structure has also changed, partly .
as a result of greater borrowing from private sources; the loans have
become shorter and costs higher. Service payments would not conflict
with the dincreasing import needs inherent in a development process if
the growth of exports were sufficiently dynamic.. . .

The large deficits on current account recorded in recent years .
in many non—oil-e#porting countries of Latin Ameri#a‘upderline the
need for international co-operation for both the semi-industrialized

"and the other countries. They also point to the pressing need. to
design and implement a co-operation policy adapted to the new
circumstances, with the active participation of the Latin American
countries, the other countries of the Third World and above all the
developed countries. _ | 7 o

The main basis of this international co-operation would be its
important contribution to the development both of the Latin American

and of the developed countries. Lafin America is an important ally

/of the
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of the industrialized. economies of the Wdfld, because of its
significant imports, primarily of intermediate goods and equipment,
and also because of its contribution’to the growth of the
transnational enterprises of those countrles, much of whose wvorld
proauctlon is based in Latin American countrles for ‘the domestlc
markets of the reglon, and also in future for expert to other_markets,
it is to be hoped. |

The main purpose of Part TWO of this document is to shed light
on the more slgnlflcant features of Latln America's present stage .of .
development and 1tsxneeds for the future, examine more thoroughly the
progress and problems in its relations with the main developed areas,
above all the United States and the EEC, analyse regiongl economic
co—opgra@ion and suggest a selection of practical ideas whose -
discussidnpqould provide usefuljbéckground material for the design of -

suitable instruments.

+

L T T : : ' /1. LATIN



- 168 ~

I. LATIN AMERICA'S NEW PLACE IN THE WORLD ECONOMY . -

1. - The world setting

(a) Trade trends in the centres

Since the end of the Second World War there has been intense
growth in'thé:developed countries with market economies. A broad
group of these countries is in the procesas of reaching the stage of
the post-industrial economy. They have high per capita incomes,
increasingly predominant tertiary sectors, rapid techndlogical
progress which continuously creates a large variety of new products,
and mass industrial produ¢tion which places thdse‘produéts within
" the réach of very wide sectors of the population.

There has also been a diversification of the cemtres. In this
25 ‘yeat period the relative importance of the European Ecomomic
Community and Japan increased in comparison with the United States,
both in the gross domestic product and in trade and international
investment; the relative importance in world trade of the Eﬁropean
countries with centrally planned economies also increased. Between
1950 and 1975, the United States' share of the world imports dropped
from 14.6 to 10.7 per cent, that of the EEC rose from 31.7 to 33.1
per cent, and that of Japan from 1.6 to 5.9 per cent. The
diversification of the centres, and the greater vigour of the new
ones, suggest the advantages of a multilateral approach to
international relations to enable the developing countries
- particularly those of Latin America - to take advantage of the
greater dynamism of some of them.

Trade, production, financial and investment relations among
the centres have also grown very greatly. The internationalization
of the economy and the creation of a vast economic area comprising
the developed market econmomies has been consolidated. Besides the
absolute and relative growth of the trade flows within groups of
countries (EEC, EFTA, Canada and Japan with the United States) trade
among the different groups has greatly increased at the same time as

the barriers to trade of industrialized products have been reduced

/(by the
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{(by the GATT negotiation rounds). Tﬁus the developed countries
increased their share of world exports from 60.2 to 66.3 per cent
between 1950 and 1975. - (See table 1.) - e

. Each of the industrialized coﬁntries became specialized in
érder to attain a competitive scale of production, while the average
scé}e throughout the world increased in size. Specialization occurred
basically within each productive sector, with the countries exchanging
goods of a similar kind with each other. In this way the- b1gger'
production scales were reconciled w1th each country's ach1ev1ng a
dlver81fled productive structure and a symmetrlcal composition of .
trade, with similar 1mports and exports. Thus, for example, all the.
developed countries export and 1mport products of the mechéﬁical and
electronics industries, each with a certain amount of spécialization
within thdse sectors. For example, the United States has a particﬁlarly
important place in the world market for aircraft comstruction,- computexb
an&'calculatlng machlnes, office machlnes, building and mining machlnery
and non-electric generat1ng machinery; the Federal Republic of Germany
has greater weight in the world market for electrlcal generating
machlnery and machine-tools: while the Unlted Kingdom devotes 1tse1f
relat1vely more to non~eglectrical generatlng machinery and agrlcultural
machlnery 1/
(v) The changing structure of world trade’
- The composition of world trade by types of goods changed
profoundly between 1950 and 1975.- The relative importance of
manufactures increased from 43.7 per ‘cent in 195Q.f6 5p-4 in 19?5;

l/ Source: Ministere de 1'Industrie et de la Recherche de France,
Etudes de politique industrielle, La division internationale du
travail, volume I, la Documentation Frangaise, Paris, 1976,
pp. 52 and 53. Table prepared on the basis of OECD, Foreign
Trade Statistics, series C and Groupe de Réflexion sur les
Stratégies Industrielles du Ministere de 1'Industrie et de la
Recherche de France.

/Table 1
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Table 1
- GROWTH OF WORLD' TRADE BY MAIN REGIONS

Brports Tzperts
‘ Iverage ' Average
- Peroentege annuel Pargontage annual
World : ‘ of total growth of total ' growth
' ) rete rats
‘ in the - in the
1550 1975 poriod 1950 1975 pertod
4 Dovelaped merket economy . ) ) _ .

ooumtriss © 602 6643 1L7 6540 66e3 . 11
1. United States 1646 122 9e9 Web 10.7 ' 10,0
2+ Canada - ‘ Loy 347 10,1 | 4.6 .- .35 .7 10a2
3o EEG (3 mmtries) o 2645 33.9 12,3 B 3%l 1S
by EFTA (8 soumtries) 0 0 5.6 61 1.7 6ol 720 11.9
S5« Japan , _ l.3 . Gt Bt - 1,6 59 1742
_ s Othors _ 546 38 95 549 . Gal 1L0

Bs Contrally planrad . o . _
countriss , 8.1 28 12,1 y5) 104 225
Eastern Europs 648 9,0 125 643 9 13.1
fsla 1.3 0,8 943 " le6 1.0 940
Ca Davelop;ng sountries ; a7 2%9 10,0 Pad 2246 203
1s O1leexportirg o 743 13 1%9 42 65 133
2, Nommotl exporting paa! 10,5 746 228 161 9.7
2.1 Afries 40 1.8 7o7 Lk 2e7 - el
2e2 latin fmerice ' 104 %9 648 L 9.0 5e7 . 8.2
23 4sta - - He3 79 Ba3 5e7 a6
2.l Middle East 048 AT 7.8 1,0 L7 . 13,8

Soureet United Hetions, Yea.rbook nr Interna.tiona.l Tredeo Sbatis‘bioa » Monthly Bullstin of S‘tatistioas
I.H.I“-, Interngtions) Finansial Statistics,
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The fastest-growing traderin this sector was that:of the technologically
more advanced manufactures. Food and}raw matérials,.oh the other hand,
dropped from 46.4 to lQ.liper_cent in the same period. Fuels rose
from 9.9 per cent to 18;6~per.cent, aEOVe‘alllbecauSe ofiprice changes.
lese trends occurred systematically throughout the period, as may be
seen from the figures for.the years 1950 to 1960. (See table 2.)

This great transformation contrasts with thé stability of the
structure of world trade in the first half of‘the:cehtury, in the
course of which primary products followed roughly the same overall
trend as world trade.2/ 7 |

. The change which has occurred since the Second World War is
linked with the faster growth of income,3 W3/ the much faster rate of
technological change (with new manufactures constantly appearlng) and
the trend towards mass 1ndustr1al product1on, all‘of which caused a
change in the structure of demaﬁdg

(¢) The developing countries in world trade

The share in world exports of the non-o;l-exportiﬁg developing
countries dropped from 24.h4 per cent in 1950 to 10.5 in11975- -(Seg
table 1.) The Latin American members of this group were those. whose
relative share declined most, from 10.4 t; 3.9 pef cent 'in the: same
period. There was zlso a fall in impprts: here the loas of grbund
was pfoportionally smaller, and was reflected in fhe trade deficits
and the build-up of debts. In contrast, the importance of the oil-
exporting countries grew conslderably. f

A number of factors have contrlbutgd tq this decline of the non-
oil-exporting developing countries: the abovementioned change in the
composition of world trade (Lesser importance of the no#-fuel.primary
products in which they -specialize); the lower grdwth-rate'df their
production of raw materidls in comparison with the developed countries
(caused in turn by the economic policy of the deﬁeloping.pountries
themselves, their lipited financial capacity to invest and their
technological limitationé); and the policy followed by the developed

countries.

2/ United Nations, Statistical Yearbook, 1969,

3/ World industrial production grew by 3.4 per cent annually in
the first half of the century and by 7.4 per cent annually in
the third quarter.

/Table 2
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The developed countries replaced imports of basic products and
semi-manufactures from reneéwable natural resources in the course of
these 25 years. Their own production of food and agricultural raw
materials increased, as did trade among thom in those products, at
the expense of imports from developlng countries. They adopted“
domestlc support price p011c1es, ‘which contrast with their opp031tlon
to the attempts to apply support prices at the world level in favour
of the exports of prlmary products of the developing countries. In
this way they stimulated their 6wn supply and gave their producers
the necéssary means to increase capitéliiation and technological
innovation. At the same time they 1mposed tariff and non-tariff
barriers on 1mports. In contrast such barrlers were reduced among
important groups of developed countries with the progress of
integration (as in the EEC). In food, the United States diversified
its sources of ahpp;j and from an importer ‘became a net exporter;
Canada, Australia and New Zealand increased their share of world
exports;_the EEC and EFTA'relatlvely reduced their imports and tended
to direct them tovards other developed countries. Likewise, in
agricultﬁral raw materials the developed countries proportionally'
increasod their sales (United States, Canada, Australia and New
Zealand) and reduced their purchases from the developing countries
(in the case of the EEC and EFTA). Japan alone greatly increased its
purchases of food and of agrlcultural raw materials. o

In the case of primary products or seml-manufactures based on
non—renewable natural resources the import sub51tutlon of the
developed countries was relatively smaller than in the case of
agriculture. In the special case of fuels, their purchases from
developing couotriés'ihcreaséd reiatively. Sure supplies of minerals
and fuels haﬁe become an imbortén% consideration for the developed
countries. “ I |

Relatlons of the developlng countries with each other and with

the 5001a115t countrles remaln 11m1ted w1th a few exceptlons.

/s a
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As a result, the developing countries' share'in the world trade
of food and agricultural raw materials declined, as did their
importance in mining products (although it increased in some, such as
iron), and their share increased in fuels.

The developing countries, excluding OPEC members, had a
considerable deficit throughout the last 25 years in their trade
relations as a whole with the developed countries. :For the developing
countries this meant incorporating external resources and achieving a
somevhat higher economic growth rate than-théir own exports would
have permitted. : For the déveloped countries, it represented more -
active promotion of their exports and production, and a better
balance-of-payments position. In the. case of the Latin American”‘V‘?
countries; in recent 3ears-the bigwtrade‘balance‘and"payments deficits
were:the result-of their efforts to maintain as far as possible their
economic growth rates and their: policies of openness towards the
outside: world.. If they had chosen to reduce their imports more
severely - mostly purchaséd from developed countries - they would have
harmed the recovery:.of the deveioped countries. A report of the -
United States Government Development Co-ordination Committee states. -
that over 90 per cent of:the cumulative tréde‘surplﬁs-of.the United
States occurred in its trade with develoPing-cbuntries,'most:of it~
in agricultural products.. The same report adds that while the United
States' trade balance with developed countries deteriorated at the -
end of the 1960s; the trade  surplus with the developing countries
cushioned the fall.k/ - - - - R o '

(a) The transnational corporations

The activities of the transnational enterprises at the hational’
and international levels is of:long standing. However, their role’
has currently acquired new features, since they now operate in a’

unified international economic space. This globalization of the: "’

-

74 Development Issues, Development Co-ordination Committee,:
U.S. Government, May 1976, p. 107. Based on the study of the
Department -of Commerce: "U.S. trade with the developing
economies: the growing importance of manufactured goods",
June 1975.

/market economy
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market economy area is viable for technical and political reasons.
Technically, every stage of the productive process - or the entire
process - can be set up in whatever geographical location economic
calculations suggest; and at the political level, since the Second
World War the Western countries have become somewhat unified,
particularly under the pressure of common security policies. In this
context, the tranasnational corporations have become a fundamental
component of the economic activity and relations of the developed
countries with each other and with the developing countries. At the
international level they fulfil the main entrepreneurial functions
in financing programmes, investment, technological innovations and,
in general, in organization and economic decisions.

Between 1962 and 1973 the investments of United States
transnational corporations in continental Europe and vice versa
increased almost four~fold, reaching some 30,000 million dollars;
the investments of United States transnationals in Europe accounted
for about four-fifths of this amount, the remainder flowing in the
opposite direction.5/ The number of subsidiaries also increased
rapidly, particularly those of the chemical and electrical ehgineering
industries. The much greater weight of the United States
transnationals is connected with the special role of the dollar in
the world monetépy system - mhich facilitated-their_%nvestments
abroad - and the United States,vaéfnment's égiencé and technology
policy, which provided a big advéﬁtage in the introduction of
innovations.6/ ' o _

The?e corporations have a very big share of world trade.
According to United States Department of Commerce figures, in 1970
the United States transnationals and their foreign affiliates were

responsible for 24 per cent‘df world exports of goods, and the

5/  See U.S. Department of Commerce, Survey of Current Business.
&/ See Lawrence G. Franko, The European multinationals, Harper and

‘Row, London, 1976, pp. 135,136, 162 and 163.

/percentages for
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percentages for the United States, Canada and Latin America were
high.7/ In this respect, it is not only the amount of this-trade
which is important, but also some of its ¢onditions. In particular,
a large proportion of .the exports of transnational corporations -

is comprised of transactions ‘among affiliates of the same companies.
In the case of the United States, intrd-company transactions
accounted for 49 per cent of exports of manufacturés.8/ These
percentages are higher in the case of Brazil (73 per cent) and
Mexico (82 per cent) in-1972. It is important to study the way in
which prices are fixed in such transactions, the extent to which they
resemble the prices which would obtain in competitive conditions in-
an open market, and -the implication  of this for the country éxporting

or importing goods in such conditions.9/

i
s

7/ - See United States Senate, Committee on Finance, Implications "~
of multinational firms for world trade and investment and

for United States trade and labor, ops Cit., p. 270 and table
A-Llon page 35%, based on data of the United States Department
of Commerce, Bureau of Economic Analysis, International

" Investment Division. o

Ibid., p. 319. *

On “intra-company trade, see United States Senate, Committee on
Finance, Implications of multinational firms for world trade .
and investments and for United States trade and labor, op. cit.,
P- 31% ff. Transfer pricing (and particularly the possible
undervaluation of imports and exports) see United States .Senate,
Committee on Foreign Relations, Multinational corporations in .
Brazil and Mexico: structural sources of economic snd non-economic
power, op. cit., p. 19 ff.: Constantine Vaitsos, Intercountry

~income distribution and transnational enterprises. Oxford .
University Press, 1974; Daniel Chudnovsky, Empresas multi-

- nacionales yganancias monopdlicas en una economia latinoamericana,

Siglo XXI Editores, Buenos Aires, 1974; Ronald Muller and .
Richard Morgenstern, "Multinational corporations and balance-of-
payments impacts in less-developed countries: an econometric
analysis of export pricing behaviour', in Kyklos, International
-Beview for Social-Sciences, Vol. XXVII, 1974. This last study
“calculates -that the undervaluagtion of some exports of '
transnational enterprises in Argentina, Brazil, Mexico“and
Venezuela averages between 40 and 45 per cent of the prices paid
on-the ‘open market.

© 1

JIn 1970,
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In 1970, about 80 per cent of the production of the foreign.
affiliates of the United States transnational corporations was sold-
on the domestic market of the countries in which they were established
(including both developing and developed countries other than the
United States). These sales may be considered "indirect exports",
since they replace the sales previously made from the headquarters
country. It has been calculated that in 1971 the "indirect exports"
of the affiliates of United States corporations were almost four
times the direct exports made from the United States; in the case of
the United Kingdom this ratio was two to onej in France, the
Federal Republic of Germany and Japan it varied between 37 and
95 per cent.10/ In addition, through these affiliates the developed
countries induce a significant current of direct exports from the
counfry‘of'drigin'of the corporation, particularly in equipment,
spare parts and intermediate g0o0d5. | | -

It has been estimated that in 1972 the profit rate on capital
invested, after payment of taxes, was apparently 15.3 per cent for
investment abroad, compared with an estimated 6.4 per cent for total
cbrporation ihvéétmentq;l/' For their part, twenty big international
banks of the United States receive 30 per cent of their total
deposits frbm‘foreign countries in 1972;;2/ Clearly, then, it is
essential for the economies of the developed countries that the
possibility should exist of operating in the markets of other

developed and developing countries (bearing in mind that in 1970

10/ See United States, Department of Bconomic and Social Affairs,

. Multinational corporations in world development, New York, 1973.
International production or indirect export is estimated on the
basis of the accounting value of the direct investment multiplied
by a coefficient.of 2, which is given by the United States

data.

l;/ ~ See United States Senate, Committee on Foreign Relations,
Multinational corporations in Brazil and Mexico: structural- -
sources of economic and non-economic power, report prepared by
Richard S. Newfarmer and Williard F. Mueller, p. 164, Table 7.

12/ See United States Senate, Committee on Finance, Multinational
corporations, Washington, February and March 1973. Table prepared
on the basis of the Washington Post, 29 December 1972.

/one-third of
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one-third of the total salesof 50 big United States transnational

corporations were made by their foreign affiliates)alé/ This - -

circumstance could give the developing countries a strong bargaining .

poisition to negotiate on the behaviour of those enterprises (in .

particular, as will be seen below, in connexion with cownership of

the corporation and access to the markets of the developed countries).
- It also seems clear that the transnational corporations have

a dominant position in technology and foreign trade in the more

modern dynamic'eectors.* One of the coneequences is the growth of

intra-company trade, in which the prices of imports and exports are

"accounting prices” fixeéd by internal company decisions.

2. Latln Amerlca. a sem1-1ndustr1allzed reglon

There is an 1ncrea51ng1y clear d1v1510n between twO kinds Of
countr1es in Latln America. On the one hand, there are the larger
countries which have .a higher degree of indﬁstrlal deVelopment
namely Argentina, Braz1l and Meéxico, as well as Venezuela and perhaps
sote other countries of 1ntermed1ate size and deveIOpment (such as
Colombla). These countries retaln the features of develop1HSs immature
economies but are also acqulrlng some d1st1nct1ve characterlstlcs by
having . completed some 1mportant stages of 1ndustr1a112at10n._ Thls_
process of dlfferentlatlon 15 clear ‘in the three countrles mentloned
first; Venezuela, w1th 1ts vast f1nanc1al resources, .may catCh up
with them by carrying out some stages of development more rapidly
and successfully. These countries could be labeled semi-

-

industrialized.
The other case is that of the remalnlng Latln Amerlcan countrles,

because of thelr stage of develoPment thelr characterlstlcs,

problems and needs more closely resemble those of the typical

developing country. This is not to overlook the significant differences

which,exist_between the ceuntries,‘ﬁhichffange“from:these whieh could

13/ See Report on the Sixth Meeting of members of Congress and of
_the European Parliament, The multlnatlonals. their function
and future, Washlngton, 197#»"

Jcome to
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come to resemble the above-mentioned semi-industrialized countries

in the medium term to those which are in a situation of underdevelopment
close to that of many African and Asian countries. Nevertheless,

their level of industrialization, structure of foreign trade, |
technological capacity, access to the international private financial
market and their economic size distinguish them, for the time being

from the semi-industrialized countriés.

The countries of the first group are being shut off from
bilateral and concessionary multilateral financial ¢o-operation.

A trend also seems to be setting in of giving them less favourable
treatment'thén others in official non~concessionary and even in
commercial financial co-operation. Meanwhile, no international
co-operation policy is being worked out to deal with these countries
and help them overcome their present stage of development.

As the countries of the second group pass certain per capita
income thresholds (300 dollars for some international bodies, even
lower for others) they too are excluded or given lower priority by
the concessionary financing machinery. - On the one hand, it is
reasonable to give preference to the countries with very low per
capita income in the world distribution of concessionary aid. On
the other hand, per capita income-is an important but not a sufficient
indicator of the degree of development and does not reflect the '
severe problems facing many of the small- or medium-sized countries of
Latin América. Questions of trade structure, industrial capacity,
capital markets and balance of payments should be taken into account,
among other things; if that were done, those countries could not -
be too rapidly grouped with the semi-industrialized countries.

In this section we shall single out some of the features which
increasingly distinguish the semi-industrialized countries as a
special case in the third woerld. The division into the two cases
described-above, however, is not cut and dried. Whatever
classifidation is made, useful as a first approximation, does not

obviate the need to consider each country separately.

/(a) 1Is
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(a) Is a new international division of labour emerging?

‘ Since the Second World War industrialization has advarnced
greatly in Latin America. It began by forging ahead in import
substitution, and gradually spread.. The productive structure has
become quite diversified; national production satisfies a high
proportion of the demand for many kinds of product, including L -
goods with a high technological input; quality and costs have
tended to grow closer to.international levels, although generally .
without reaching them.

‘This industrial development helped to create a growing
domestic market. Until the middle of the 1960s, however, the Latin
American countries continued to export almost exclusively commodities
in primary form or with a low level of processing. Industries did
not include exports as a significant part of their strategy, and
economic. policy did not promote external sales with the necessary
energy to overcome this inertia. The export of manufactures was
instead a sporadic activity which occurred in periods when the
domestic market contracted because of the short-term economic
situation. o

After the middle of the 1960s, exports of manufactures began
to thrive, primarily in the more advanced countries .of the region.
Initially they developed primarilyIWithin‘the regional market, and
then spread towards the maerkets of the developed countries and the
developing countries of other areas. Currently, those countries are
ceasing to be exclusively exporters of primary products. Manufactures
are not causing a fadical change_in the .structure of total exports,
but they are strongly influeﬁcing their rate of growth° ‘

The present stage of development of the industry allows and
calls for a future combination of import substitution, to complete.
the stages of development still pending,.with the export of
manufactufes, s0 as to achieve a new. form of specialization and a
new place in the world economy which would in turn be part of the

world process of attaining a new international division of labour.

/The wage
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The wage differential between the developed and -developing
countries - including those of Latin America - may lead to a new
division of labour among countries, with the displacement for
competitive reasons, of industries where labour costs are very
important, from the former to the latter. Labour costs in
manufacturing <industry, for example, are generally much lower in
Mexico or Brazil than in the United States.l4/ In 1970 in manufacturing
industry as'a whole the average wage for one man-hour was 12 per cent
that of the United States in Mexico, and 1% per cent in Brazil.

There are also striking manpower differences in the Operétions of

a single company in the United States and in developing countries.l5/ -
Even if productivity is lower in the developing countries, the
differences in the 'unit cost of labour create an important margin in
‘their favour. In some cases the wage differential has led to heavy
enigration, such as the migraticon from the Mediterranean countries’
to other more developed European cﬁuntries, or from Latin America-
to the United States. In other cases, however, they are gradually
causing the displacement to developing countries of highly labourw .
intensive industries, a movement limited by the resistence of the
corresponding productive .sectors in the developed countries.

Another new trend is the transfer to developing countries of
some of the more labour-intensive parts of the productive process of
some products, generally known as international sub-contracting.

It is perhaps in Mexico that this procedure has reached the ‘highest

level in Latin America; sub-contracting exports in 1975 reached,

1/ See United States Senate, Committee on Finance, lImplications
of Multinational Firms for World Trade and Investment and for
United States Trade and Labor, United States Government Printing
. Office, Washington, February 1973, Table A-4l, p. 731.

13/ - In the case of the operations -of General Motors, at the end of
» 1972 -the 'relative cost of an average hour of work as a percentage
of that cost in the United States was estimated at 35 in iexico,
. 18 in Brazil and 16 in Argentina. See United States Senate,
; Committee on Finance, Multlnatlonal Conppratlons, Washlngton,‘i
'February ‘and March 1973.

/1,021 million
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1,021 mil;ion-dpllars,16 which represents 85.5 per cent of the .
country's other exports of manufactures. International sub-contracting,
frequently used by transnational companies, offers the developing |
countries new possibilities of industrialization, export of manufactures
and employment; at the same time, it hinders the generation of '
favourable effects to other sectors of the economy (generally kaown

. as forward and backward linkage) and leads to a situation of
particularly heavy dependence since at any moment the corporation

may decide to displace new production to other countries.l7/

The decentralization.of the labour- and natural-resource-intensive
industries from the developed towards the deve10ping‘countries is - not
without its difficulties and lags. These industries are‘éften among
those with the highest protection in the=developed'countries;;§/‘due
to the fact that they are undergoing a process which has been described
as "aging'. Concerned to avoid problems 6f unemployment and depression
in specifie areas of the economy, the developed.countries cannot
rapidly dismantle their protection; they can only dc so gracdually,
while simultaneously supporting the modernization of their corresponding
domestic activities. o

Furthermore, the experience of recent years shows that many of
the countries of Latiﬁ America are also in a position to export
technologically more advanced goods (consumer durables, capital and
basic intermediate goods), which have the advantage that they are
produced with more skilled and better paid labour, that they induce
greater national teChnological development and that the international ’
demand for them is growing with a higher income-elasticity than that

of the traditional industries. In 1974, Latin american exports of

g

6/  Of which 468 million dollars were value added in Mexico.
This is in addition to the dependence on the exterior, effecting
all industrial development, in respect of technical innovation,

production methods and relative 1nten51ty of capital and labour,
. consumption patterns, etc.

;§/_h See below, the cnapters on the relations with the Unlted States
and the EEC where a number of the more important cases.in these
sectors are discussed. ’

S

/electrical and
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electrical and non-electrical machinery and transport equipment
amounted to_l,840_m§llion dollars; about 45 per cent. of this figure
wés electrical machinery, 33 per cent transport equipment and 22 per
cent elébtrical machinery and telecommunications equipment; these
exports include technologically quite advanced products, particularly
in transport equipment which is growing very fast. ,

The transnational corporations in Latin America are a highly .
important instrument in exports of such products. The technology
they furnish opens up international markets in which innovation is
one of the main elements of competitiveness; their world system of
affiliates could open .the door to the markets of the developed countries.
The restrictive practices of these companies, however, have often
limited the growth of Latin American exports.l9/ To date the main
interest of these companies in coming to Latin America has.been to
produce the leocal market and not to export°

The Latin Amerlcan market has been and is of great importance
t° exports, partlcularly in the more advanced sectors, as will be
seen below in chapter V. = . .

(v) The beglnnlngs of a domestxc technological drive o

The . domestlc technologlcal effort of the seml-lndustrlallzed
countries, particularly Argentina, Brazil and Mexico, is already
significant and growing. .In 1968, Brazil spent a little over . .
200 million cruzeiros (at 1975 prices) on science and technology;
in the present plan, expenditure under this head is programmed.at _
6,000 million cruzeiros annually.20/ A group of the bigger Argentinian
manufacturing firms spent some 30 million dollars annually, or
0.4 per cent of their sales, on research and‘devglopment;at the endz'

lg/ Reference is made below to the new and still incipient but
highly significant kinds of negotiation between governments
“and transnational corporations, through which the latter are
encouraged to export more; figures are also given on the
importance of exports of. manufactures by transnatlonals in
comparlson with the total.: :

20/ II Basgic Plan for SClentlflc and Technologlcal Development,
Presidencia de la Repfiblica, Brasilia, 1976. ° T

/of the



of the 19605,3;/ In Mexico recently research and development
expenditure in industry was estimated at 12 million dollars annually,
and the Government programme supposes a fast rate of growth.22/
These'figures“are_qlearly notivéry high, but they show the beginnings
of national efforts; Japan at the end of the 1960s spent 1.5 per

cent of its gross product on research and development for civilian ' o
PUrposes. _
Innovatlons have been made in many products and processes both . ‘ v

in the trad1t10nal and the metalworking 1ndustr1es° They enable
better use to be made of local conditions, although on the other
rhand they hlnder exports in cases where international services of
Spare‘parts are based on the original models,gé/

There is a growing flow of technology from the semi-industrialized
countries to the otherrcdﬁntries of the region, both in the form of
technology built into capital goods and as pure technology. "Key
in hand" factory sales are an important export head for the relatively
more develope¢ countries. In addition, Argentinian, Brazilian and
Mexican companies are taken advantage of their technological lead
to establish subsidiaries in other Latln Amerlcan countrzesegi/

Thls growlng domestic technologlcal effort is nevertheless
still incipient and scattered; it is not sufficiently tied to specific -
objectivegq A3 a result it does not suitably prepare the industry ..
to compete bbth in the domestic market with the reduction of protection
and in external uarkets for exports. Thus industrial development

itself simultanequslx generates a rapid rise in the demand for foreign

J. Katz, Importacidn de Tecnologia, aprendizaje e industrialie
zacion dependiente, Fondo de Cultura Econdmica, 1976.

CONACYT, Politica Nacional de Ciencia y Tecnologla, Mexlco, '1976.
J. Katz and E. Ablln, lecnologla ¥ ExgortaCLOnes Industrlales, '
IDB-CEPAL Programme, August 1976, mimeo. « _

Some studies of this process of internationalization of Latin
American firms are currently underway in the IDE/CEPAL project
and in INTAL, as well as in Carlos Diaz-Alejandro, Direct’

Foreign Investment by Latin Amerlcans, Nuffleld College,
Oxford 1976, mlmeo. -

SN
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technological services, which increases the direct investment
accompanying the new féchnology. Payments by Argentina, Brazil
and Mexico in royaltiééAfor imports of technology grew gF-annual
rate of 20 per cent over the last decade.

Technology is one of the fields in which the external dependence
of Latin America, including even the more advanced countries, is.,
most apparent. International co-operation is essential to contlnuer
the development process. | t T
{c) The transformation of economlc_pollcy

SlnCe the middle of the 1960s, both the seml-lndustrlallzed

and the other countries of Latin America have greatly improved the

design and use of their economic policy instruments, concomitantly
with tpgyprocess of.igdregsing the opening up of their economies to
the outéide world. Export promotion systems made up of a variety
of ihstruments have beﬁn established and continuously improved with
exgerience. Foféign‘exchange prolicies now provide more stable. and
renunerative conditioqs for exports, reducing the fluctuations in
exchange-rate purchasing power generated by inflation. Fiscal and
financiai incentives are provided and an institutional structure exists
to support exports. o

With regard to imports, pfotébtidn has béenlféduced and
rationalized so as to make industry more competitive. Argentina and
Bfazil héve reduced the protection provided by tariffs and non-tariffs
barriepé‘;nd Argentina is studying a new general reduction. The
countries of the Andean group have worked out a common external tariff,
which, if adopted, would greatly reduce their external tariffs. Chile
is periodically cérrying out overall reductions which will leave
tariffs at quite a low level at the end of 19?8° These reductions.
in tariff and non;tariff protection have led‘to a buoyant, steady
upward trend in imports. Between 1965 and 1975 Latin American imports.
as a whole 25/ grew at a rate of 1.4 per cent for every 1 per cent of
growth of the product. The elasticity coefflczent was 2. 1 for Brazll,

1.3 for Mexico and. 2.0 for Ecuadorn

25/ Excluding the CARICOM countries and Cuba. | .
/These imports
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These imports served, inter alia, to modernize the equipment
of the industrial sectors which began to export, and to purchase
abroad the inputs needed to produce exportable goods.

It should be noted that these large reductions in protection
which have been and are being made are a very important reciprocal
gesture Latin Americ¢a is making - without saying so at the GATT
negotiating table - to the developed countries, since this greater
external openness mainly leads to greater purchases of equipmgnt
~and intermediate goods from the developed countries.  This should
be taken into account in those negotiations, as an answer to the
freguent criticism that the developing countries do not grant
reciprocity in the tariff reductions of the GATT rounds and to the
advantages they receive under the generalized system of preferences- °
It should be recalled that the Latin American countries are trying -
to establish rational tariff systems. This is not easy to do in ‘

. multilateral négotiafions. The systematic approach they are attempting
to apply in their tariff reductions, suited to the needs of their
present stage of development, leads to possibly similar results for

the developed countries. A

(d} Private direct foreign investment

Its semi-industrialized state and the size of its domestic.
market, together with relatively chedp labour, have led to considerable
private direct foreign investment in Latin America. This has been
one of the main determinants of its economic structure and activity,
and of its relations with the exterior. ‘

Latin America's importance as an investment area can be seen
from the fact that it received 44 per cent of the 58,200 million -
dollars of total accumulated private investment by the developed - '
countries in the developing ones at the end of 1973.26/

26/ See Organlzatlon for Economic Co-operation and Development,
Investlssemnnts par le secteur privé des pays membres du Comité
d'dide au Divelonpement (C.A.D.) dans les pays en voi de
développmensat, état des actifs a la fin de 1973, Paris, 1975.
The member countries of the DAC are Australia, Austria, Belgium,
Canada, Denmark,.United States, France, Italy, Japan, Norway,
Netherlands, Portugal, United Kingdom, ‘Federal Republic of

. Germany, Sweden and Switzerland.

/Looking at
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Looking at tﬁis investment from fhe'angle of'théﬁéﬁuntry‘of
origin, the highest percentage is that of the United States, which
in 1967 accounted for two-thirds of the total. However, since then
its relative importance .seems to have declined, due to_the arrival
of Japanese investments 27/ and the nationalization of oil and.
mines in Latin America.28/

From the standpoint of recipient countries, Argentina, Brazil,
Mexico and Venezuela aceountéd for almost two-thirds of 'this amount
{see table 3). ‘ .

A substantial change has,taken place in the sectors of activity
to which foreign investment flows, and there is now an absolute
predominance of manufactures for the supply of the domestic market,
side by side with the remalnlng foreign investment whlch was important
in the past in the public servlce, mining and 0il sectors° In 1967,
the three main types of investment of the DAC countrlea were in
manufacturing (36 per cent), oil (24 per cent) ‘and mining (11 per cent).
Subsequently the nationalization of oil and mines caused a .great drop
in the share of the last two headings. In wanufactures, the

outstanding branches are_the motor-vehicle and chemical -industries.29/

F e I

27/ In the transfer to Latin America of long-term assets in 1974
by CECD countries, the United States accounted for 50 per cent,
the ‘EEC 25 per cent and Japan 22 per ceant (as against a
cumulative amount of direct investment in 1967°of 2 per cent).

28/ In Trinidad and Tobago the Government bought . the Shell Trinidad
Company in 197h; in Venezuela the petroleum investments were
nationalized as of the 1 of January:1977; in Eéuador the
Government bought the shares of the main foreign oil companies
at the beginning of 1977. In mining, there were the
naticnalizations of ‘copper in Chile (1971), bauxite in Guyana
(1975) and various mines in Peruw (1nc1ud1ng the Marcona iron
ore mine in 19?5)

29/ In Brazil at the end of 19?3, of total accumulated foreign
investment ih.manufacturing industry 21 per cent was in the
chemical industry and 19 per cent in transport equipment; in
Mexico in 1970 these percentages were 30 per cent and 10 per
cent respectively; and in Argentina in 1969, 28 per cent of
the industrial production of foreign companies was in transport
equipment and 17 per cent in the chemical industry.

/Table 3
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Table 3

COUNTRIES, 1967 ‘AND 1973

. (Millions of dollers) -

Total .2_3_' Latin American scurtries

Courtry 1967 13
Argent ina. 1 8214 2 k50
Brazil 37979 7 450
Mexd 00 1 786.5 3 085
Sub-total large countries 7_33548 12 985
Bolivia 14945 85
. Chile 9631 500
Colombia 72787 _ $50
Eouador © Bzl 400
Peru 7824 990
Verszusle 345540 3 600
Sub-tiotal indean sountries 6 19%]7 6525
i’iva oounttries of the éa_ntra.l .
" dmerlean Cormon Market 60141 ,3_6'_i
Paraguay He7 " 55
Uruguay 601 90
Halti Joe2 57
Pansma | 84043 1 875
Dominisen Republis '157-9 - - 360
Total 19 coumtries 15 4948 22812
— 18340, W0
Jamalsg 67049 1200
Trinidad and Tobago 686.8 1140
i Caribbesn gountriss 1 H6.3 2810
16 896.1 B b2

Soursess Organizatlon for Economio Development and Co-gperstien, Les astife

sorrespondant awx investissements directs du sectsur privé des pays
du CoAuDa dens les ggé en vole deo ddveloppement = ftat & la fin de
1367, Pario 1972, end Investisgements par le secteur privé des pays
membres du eomitd dfalde su dfveloppement dans les peys on vole do

dévéloppement - Jtat des actifs a la fin de 1973, Parie 1975.°

/In‘the
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In the specific case of United States investment public services,
the main heading until 1930, steadily declined while manufactures
rose from 7.per cent in 1929 to become the main investment sector
in the 19708. -~The latest trend, which dates from the last three
yéars, is the ‘drop in foreign investment in petroleum and mining -
which :remained.at about 40 per cent between 1929 and 1972 (with a
large rise in petroleum and a fall in mining).
‘Special attention should be given to two aspects of direct

investment: its real contribution to the development of Latin
America, and the countries' new terms of negotiation.

(i) The contribution fér foreign investment. What the

transnational corporations contribute to theé developing countries
is mainly technology, organizational methods and financing programmes.
At present the main element seems to be technology, mostly linked
Wwith private-foreign investment. (See the seciion on transnational
corporations.) ' In addition, transnational corporations contribute
their experience and organizétional capacity to organize efficiently
the subsidiaries set up in the developing countries. This is in a .
sense an "organizational technology" introduced by the transnational
company, which is important for the modernization of industries so
that they are technically in a position to export manufactures.
Praditionally, financing was the main element of foreign
investment which above all consisted of a flow of resources from
one country to another. It now seems that the nature of this flow
has changed to become-a financing programmes rather than genuine
resources proceeding from the country of origin of the investment.
Thus the figures for the sources of funds of a sample of affiliates
of United States' companies in Latin America for the period 1966-1972,30/

30/ See United States Department of Commerce, Survey of Current
Business, July 1975, pp. 29 to 52, "Sources and uses of funds
for a sample of majority-owned foreign affiliates of United
States companies, 1966-1972", a study prepared by Ida May Mantel.
The sample concerns 763 affiliates of United States companies
installed in Latin America out of a total of. 5,337 for the region
as a whole (i.e., 13 per cent); it covers 17 per cent of the
value of direct investment and 39 per cent of property, plant
and equipment expenditure.

/indicate that



-~ 190 -

indicate that only 12 per cent of those funds stemmed from the S
country of origin: another 22 per cent were financed from the
undistributed profits of the Latin American subsidiaries,3l/ and the 
rest, roughly two-thirds; came from sources which were neither

the company itself nor in the United States. Thus the wmain financial
contribution of the transnational corporation does not lie on its

own funds or funds from the country of origin, but in the obtaining
of foreign funds, ‘either:from the country in which the investment

is wmade or from international soﬁrcés. To this end the transnational
corporations and the governments of the countries of origin and
destination of the investment often combine their efforts.

_Another weakness of the .constribution of foréign investment -
has beén in access to international distribution channels. In
general, the international corporations have sﬁpplied the domestic
market of the Latin American couﬁtries but they:have not- likewise
facilitated access to the externsl markets in which they opérates
In view:of the high propensity to import of these companies, it i$
important that in future the countries of Latin America should be
able to-increase their exports by making greater use of some of the -
mérketing channels at.the disposal of the transnational corporations.

(ii) Investing and the new terms of negotiation. The operations

of the main investment agents - fhe transnational companies = is
conditioned by the bargaining power of ‘the governments of the- host
countries. - In: this connexion, two features of their operations should
be noted: firstly, their capacity to influence critical decisions

in the country of origin and the host country; and secondly, their’

flexibility -in formulating ecénomic replies to the restrictions they

.. are unable to prevent at a political level.

It has been pbinted out that their power and growth enable
them .to-influence, directly or indirectly, fhé'p¢1i§ies_and action

of the gOVerhment of the country of origin and the host gbﬁerﬁment,

él/ Eighfj per cent of the net infernal income of subsidiaries
corresponded to distributed profits, 20 per cent to
_ qndistfibuﬁed.profits.i

' /and sometimes
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and sometimes to help to place the countries in a position of
interdependence or dependence.32/. Frequently, then,- the transnational
corporation ensures that government decisions are favourable.

However, when dealing with a firm political decision or an irreversible
economic¢ process. the transnational companies have shown great -~
flexibility in preparing and executing suitable replies, from their
point of view, to the restrictions which may exist. Thus they replied
to the Latin American substitution policy with a parallel process
of "export substitution’ which consisted in setting up subsidiaries’
in the countries of the region to supply the domestic market; in the
face of State ownership policies on natural resources and public
services, they became specialized in external marketing, technical
assistance and: the supply of equipment and spares; and in dealing

with centrally-planned economies, they carry on a wide range of
activities, even medium- and long-term ones, withoul arffecting the

ownership of the companies.33/

22/‘- Seé United Nations, Department of Economic and Social Affairs,
-~ Multinational Corporatlons in.-World Development, New York,

1573,

33/ Between 1960 and 1973, countrles with centrally-planned
economies acquired about 1,700 patents in the mariet economy
countries and, reciprocally, the latter purchased about

. 500 patents from them. Again, more than 1,500 short- and

' long~term co-operation agreements have been 51g1ed including
the purchase of "key ian hand" factorles' what is more,
agreements have been reached to carry out joint ventures
in other countries. These joint ventures in western countries,
roughly 300 in number, primarily concern the dlstrlbutlcn

~ and sale of Eastern European products, and generally these

" are companies in which the eastern countries have a majority
holding. {See J. Wilczynski, "Multinational Corporations
and East-West Economic Corporation®, in Journal of World
Trade Law, Vola 9, Ne 3, Hay-June 1975, pp. 266-286.)

/A1l this



- 192 =

411 this seems to confirm the existence of a new negotiating
situation for the Latin American countries, primarily in..respect
of the legﬁl forms of ownership of the tcompany carrying out the
productive activity, the conditions of transfer of technology and
the concession of external markets by'theftranSnational:enterprisesb

In the past,'when the transnational enterprise appeared to
be making & genuine input of capital in the country of origin, the
question of ownership did not arise; when the contribution is
primarily in the form of technolegy and a finan;ing programme, there
is' a tendency for the government of the countries receiving the
investment to attempt to ‘share in the ownership of the company to
be set up.34/

In obtaining technology, besides direct investment there are
other forms which the developing countries can negotiate. .In .
particular there is the lproduct in hand' contract, which envisages
the transfer of patents and initial wanagement of new companies,
continuous advisory services and staff training, without actually

implying transfer of ownership.35/

34/ This is the case of the increasingly numerous joint ventures
entered into by the governments of Latin American countries with
multinational cowpanies. The wost recent include those of the:
Brazilian Government, through public or State companies such a§
‘Siderbras, and Kawaﬂakl, ‘Japanese for steel-making; - Companla
Vale do Rio Doce and Alcan, United States, for bauxite;

Nucleobras and Urangesellschaft, Federal Republic of Germany,

for atomic energy; Petrobras and Goodyear Tire and Rubber in
chemicals; Digibras and Ferranti, United Klngdom, in electronics;
and Estado do Minas Gerais and Fiat, in the motor-vehicle industry.
In Venezuela: the Corporacidm Vénezolana de Guayana, Reynolds
International,. Unlted States, Mitsubishi and Sumitomo, Japan,

for alumlnlum. In Ecuador: the State-owned CEPE and Texaco-Gulf,
United States, for the exp101tat10n of petroleum; and the
Corporacién Financiera-Comisidn de Valores and a Swiss group for
the watch-waking industry. In Trinidad and Tobago, the
Governuent, Kawasaki and Mitsui, Japanese, and Este N. Va hoogorem'
Butch, for steel-making.

35/ See Abdellatif Benachenhou, les flrmes etrangeres et le
transfert ‘des techniques vers 1'économie algérienne, ILO,
World Programme on Research on Employment, WP 10, Geneva,
July 1976.

/The other
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and sometimes to help to place the countries in a position.of
interdependence or dependence.32/. Frequently, then, the:transnational
corporation ensures_that government decisions are favourable.

However, .when dealing with a firm political decision or an irreversible
economic process the transnational companies have shown great
flexibility in preparing and executing suitable replies, from their
point of view, to the restrictions which may exist. Thus they replied
to the Latin American. substitution policy with a parallel process

of "export substitution' which consisted in setting up subsidiaries
in the countries of the region to supply the domestic market; in the
face of State ownership policies. on natural resources and public
services, they became specialized in external marketing, technical
assistance and the supply of equipment and spares; and in dealing

with centrally~planned economies, they carry on & wide rangé of
activities, even medium- and long-term ones, without affecting the

ownership of the companies.’3/

32/ See United Nationsh_bepartment of Economic and Social Affairs,
Multinational Corporations in World Develonment, New York,
1973, . . ‘

33/ ~Between 1960 and 1973, countries with centrally-planned
economies acquired about 1,700 patents in the mariiet economy
countries and, reciprocally, the latter purchased -about

- 500 patents from them. Again, more than 1,500 short- and
long~-term co-operation agreements have been signed, including
the purchase of 'key in hand" factories; what is more,
agreeuwents have been reached to carry out joint ventures-
in 'other countries. These joint ventures in western countries,
roughly 300 in number, primarily concern the distribution
and sale of Eastern European products, and generally these
are comwpanies in which the eastern countries have a majority
holding. {See J. Wilczynski, "Multinational Corporations
and East-West Economic¢ Corporation’, in Journal of World
Trade Law, Vol. 9, Ne 3, May-June 1975, pp. 266-286.),

/411 this
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All'this;seems to confirm the existence of a new negotiating

situation for the Latin American countries, primarily in respect

of the legal forms of ownership of the company.carrying out the

productive activity, the conditions of transfer of technology and

the concession of external markets by the transnational enterprises.

In the past, when the transnational enterprise appeared to

: be making a genuine input of capital in the country of origin, the

question of ownership did not arise; when the contribution is

primarily in the foru of technolegy and a financing programme, there

is a tendency for the government of the.countries receiving the

investument to attempt to shape_in‘;ﬁe‘ownerShip of the company to

be set up.3! Y/

in obtaining technology, be51deu direct investment.: there are

other forms which the developing countries. can negotiate. 1In

particular there is the ‘'product in hand" contract, which envisages

the transfer of'patents and initial management‘of new companies,

continuous advisory services anéd staff training, without actually

implying transfer of ownership.35/

24/

This is the case of the increasingly numerous joint ventures
entered into by the governments of Latin American countries with
multinational coupanies. The wmost recent include those of the -
Brazilian Government, through public or State companies such as
Siderbras, :and Kawagak1, Jepanese, for steel-making; Compania
Vale do Rio Doce and Alcan, United States, for bauxite;
Nucleobras and Urangesellschaft, Federal Republic of Germany,

for atomic energy; Petrobras and Goddyear Tire and Rubber in

chemlcals- Digibras and Ferranti, United Kingdom, in electronicsj-
and Estado do Minas Gerais and Fiat, in the motor-vehicle industry.
In Venezuela: the Corporacidn Venezolana de Guayana, Reynolds
International, United States, Mitsubishi and Sumitomo, Japan,

for aluminium. In Ecuador: the State-owned CEPE and Texaco-Gulf,

United States, for the exploitation of petroleum; and ‘the

Corporacidn Financiera-Comisién de Valores and a Swiss group for
the watch-uaking 1ndustry. In Trinidad and Tobago,, “the
Goverauent, Kawasaki and ﬁltsul, Japanese, and Este N.V. Hoogorem,
Dutch for steel- maklnga

See Abdellatif Benachenhou, Les firmes étrangeres et 1e
transfert des techniques vers 1'économie algerlenne, ILO,

World Programme on Research on Employment, WP 10, Geneva,
July 1976.

/The other
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The other basig.questioén which arose in:recent negotiations
was the exchange of markets: ine;, the government of the developing
countries dccepts the installation of the foreign company - and so
doing grants it some of the domestic market - on the condition that’
the compazy in turn undertakes to grant it part of the external market
to which it has access or which it controls either in the -country of -
origin-er in other countries. This involves the obligation to export
a certain amount of production, either as.final products or as parts.
In this way the -developing country exports value added and tends to.
counterbalance the usual negative effect of foreign investment on ‘its
balance ‘of payments.36/ . "

Finally, it should -be pointed out that these lines of action, .
which..consist in the, formulation of new -bases for negotiations between
the governments of the developing countries and. the transnational
corporations, would in fact be cowmplementary to the code. of conduct
of multinational corporations which: lS belng preparedn While the
standards of conduct of the .companies: w1ll be spelled out, in addition
governmencs will be given information so that they may enter. into new
negotiations. -Ia other words, .while the code will lay down what the.
companies shall'not”do,.ﬁhe suggested new_bgses.fo? negotiaticns will

provide gvidelines on .what governments could do.

oL

éé/ An example of these new forms of investments is the agreement
" between the Brazlllan State of Minais. Gerals and the Italian
company ‘Fiat, in which a joint venture was established and
"the ‘company undertook ‘to ‘take ‘515 million dollais worth (FOB)’
of motor-vehicle material by 1985. e

/3° EE;I_I :



- 191-1- -

3. Can Latin America do without international
' co-operation?

The status of semi-industrialized_countries attained by some
Latin America#_States and in the process of being attained by others,
which places them in a special position within the third world, does
not enable them to do without vigorous international co-operation.
These countries, even the most developed of the region, continue to
have important features in common with the rest of the developing
countries and they also have problems characteristic of the period
of transition through which they are passing. They are thus faced
with requirements which they are unable to meet adequately on their .
own, which makes it‘indiSPenSable.to_have regional and. international
co-operation. adapted to this stage of their development. to supplement
their own domestic efforts. The following are some of the most
important aspects.

(a) Uneven industrial development

Substitutive industrialization may have gone somewhat too far
in many traditional industries. Each country has tended to produce
everything, with no kind of specialization and with small production -
scales and insufficient competition. Such production is adapted
almost exclusively to smallfdomesticumarkets,‘with a large part of
the population excluded from them for lack of purchasing power.

The small size of plants compared with internationzl plants necessitates
a high level of protection.

Concurrently, the industries producing capital and intermediate
goods have lagged behind, with a considerable margin of import
substitution still to cover. The high externsl supply coefficients
-and the rapid growth of demand for these essential goods for the
development process constitute the main cause of these countries’
balance- ~of-payments difficulties. -

“Thus, for example, in 1975 1t is estimated that for all the LAFTA
countrles the 1mported supply coefficient of demand 1n the traditional
industries was 3 per cent, while in the metal manufactures and machinery

industry it was 27 per cent. In the latter group of sectors, the

/imported component



imported component of machinery other than electrical machinery
represented 51 per cent of demand. - Countries with lower coefficients
were Argentina (31 per cent), Brazil (37 per cent) and Mekxico
(74 per .cent). g o

In addition, the Latin American countries represent a large
market for imports of equipment and intermediate goods. basically
purchased from developed countries:; their: purchases of these goods
from each of the 'developed .areas are equal to or greater than those
of some of:the most important developed areas ‘of the world and,
of course, are mudh-ldarger than .those of 'any other developihg region. -

(b) Asymmetrical trade structures: - = -

Primary goods still predominate in the composition of exports
(accounting for about 85 per cent). This ‘composition is completely
different from that of imports, which con§ist esséntially of.
equipment, parts and componeénts, and intermediate manufactured goods
including chemicals. This asymmetry contrasts with the case ofa”
mature economy, which has similar export and. import structures ' '~
compatible with their inter-sectoral specialization.37/ -

Exports of manufactures are still'at-an incipient and -
undiversified stage. They répresent a small .proportion of production,
except in the case of a few isolated sectors.  Experience in v
penetrating the markets is fairly limited. Moreover, as these
exports increase in volume they begin to encounter considérable and
increasing barriers impeding access to the developed countries'

markets. .

37/ Unlted States _expprts 1nc1ude a larger proport;on of primary
products than those of the EEC countries. However, all these
countries export, togethe¥ 'with basic commodities, highly
diversified manufactured goods, in contrast with the greatly.
concentrated composition of Latin American exports. Japan is

& special casé since it scarcely éxports any basic commodities,
but. they constitute a high proportlon of its imports. GSee _
Gérard Fichet and Norberto Gonzdlez, "Production structure and
the dynamice of development”, CEPAL Reviéw, Santiago, second

. half of .1976. . ; o

/The as
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The as yet somewhat Yimited diversification of exports and 'the
pressing need for imports of more complex goods reflect the fact that
the Latin American countries still lack :the technical, economic and
financial conditions necessary to produce many goods on a competitive
footing. = | ‘

Even as regards primary goods, the Latin American countries
have lost ground in world trade. Latin America's share of world
exports of food dropped from 20.5 per cent in 1950'fo 13.4 fer cent -
in 1973 (see table 4). Its share of raw material exports declined
over the same period from 8.9 to 4.1 ‘per cent, while the proportions
for ferrous and non-ferrous minerals fell from 14.5 to 13.9 per.cent.

(¢c) Tconomic policy in a transition period

The considerable progress in economic policy referred to. above
is accompanied by problems peculiar to a period. ‘of transition, with
a high content of trial and error. The reductiaen and rationalization-
of protection is still, generally speaking, inadequate, although in
some cases it may have been too . rapid. The,intensive.proﬁection
prevailing in many sectors necessitate an equally intensive-
promotion of expdrts to offset it.

Iﬁ other cases, the région's interest 'in achieving greater
efficiency and competitiveness causes it to reduce the protection
too rapidly and drastically, which jeopdrdizes the industrial
development sttained.

Promotion (incertives) could be broken down conceptually into

two parts. First, the removal of obstacles to exports of manufactures

deriving from the country's own economic policy; for example, exemption

from internal taxes on exported goods and their inputs, and
elimination of import duties normally payable on the latter. This
forms part of 1nternat10na1 trade practlces accepted even by |
developed countr1es. _ ) _ ' o _
Secondly, ¢ ompensatlon for the hlgher costs of export activity
during an 1qltlal period, both because of lower production efficiency
and because éf.the additional costs incurred during the tfansitiqn

period in which external markets are being won and marketing machinery

/Table &
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eble 4
LATIN AERICAN SHIRE OF WORLD EXPORTS BY GROPS OF PROIUCTS

Food .
dgrioultural raw materials
Minerels

Furls

Normferrous ms"l:a.ls_

Iron and gteod:

. -Chemosl produsts
Machirery ahd vehlslas
Other manufastures

fotal ' T 7

World - " Latin imerlea ‘Latin American
(millioms of survent dolla.rs! L . . porcentaga share
1955 197k 1955 o 195 1974
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-16 920 205 860 15 S8 . 0l 0e9
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gy g0 | 83590 guo 4B G0 T 200 0 5.8
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Sources United Natioms Hendbook of Interhational Trade end Developmimt Statistios, 1976,

1
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is being established. Within reasonable margins of quantity and
time, this may be considered an acceptable practice for
. semi~industrialized economies, in the sané way as the acceptance
Lo also temporary and not excessive ~ .of protection for incipient
1ndustry, particularly: taklng into account .the need to overcome the
inertia of an industry originally established for a potentially
dynamic and certain domestic market. o

In the past 10 years' experience of Latin American count;ies
 which have made most progress in exports of manufactures, the export
incentives provided consisted mainly of the removal of obstacles
deriving from their own economic policy. In Brazil, the internal”
taxes and customs duties referred to in the first place above'reﬁresent
approximately two-thirds of the eiport incentives. The rest (one~
third in the case of Brazil) corsist of ‘compensation for an
1n01p1ent export activity. It should be noted that in Latin America
the latter compensatlon is generally lower than the tarlffs 1n force
for imported 1nputs for the goods exportedf agaln in. the case. of
Brazil the compensation represents about 40 per cent of the tariffs.
Of course, these are average situations since there is some
variation from country to country and between one sector and
another.

It must be added that in several Latin American countries the
exchange rates have frequently discouraged exports of manufactures
-~ in some cases they still do - and that this fact, which is not
considered in the preceding paragraphs, should be taken into account
in eveluating the promotion.

As noted earlier, protection in general is still high. If the
Latin American countries had a level of protection and competitiveness
in their manufacturing sector similar to that of the OECD countries,
the present size of their domestic markets would compel them to carry
on more intensive trade With countries outside the region, i.e., they
would have higher import coefficients in relation to demand than they
have at present. For example, in 1972 the size of Brazil's market for
transport’ equipment was close to that of Italy in 1969; but the

/coefficient of
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coefficient of its imported supply-in relation to_dgmand was 11 per
cent compared with 25 per cent for that European countrynéé/ In
1972’ the size of the market for chemical products in Argentina. and
Spain. was very similar, but the former's import coefficient was
9 per cent and the latter’'s 17 per éento. In Mexico, domestic demand
for machinery other than electrical machinery was similar to that of
the Netherlands in 1969, but while Mexico's import coefficient was
52 per cent, that of the Netherlands was 68 per cent. Much the same
situation is found in most sectors and countries. Import coefficients
are systematically lower for the Latin American-countries:tpan.for .
the OECD economies as a result of the higher level of protection
adopted because production costs are. generally even higher.

Within a medium-term perspective, it is. passible to envisage
the parallel reduction of protection and promotion so that within
a2 reasonable period a point w;ll be-reached where 1nua stry will be
competitive and the promotion measﬁres adopted wlll be sufficient
- without being excessive. . o

The situation is now shaping along those lines, although it is.
still somewhat shortndi-that,goal.,-In“oxdez,to_pnable progress to
continue in both exports and industrial development, these reductions
should be gradual .and should vary for the, indiyidual sectors and
countries according to the stage of development reached.

In fact, the situation described above represents an average;
the actual cases. vary significantly according. to the stage of

development of countries and sectors. The med1um and small countries

arne still at an incipient stage and need to adopt more vigorous
industrial development policies. In.the semi-industrialized countries,
too, in contrast with the traditional manufactures,..the seétors,produCing
equipment :and intermediate goods which are still at. a backward stage of
development should have. the special backing of economic .policy and

goveinment. action.

28/' See Gérard Fichet and Norberto Gonzélez, "Production structure
and the dynamics of development', CEPAL Review, Santiago, second
half of 1976. j - :

/(d) Insufficient




- 200 -

(d)- Insufficient absorption of labour .

Despite the increase in the product over the ' past 25 years
and the vigorous development of industry, which have had the effect
of incorporating considerable mahpower into productive activities,
in most countries of the region there is still a serious problem of
unempfoyment and unproductive utilization of manpower. -The consumer
pattern imitated from other countries favours a demand for goods
prédﬁced with a high content of imports, capital and Highly skilled
labour. In addition to a modification of this'&tructure of
consumption, a faster girowth 'of the sconomy, particuldarly of
manufacturing and agriéuiture,iis‘réquiréd-if the employitent ‘problem
is to be solved within a reasonable periéd. -This in turn ‘involves
requirements in térms of ddmestic poliey and adeguate international
co-opefationa“ ' AR A
(e) Extérnal instability and bottleneck. ‘The debt problem

The ‘external 1nstab111ty and bottleneck which traditionally ™

accompanied Latin America's development were overshadowed for sone
coﬁntries of the fregion by the improvement in the-purchasing péwer

of exports and extérnal financing as from the mid-19608, and later
by'ﬁhé:transiébfy rise in the prices of raw materials in 1973 and’' -
1974%. In recent years, however, the restraint on development imposed
by the external sector has once again become all too- evident.  The -
first ﬁéft of this report and the sﬁbSéquent”SeCtion'oh external
financing‘and the debt'zg/ analyse the balance~of-payments deficit
and its finaﬁcing; Summarized here are some main points underlying
the need for adequate international co=- operatlon ‘to accompany domestic
:'pollcy in order to solve the external bottlenecks - - ‘

. (1) The balance-of—paynents deficit on current account of the
‘non-01l exportlng countries 1ncreased considerably in absoclute terms -
and in proportlon to exportsn ‘This affects ‘many countries of -the
region, as may be seen in section 5 of this chapter. ‘The increase

in the import prices of capital and intermediate goods, the rise in

T

39/ Section 5 of this éhépter.

. /oil prices,
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oil prices, the world recession and the -increase .in service
rayments on foreign capital are not unrelated to this problem.

(ii) The external financing of these countries, which in the
mid-1960s was mainly from official sources, now comes predominantly
from private sources. Private banks provide a major part of this
financing. < The sale of bonds, on the other hand, is still a
relatively minor source.

- {iii) Parallel with the shift from public to private sources
of financing there has been an unfavourable change in maturity
periods and costs: -the former are becoming shorter and the latter
are inecreasing. Many of the Latin American countries tend to remain
excluded from concessionary resources.  Private sources are not
prepared to provide financing on the terms with regard to maturity
periods reguired by developing countries. Many Latin American
countries are finding difficulty in obtaining access to private
financing markets. ‘

(iv) The cumulative external debt is high and is growing in
both absolute and relative terms. For.the non-oil-exporting countries
the State-guaranteed debt (excluding the debt to the International
Monetary Fund and credit for under one year) amounted to ‘
40,000 million dellars (125 per cent of exports) in 1975.40/ Credit
from private banks not guaranteed by the State stood at 25,000 miliion
dollars in the same year. The two amounts continued to grow rapidly
in 1976.

' Baéic COmmedities '

About 85 per cent of Latln Amerlca 5 total exports is stlll
made up. of ba51c commodltles= .Thelr prlces have fluctuated greatlJ
in the past 25 years, and problems of access to markets have also

been a source of concern. This point has been the subaect of recent

40/ In 1965 the flgures were 8,700 and 2, 500 mllllon dollars,
respectively. : . , .

/analyses by
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énalyses by CEPAL, so that the present.study will deal briefly with
the most important recent trends and some salient aspects of the
integrated UNCTAD programme.4l/

{a) ' Recent developments and .trends = -

As usually happens. in international commodity mafkets, 1976 prices
followed very divergent. trends. If the index for all the most important
Latin American exports is taken as a reference, it will -be seen
that in the first: :two rquarters of 1976 it reached higher levels than
in the last two quarters offl9?5 and that -the persistence of this . -
trend in 1976 would bring.the average. for the‘yeaf to over that for .
1975, though probably without .regaining the 1974 levels. This, of
course, is.a simplification, since the owverall index reflects sharp .
"price increases for two or three commodities of varying importance .
for a certain number of countries, and -at the same time drops or
erratic fluctuations for other commodities also of varying importance .
for countries of the region. The best course, therefore, is to show .-
the price trends for some individual commodities,  since their ' ..
importance in .each country's exports will largely determine the . « .
total volume of export earnings. -: S T R

Perhaps the most. noteworthy 31tuat10n Ain 1976 as. regards prlce
levels is that of coffees : It should be recalled that -this was one .
of -the least .favoured commodities :during -the brief.1973-1974 commodity
boom: there were surpluses .of production over consumption énd.variougy-
problems had led to the suspension of the economic clauses of the -
international agreement on thls commod1ty.: In m1d 1975, however,
there were severe frosts in Brazll's coffeé grow1ng areas and the
considerable shortfall in that courntry's exportable production set
off the rises which’ by the end of 1976 had brought coffee prlées to

hlgher levels than in any preV1ousyear.

41/ See CEPAL, "lLa coyuntura internacional y el sector externo",
Cuadernos de la CEPAL, N2 7, 1975; CEPAL, "Temas del nuevo orden
economico internacional", Cuadernos de la CEPAL, N2 12, .1976;
CEPAL, ‘Los mercados internacionales.de productos.bisicos en -
1975 (E/CEPAL/L.13k/Rev.1l), 1976, mimeographed. - -

/A fairly
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A fairly critical supply situation is alsoc the main reason for
the inéreases;during the course of 1976 in cocoa prices, which by ., .
the end of -the.year had reached levels .comparable with the peak _
prices recorded in 1974. In the case of cocoa, as.in_thatuqf,cbfﬁeés
the favourgble state of the market has rendered unnecessary the ;
operation .of some. mechanisms provided for in the agreements in fdrce
on these commodities, purchases for the buffer stock (cocoa), or the
use of export quotas (coffee). In these circumstances, the_mqst
important functions of the agreements are to serve as‘éntities for
consultation between exporting and importing countries, and for
market analysis, and -as_mechanisms prepared to take measures to"'
mltlgate ‘the effects of sudden changes in price trends. P

The rest of the commodities in the food and beverages group
showed,; on the .whole, widely varying .trends. VWheat and maize suffered
prige drops in view of the huge stocks availablc‘fcr‘exgont,and,the
prospects of an excellent world harvest. This also improves the
position with regard to the world's cereal reserves, wqich in rgcent
years had declined -to. what were regarded as critiéal levels. ©Sugar,
frices, which reached exceptionaiiy high levels at the end of 1974,
declined steadily in 1975 and 19?61;50 that by:.the end of.the latter
year -they had fallen below the average for 1973.42/ Foreccasts of a
significant increase.in world production in 1976/1977 have been. the
main factor depressing .the market, which thus makes.it more:urggntly
necessary that the conference. to negotiate a new international sugar
agreement convened for early 1977 should be successful. . Banana
export prices in the first half of 1976 remained at levels comparable
with the average for 1975 (the peal level reached in the last few
years), although it should be noted.that.this is another .of the
commodities which failed to achieve significant increases during the

commodity. boom period. ILastly, attention is drawn to the fact that.

42/ Added to this situation is the fact that at the end of = . .
September 1976 the United States Government decreed an increase
in the customs tax on sugar imports from 0.625 to 1.875 US cents
per'pound, to come into force immediately.

/although in
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valthough in 1976 the severlty of the restrlctlons 1mposed on 1mports

of Latln Amer1can beef 1n the main developed countrles markets was o

partlally attenuated the restrictions are still hav1ng adverse e

effects on the level of prlces and the volume of exports ‘of thls

commodity. The consultatlons carrled out on thls questlon in GATT

had not yet by’ the end of 19?6 1ed to satzsfactory solutlons for all

the 1nterested partles. S
In the agrlcultural raw materlals group, the product of most

interest to Latln America is cotton, “the prlces of which showed a

rising trend in 19?6 that enabled them to regaln the levels reached

in 1974. As’ 1n the case of other oommodltles, thls rlse ‘was the

result of an appreclable fall 1n productlon and in the quantltles.

avallable for export, due in 1ts turn to the drop recorded 1n cotton

prices durlng ‘the phase of contractlon affectlng “the textlle 1ndustry.

_The otitcome of thls experlence, though not new,‘was that st the latest

session of the Internatlonal Adv1sory Counoll on Cotton the p0551b111ty

of an 1nternatlona1 agreement on thls commodlty was &1scussed in more

favourable terﬁs:h The " renewed aot1v1ty of the textlle 1ndustry (as

measures by an 1ncrease of over 30 per cent in the developed

countries’ consumptlon of V1rg1n wool 1n the flrst half of 1976

compared w1th the same- perlod in 1975) comhlned W1th the effects of

a drought in Australla (the main world prodhcer) contrlbuted “to H

the recovory recorded ifi woel prlces slnce ‘the early months of 19?6.

Towards the end of that year the marked seemed very firm ow1ng to the

prospects of a smaller world output and the reductlon in stocks in

b N ERAT

" the magor exportlng countrles-'
In the non-ferrous metals sector, the copper market has contlnued
to face dlfflcultles on account of excess supply. The sllght recovery
in prices at ‘the beglnnlng of 19?6 was of short duratlon the o
decl1n1ng prlce trend partly reflected the slowness of the 1ndustr1a1
countries’ economlc recovery and partly the lack of agreement among
the member countrles of the Intergovernmental Counc11 of Copper .
Exporting Countries” (CIPEC) to ¢ontinue. the cutbacks in productlon

after June 1976. On the other’ ‘Hand, two meetlngs ‘of consultation

/between copper
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between copper producing en& copﬁer oohsuming countries convened by
UNCTAD were held in 1976 with theuﬁufpose of exploring the
possibilities of an international agreewmént on this commédity. These
consultations concluded with a decision to request the Secretary-
General of UNCTAD to convene an 1ntergovernmental group of experts to
formulate the approprlate recommendatlons before arch 1977. Tin .
'prlces, although they also dropped in 19?5 managed to remain at less
depreSSed levels than copper pr1Ces, thanks to the part played by the
Jbuffer stock and the export restrlct1ons ‘imposed on the member countries
of the Internatlonal Tln Agreement 43/ July 1976 marked the entry into
force'sf a’'new InternationalTin Agrement, in which the United States -
have for the first time decided to’ partlolpate. .

Table 5 shows the evolutlon of prlce indexes (1970 = 100) for
a’ certaln number of lmportant commodltles among Latin America's exports°
In terms of dollars at cnrrent prices, some of these commodities have
reached price, levels close to those of the aforementioned boom period,‘
but they must be con51dered 1n real”’ terms, i.e., in terms of purchasing
‘powers -For thls purpose, the 1ndex of unit value of exports of
mEnufactures from developed countr1es is "normally used as being
representatlve of the FOB cost of 1mports of manufactures by the
“Latln American countrles (that 15,'exclualng freight, insurance &nd
other costs). If this index is used to deflate each'of the basio
dommcdity price indexés, the price index in real terms is obtained.
‘For the group of coémmodities included id ‘table 5 the price index in. .
real. terms for .the.first nine months. of 1976 would be equal to or
sllﬂhtly above the average for 19?5 or that for 19751 but below that
for 19?&. As, noted earller, however the overall 1ndex has no meanlng
for ‘any country if particular, 'so *that each commodlty.shou&dlbew

considered individually.

PR

L RGBS A e

43/ Accordlng to figures publlshed 1n the Monthlx Statlstlcal

‘quarter of 1975; they stood at 20,071 tons at the end of that
year:and fell again to 2,820 tons on 30 June 1976.

/Table 5
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Table 5

PRICE INDICES OF COMMODITY EXPORTS g{

(1370 = 100)
L 195 1976

1973 APk 195 e — .

' IIx iv 1 11 1II

Sugar b/ Bl  797.1° SMUZ  U53M 362,00 P61 B4 B.b
Sugar o/ 1205 - %546  278.3 0.3 1874 1928 1894 17,8
Bangnas 1109 12,3 W24 1P W10 1634 175.6. WM
Cosoe 189.8  Z7Ma5 . 201.9 16541 298,8 222, 291.0 3398
Coffes (Menizales): =~ 18,9 1379  144,8 1624 1615 187.8  Z77.l 1246
Coffee (Santos NO 4) 1225 1247, - 1427 1672 - - - Zk4e7

Boog ' 7331 10,0 - - - - - -
Maize TA6BH 22304 1854 1948 19146 19146 18949 1926
¥he et B24  30e2 | 548 B, Ble?- 5.3 266e2  H1.O
Linssed o1l H7.8 49748 32043 . 2130 : 2674 M2 MM 2865

Cotton df 195.1  247.6 9% 168643 2053 2677 = -
Cotton of S0 215,6  182,1 1934 195,31 2234 5.0 2853

Pighgead 250,9  200,0 17740 1287 1399 26le2. 78e2. =
Hool P21 2604 220,68 2105 23,0 2667 MBSl 30643
Soya. 19043 © 23148 1838 19540 © 185.8 158,13 1B0.6 2840
Aluminium 97.6 ° 14.6 WL IS 19349 17740 133.0° 1542
Copper 1548 WM5,5 . 8742 8743 826 88,0 17,8 109.3
Tin 1333 226,8 190,1 185.1 1733 181.3 206.2 22646
Iron ore 11646 - 20543 B1,0 0 24U 25Hed  HIM B2l 255.0x
Laad ks 198.2 1392 1720, 1132 191 15746 1642
no 29046 4.9  256,2 HBM  H06  HLB 2651 2554
A Total index . 16,6 55,7 2104 20057 190,8 2034 2224 2771

B, Index of u.-ﬁ.t valus of ekporta ' -
of manvfastures of deveioped - : A

sountries ;. (base 1570 = 100) 1320  162,0  182,0 178,0 176,0 17840 17940 181,0%
Cs Total index deflated by B 15748 11545 (112,808 14,3 1Me3  1B.M

121,5

Sources Export price indices caloulated - by CEP4L on the basis of data of the United Natlons

Monthly Bullstin of Slsa.tistius, the UNCTAD Monthly Commodity Price Bulletin and the Fi0

- Monthly Bullotin of Economles and Statisticse

The United Nations Morthly Bulletin of

Statistios was. used for the index: of the unit velue of experts of manufscturas of developed

countries,

3

b/ Fres market,
_j Unitad States,

=]

4/ PBrazilian, SEo Panlo type 5. =

]

8/ Mexioan S.M,

Based on world market prices,

/(b) Integrated
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(b) Integrated Programme for Commodities R
Resolution 93 (IV) adopted &t the fourth session of UNCTAD set

in motion the most serious international co-operation effort thus -

far attempted in connexion with world-commodity trade. ..The resolution
lists a;group~of:commoditieS'on which negotiating conferences would:
be convened with a view to implementing the measures laid dewn in the
resolution, which include the setting up of buffen stocks, and - v-:
another conference to be held not 1ater than March 1977 to negotiate
the establishment of a common fund to flnance these ‘stocks.

The 'first step towarde implementing ‘the Integrated Progranme
for Commoditiss was takeh“by'ihé'Tradé‘aﬁd'Development"Board'at its
sixteenth session when it adopted decision 140 (XVI): establishlng
the Ad hoc Intergovernmental Commlttee ‘of the Integrated Programme
for Commod1t1es, with the functious asslgned to it in UNCTAD’
resolution $3 (IV}-° “In the second half of 1976, preparatory meeting's“
were held on copper and’ Jute ‘and products thereof, and another on’ )
the common fund. The deve10p1ng céuntries as a whole approved the
establishmént of the common fund in the Manila Declaratlon of the
Group of 77 and in the aforemertioned resolution’ 93 (IV), dbut
undoubtedly there still remain ‘Substantive questlons or points which
can be settled only ‘ifi the final phase of the negotiations.- Although‘
this suggests that the negotlatzons may be long and’ dlfflcult, it~
seems important that they should be successfully concluded on- the.
date envisaged - March 1977 - sin¢é the establishment of the common
fund will be a truly catalyzing element which w111 fa0111tate the T
negotlatlons on - 1nd1v1dual commoditlesa" ' ' '

As alréady stated, the Latin American countiies, as members of
the Group of 77, have supported thé elements of theé Integrated =
Programme. The preparatory ‘meetings on commodities were initiated
with products of intérest to’latin American céuntries - copper and -
hard fibres (sisal and henequen) - and will continue in the coﬁrse
of 1977 with othier products of intérest to these countries Such as
vegetable oils and” fats, troplcal tlmber, bananas, cotton, iron ore,A

manganese ore, bauxite and meat. With regard to sugar, as indicated

/earlier, a
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earlier, a conference has been convened early in 1977 to negotiate

a new agreement. Coffee, cocoa and. tin are.governed by new agreements

which éntéred into force in 1976. Thus, the appropriate machinery

already exists for consultation and the adoption of decisions in

‘connexion with the market trends of each of these commodities, so

that any problems -that may arise can be discussed and solved by the- -

respective érganizations.’

5. LatiﬂjAmerica' flnanclng and external debt

The past. decade has witnessed very substant1a1 changes 1n the
external financing. of the non-oil-exporting countries of Latln
America., The changes have taken place both in the sources of f1nanc1ng
and in the. volume, terms and conditions 1nvolved,_ L

These countries' average balance- -of-payments def101t on current
account, was just over 1,?00 million dollars annually 1n‘thelper10d
1965-1970, or less than 15*pér‘qng of total exports of goods and
services; it rose to a little Qvér h,QOQ milli&ﬁ,dq;lars annually o
in the period 1971-1975, or:22‘§er cent ﬁf‘théir exports, and then.
junped to nearly 14,000 million ip 1974-1976, or 45 per cent of their
exports. In‘the-middlé Pf,ﬁhe-l9§05;lporfpwiﬁg was mainly from
bilateral and multilateral o;fiqial_séurgeép-.ln tbé mid-1970s the -
bulk of the borrowing was ff;ﬁ pri#até‘sburces,

(a) The magnitude of the problem

The figures for the current account def1c1t 1ndlcated above
only Part1Y,reflect the magnitude of thefextg;qal financing requ;rements.
Actually, if the countries'’ érowthrr@tea¢éfe not to be sacrificed,
their external financing needs. .should be deterb;ne@ by adding to
the current, account deficit the amounfs required to increase reserves
and the service payments on the prev1ously contracted debt. I¢ is
also necessary to subtract direct .investment and medlum— and long*term
capital 1nflowa.;i ‘ ‘ R

The | figures avallable do not permlt the preparatlon of complete
and reliable series. Wh;le pnﬁthp_one hqu the d;rect 1nvgstmegt

figures are notf, always accurate, on the other hand the errors and

Jomissions in
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omissions in the balance-of-payments estimates, also tend to blur
the picture.. However, the changes in the size .of the current account
deficit and the volume of debt servicing are already a.sound indicator.
of the increase in the external financing‘requirements,of.thg'nonf
oil-exporting Latin American countries. .. ‘ . .

The figures in table 6 show .the deficits to be heavily concentrated
in Argentina, Braz;lkand,Mex1coﬁF.Sughtqoncentratlon, however, is
less than that of the countries' gross domestic product, which shows
that external financing requirements are also a serious problem for
other countries of the .region in proportion of their economic size.
In 1974-1975 the sum of .the current account deficits and debt service .
payments of Argentina, Brazil and Mexico represented. just under
75 per cent of the total for all the countries of the regiom, while .

their gross domestic product was 76 per cent of the total.

- Table .6 -

LATIN AMERICA: BALANGE-OF-PAYMENTS DEFICITS a/ ON CURRENT
- ACCOUNT AND AMORTIZATION OF THE DEBTS OF NON-OIL-
EXPORTING COUNTRIES

- .1965-1970  1971-1973 . 1974%-1975b/ -

Argentina, Brazil and Mexico - 2119 - Sobk- - - 1N 213
Chile, Colombia, Peru and L e '
Uruguay =~ . . .. . 706 1595 - . 2 838_
Other countries Y Q01 . 2 043
Total - . .. . 3392. - 75k 19 094

Source: Prepared on the basis of official balance-of-payments data
of the countriés concerned. The figures repreésent arhnual
averages for the periods indicated. :

a/ Including official transfer payments.
b/ The 19?4 debt amortlzatlon figures were used for 1974 and 1975.

/The figures
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The figures for external indebtednese aleo reflect fﬁe
increasge in financing requirements. The available figurés show that
thig indebtedness rose from §,700 mllllon dollars in 1965 to
L2, 000 million in 1975. BE ' )

These figures represent only the State-guaranteed debt and
exclude both -IMF loans and credit extended for less than one year.
They also :exclude loans from private sources not guaranteed by the
State. Credit from private banks riot guaranteed by ‘the State had’
grown ‘from about 2,500 million dolla¥s in 1965 ‘to some 25,000 million
in 1975, and continued to grow rapidly in the first half of 19?6 to
over 30, 000 million dollars in June of that year. o Co

It should“be notfed "that the increase in Latin -America's external -
debt has ‘done little to improve the position with regard to thé region's
official international reserves. In fact, thé reserves of the non- +°
- 0oil-exporting countries of Latin America, which represénted 25 per
cent of their total imports in 1965 and 45 per cent in 1973, stood
at only 26 pgp.cept_in;19?&-and 20 per cent in 1975. Clearly, the
countries' need: to -improve fheir_;ese;ng'pOSition brings additional
pressure to bear on their extéfnéi”fiﬁaﬂdiﬂg requirements.

_The. total increase jin the financing requirements of the non-
oil- export1ng countrles of Latin Amerlca took place at the same time
as a change in their compos1t10no As stated above, private bank -
credit has grown much more rapidly than credit from officiagl bllatenal
or multilateral sources. Latin America is now practlcally excluded
from official concessionary financing. e '

‘Thus, loans from‘private:banks whe ther or not guaranteed
accouhted for two-thirds" of the total in 1975, almost doubllng the
proportlon of Just over one thlrd which they represented 1n 1965.

Loans from official sources normally have a certain grace
reriod; they are generally medium- or long-term loans and their total .
cost. under the head of interest and other charges is usually lower
than that of credit from private sources. Therefore, the change in
the structure of the debt according to its sources means a negative

change as regards maturity periods and costs: loans for over seven

/years to
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Years to developing countries published in the Euro~currency market - -

représented 75 per cent of the total in the years 1973-1974%, while-

in 1975 and the first quarter of. 1976 ‘they accounted for . less. than

30 per cent. - Loans for more than 10 years, which in 1973 reached

27 per cent of the total, had disappeared 'altogether in 1975-1976.

The charge ‘over and above the basic reference rates,4d/ for its-

part, rose from'}.25 to 1.78 per cent between theé beginning of

1973 and the beginning of 1976. S
Creditor countries and interndtional agencies usually channel

their concessionary resourcés as regards maturity and cost . to the

relatively less developed or more -seriously affected countries, which

excludes the major part of Latin America.45/

(b) The 'significance of external indebtedness - - :

Any individual country requiring financing has three possible
lines of action’to follow: to adopt internal economic-policy measures
to Teduce its financing needs, i.e., adjustment measures; to seek .the
additional financing required, i.e., to'finance its .needs; or, of.
¢ourse, to combine the two possibilities.: -

Taking each country separately, the cheice between adjusting
and financing appéars to be a decision affecting only the country
concerned. ' To adjust means to reduce its growth rate,: or even its . .
levels of living if the financial gap is considerable. - To finance,
on the other hand, means postponing: the internal sacrifice and
spreading it over a longer period.: - ‘

When thé problem .of a financingfgap_arises for a group of ..
countries it must not be forgotten that the decision adopted will

have world-wide repercuseions. - Therefore, since the world's economic

- London inter-bank-offer ratef(LIBO) ‘and prime rate in Ne& Yéfk.

..The definitions used to classify. the developing countrles vary
among both donor countries and international agencies. ‘
Nevertheless, they all exclude the great majority of the Latin

- American countries from the categories to whlch conce551onary
resources are channelled.

i

/growth is
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growth is somewhat weak, the decisioh by .a group of conntries to
adjust rather than finance means that it will be. still further weakened.
The reason is that the countries adepting internal adjustment-
programmes will necessarily reduce their demand . for products: from -
other countries and increase their supply directed to them: On the
other hand, if in these circumstances it is decided instead to finance"
the external gap, the demand‘from‘the'countries.cbncerned will not.
decline and will thus help to bolster the economies of other countries.
- The-circumstances predominating in the:world economy in-the
past two'yeers made it advisable for the lLatin American countries
to devise a set:-of policies in which financing would predominate over
adjustment, thus contributing to a better balance in the world economy.
This is all the more so since the main causes of the sharp increase .-
recorded byrell the indexes of financing requirements in the'last
three years are beyond the control of the céountries themselves. These .
causes are the increase in import prices of capital and intermediate
goods, the sharp rise iﬁ 0il prices.and the fall in the terms. of trade:
aggravated by the world recession.’

This does not mean that the countries' domestic policies do not
play an important part in determining their external financing needs.
Such policies help to mobilize domestic: saving and to ensure its.:-
most. efficient use. The emphasis which should:be placed on. these
policies,; however, should varyfaccording-tb the factors underlying.
the need for finencing and the international implications”of alternative
policies.  Co-ordination’ of economic policies at an international
level is playing an increasingly important role.’

(e¢) Solvency and indebtedness &riteria

The current account deficit of the non-oii—exporting countries
of Latin Amevica has 1ncreased considerably in relation-to their-
exportsa The same may be sald of the relatlon between debt serv101ng
and exports, whereas OfflCIal 1nternat10nal reserves have decllned in
relation to imports. . The average naturlty period of -the debt has
shortened and its cost hWas risen in relatlon to market costs reflected

in what are usually considered as reference rates°

/However, the
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However, the criteria used to determine the solvency of a
country, which may be useful when the country is considered separately,
are useless in assessing a more generalized situation. The reason is
that, considering the probIém as a whole, in circumstances such as
those prevailing recently it benefits the world economy if specific
groups of deficit countries decide to place the emphasis on financing
rather than on adjustment. -

A' - of course, if public énd'private institutions in the financial
céntfes'and'multilaterallfinancihg agehcies were to allow their =
decisions to be influenced too much by the performance of the
traditional indexes, some awkward situations might arise. They should
take into consideration, howevér, that all these indexes are static
indexes which take no account of the future. The continued growth
of exports would make it fairly easy to maintain a higher'leveliof
1ndebteuness, in the same way as an 1mprovement in the terms of
trade. These two factors tend to link the future solvency of the
debtor countrles not only w1th the aforementioned static 1nd1cators,’
but also w1th a5pects such as access to the’ blg external markets for
the sale of the export commodltles, and measures de51gned to prevent
any drop and even to improve thelr terms of trade. This clearly shows
the close relatlonshlp that exists between solvencf, trade’and
flnan01ng°7 Slm1lar1y, the structure of the future debt is linked
with the p0551b111ty that the debtor countries will have increased
access to medium- and 1ong—term capital markets; which shows the’
direct relatlonshlp between solvency and access to external capltal
markets. ' ’ '

Accesslfo'markets for the sale of products and in order to
obtain céﬁifél depends not only on the policiés'adbpted by the counttry
seeking such access, but also on those of the countries whose markets
are being sought ‘and on the international or reglonal machlnery ’
facilitating such access. In the flnan01a1 fleld, any scheme of
multilateral co-operation that will improve the solvency of debtor
countries c¢an help'fo‘bfiﬂg'about the desired effect. There are
two noteworthy proposals in this field: the establishment of a
financial safety net and the setting up of a refinancing service.

/A financial
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A financial safety net would provide a second:line_of-financial
defence tq assist countries in:qhortfterm diffiqglties.  A refingncing
service, to which recourse could be had in special cases in order to
refinance payments on the external dgbt;_papticularly_from private
sources, could provide greater security to lending countries.and
institutions and.thus facilitate the -transfer of resources.

(a) leferentlated categories w1th1n Latin America

In. the. f1nanc1a1 field, :as in others, the characterlstlcs of the
Latln American countries are not identical. . The degree of diversification.
of exports in the direction pfuthe-manufacturinghsector-diffeﬁs,A_
considerably between one country and ancther.. There is also a
marked difference.in the degree to whlch other countries have cont:nued
to be essentially exporters of rav matgrlalsau‘ihgy have strengthened.
their financial links with. external markets,.bﬁt;the«categorie§ are
not clearly demarcated. .. ..

From a viewpoint that will take the f1nanc1al aspects partlcularly
into account - and‘also,}gf.gourse,nthe_gxternal sector as a whole -
a classification in three groups would,perhapérbést:rgflect»the Tatin . .
American. position. The fi;st.group would, .of course, include
Argent;na,_ﬁrazil and Mexico,:notable for,their_industriél_expanSion- ,
A second group would include.those.medium-sized:countrias which have .
initiated a vigorous process of.expansion and diversification of
their exports. The rest .of the non-01l-export1ng countrles of Latln
America, although with spme,dlffergnggs’between themn, mgkg_up:the‘_
third  group, 'Venezuelawépuld also be. included in.the first.group .
because of its considerable resources obtained from oil and its access, .
to capital markets. -Market‘accesgris;a_feature;cbmmonjto_the
countries of the first group, which have not, only obtained substantial.
loans from private intgrnational,bangs, but have. also sold mediumj
or long~term bonds on the world markets. The countries in the second
group have had a degree of access, to bank c:edit.but_hgve:not,so;g;;-
bonds on external markets in the recent past.. Qhe;coﬁnpries in thg.

third group have very undiversified economies, their export earnings .

/depend, on
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depend on one or two commodities and, except in a few cases, have
only very recently had access to‘external bank financing. As a rule,
their indebtedness coefficients are the 1owest of a2l1l1 the non-o0il-
exporting countries of latin America.

The last group of=countries equifeéisystemafic access to
concessionary resources. The second group feQuires'some degree of
occasional access when external 01rcumstances are adverse to them.
Only the countries of the flrst group can accept for a long perlod
the treatment in connexion with access ‘to official financing that
is currently given to the major part of Latin America. .

For the two groups of countrles whlch have had no access to
private medlum— and long term capltal markets 1t is partlcularly
important to have the means to fa0111tate such access. These means
must be developed and put into practlce before thelr access to
official sources of long-term flgancinu is restr cted. This would
make the tran31t10n to prlvate sources somewhat ea51er. “

(e) Consultatlon and negotlatzon machlnenx

The shift in sources of flnan01ng has been 80 rapld that 1t
has left the exlstlng 1nternatlonal negotlatlon and consultatlon
machlnery beh1nd in some 1mportant respectsu W1th the swift’ rlse in
bank flnanc1ng, the relatlve lmportance of the Internat;onal Monetary
Fund has dlm:l.n:.shed° At the same time, w1th the 1ncrease in bank ' "
loans, the main foreign banks have begun to take 1ncre351ng1y into
account not only the solvency of the 1ndlv1dual debtor but also that
of his country of re51dence, thus taking morée and more interest in the
general economic oituation of the countries and their economic polioieo.
So long as a group of countrles continues to show large payments
surpluses, the 1nternat10nal bank1ng system will play an 1ncrea51ngly
role, fulfllllng the 1mportant function of recirculating the
resources involved. These new circumstances ‘have not been fully
reflecteq”in the international financial'organization; and'it'is
therefore.neceseary to start devising the scheme of a new global

3 <. . . N . -

financial policy.

/II. TRADE
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I1. TRADE RELATIONS WITH THE UNITED STATES

1. General COnsiderations1

Attentlon is drawn to some of the ma1n trends 1n Latln Amer1ca B

trade relatlons Wlth the Un1ted States in the 1ast few decades- This ‘

chapter deals w1th questlons related to the Latln Amerlcan countries ' -

as & whole, wlth no attempt to cover detalls that may be dlstlngulshed

in relation to each 1nd1v1dual country. ) -
The empha51s on the free play of market forces whlch predom1nated

on the United States' s1de in the 19505 gave place in the 1960s to

its recognltlon that the market should in SpélelC cases be :

supplemented by some regulat;on by the State. Some slgnlflcant facts

are evidence of this attztude the establlshment of the Alllance for

Progress whlch constltuted a systematlc overall programme of .

government actlon for ‘the development of the Latln Amerlcan countrles,'

and the backing 1t brought for natlcnal development plannlng and ‘the :

adoption of overall and sectoral objectlves, the emphasis on publlc

capital flows in relatlon to prlvate flows and the establlshment and

v1gorous promotlon of off1C1al development a1d the support glven by

the Unlted States to the First Unlted Natlons Development Decade.‘dii‘:

and the settlng up of UNCTADa_ The early 19705 w1tnessed a return\ "fd :

to the lalssez-falre phllosophy of the 19505, with the accent on the o

removal of obstacles to the flow of goods,'1nvestment and technology. _
Any change in the Unlted States' attltude in the near future w1ll be o
of greet 1mportance for 1nternat1ona1 co-operatlon in the flelds of
trade and flnanC1ng, because of that country s 1nf1uence at :
1nternatlonal meetmngs and because 1ts pOSlthn may affect that of 1
other developed countrles, partlcularly as some have undergone .
significant changes 1n recent years. _ o
There nay also be an 1mportant<change of empha51s in flnanclal
and trade co-Operatlono In the early post war years, one of the '
main objectives of the developed market-economy countrles was the
reconstruction of the devastated economies of Europe and Japan.

Considerable financial flows were channelled to those countries,

/among other
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among other ways through the Marshall Plan. - During the 1950s, while
the developed countries were continuing to absorb large capital flows,
the bases for a wider financial co-operation with: the developing.
world were established, with the International Bank for Reconstruction
and Development playing an increasingly-imporﬁant.role.. it was not
until the 1960s, however, that international financial co-operation
with the developing countries reached significant proportions. The
Inter-American Development Bank initiated its. activities during that
period. Thus, Latin America began to receive considerable flows of .
public financing.. The emphasis in internaticmal-co-operation was
mainly on financing and not .so much on trade. R .

In the last few years, official development aid has; relatively:.
speaking, shown some signs of weakening. World concessionary aid:.is
being concentrated on countries with per capita incomes below certain
limits. .Most of the Latin American countries have per capita incomes.
above those levels and therefore tend to be excluded. At the same
time, trade problems such as. those connected. with access to markets
for basic commodities and the exports of manufactures stage are.
taking on more importance for the region. L

. In the next few years the possibilities of trade co-operation
should imcrease. A particnlarly important point is better access to
markets for manufactures and basic éommoditiesa This does not mean
that financial co-operation would no longer be important, .even though
its share might diminish;:. access to private financing markets will . -
continue to be a basic element and promotion of access to bond
markets is particularly worthy of attention. Official.financial
assistance, in certain cases including concessionary aid, will contlnue
to be indispensable for the medium and small countries.. ‘L .

The degree of multilateralism is another impeortant aspect of
the relafions between the United States and Latin America. The
bilateral approach, which was most in force .during part of the 1950s
and which found expression, inter alia, in the many bilateral
treaties concluded by Latin American countries between  themselves

and with countries outside .the region, gradually.gave way.to-an

/increasing strengthening
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increasing strenghtening of multilateralism. The estaﬁlishment
or strengthening of international financial machinery and, as
regards trade, 6f institutions such as UNCTAD énd GATT are an
expréssion of this trend. o

The clear predominance of the multilateralist approach seems
to have persisted in the United Btates; which is“usually.eiplained'*'
by the fact that becausé of’its importance in the world context -
this country would find'it difficult to give particular attention -
to one developing -area At the'éxpehse of others. ' It is significant
that the United States''trade with devéloping countries followed a- '
tendency towards regional diversification, with &'deterivration of':
Latin Americals relative position. In 1955, ofie~third‘ef total °
United States imports came from Latin America’ and one-Seventh from '~
thé ‘rest of the developing countries (Asia, Africa and the Middls
Bast); -in 1975, less than one=fifth came firom ‘Latin America (19 pér .
cent) and nearly one-quarter (22 per cent) from other developing
regions. : For 'Latin América, multilateralism‘cdﬁtinuesfinﬂforceﬁf
but in some casés the delays in multilateral-solutions at 'the
regional level have led to a pragmatic attitude in favour of -
supplemétiting the more overall ‘délutions such -as ittegration agreements
with other specific séluticns between pairs or among groups of-
countries. ‘At the international level, the existence outside the
region of -arrangements betiweén groups of c¢countries which exclude - -
most of ‘Latin America, such #s those concluded by the EEC with ‘the
Lomé and Meditefranesn countries, shows the lack of symmetry and * -
the disadvantagéous poésition in’which most of -the Latin American = -
cotnt¥ies have remainéd. Thé answer does not seem to lie ‘in' '’
deliberately seeking piecemeal arrangements between Latin América
and the United States which would’ ¢onsolidate vertical relatiohs
and zones of influence, notwithstanding the fact that their -
geographical proximity may natufally induce close trade and financial
relations. - On thé other hand,; it is clearly a mattér of urgendy'to
define modes of co-operatién” betwéen the industrialized and devéloping
countries which would respond to fuiictional needs rather than to a

/geographical factor.
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geographical factor. It has already been explained that Latin
America is gradually acquiring the character1st1cs of a semi-
1ndustr1a11zed region, which 1nvolve SpeC1f1c requ;rements and
emphasis as regards co- operatlon in both the trade and the_
financial field. From this standpoint, su1tab1e p011c1es for e
case such as that of the Latin Anerican countrles should be deflneq
by .the developed countries as a whole. ‘The Unlted States' attitude
in this def1n1t1on w111 be declslve and will beneflt both the
countries. of Latln Amerlca ‘and those of other reglons attalnlng
similar stages of development wlth similar needs.' The structure
and general principles of 1nternatlonal relatlons should be of a
multllateral type, w1thout pregudlce to the conduct of bllateral
negotlatlons covering spec1f1c aspects, where approprlate, '

Another point worth noting is the change ‘that has taken placeh
in recent vears in favour of dlalogue rather than confrontatlon. The
first important sign of this change vias at the Seventh Spec1a1
Session of the United Nations. It was subsequently reflected at
other meetings, such as the UNCTAD ee551onsol The Unlted States'
attitude to negotiating has been posltlve and has. shown 1n1t1at1ve.‘
That of the developing countrles has been in favour of dlalogue,
realistic and responsible. The strengthenlng on both sides of the
currents in favour of understandlng and the lessen1ng of the .
p0551b111ty of a return to the oonfrontatlon that characterlzed
some. other periods basically depend on obta:u*ng concrete results ‘
that will Justify this effort.  that harpens 1n the 1mmed1ate future
in UNCTAD and at the Intcrnational Conference on Eoonomlc Co operatlon
will be decisive in thIe_reopect?

2. Difficulties of access for Latin ‘American exports:
urder the Trade Act of 1%74

Some of the major barriers to the access of Latin American exports
are contained in this Act. These are: (a) the clause on competitive need:
(b) the rules of origin; and (¢} country coverage in respect. of the
Generalized System of Preferences and the safeguards contained in 6ther
sections of th: Law. Problems also arise in connexion with the‘concept of
subsidies, andlcompenSatory rights which are similar to those arising for

other developed areas and were therefore dealt wiih in chapter I.
/Coiipetitive need
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Competitive need formula

Under the Unlted States Generallzed System of Preferencee,
whenever a developlng country s annual exports to the Unlted States
of an article eligible for preferentlal treatment exceed 25 mllllon
dollars l/ or 50 per cent of the Unlted States total 1mports of
that artlcle, such exports cease to receive preferent1a1 treatment.

Many Latin Amerlcan countrles rapldly reach these 11m1ts. The _
more restr1ct1Ve of the two hae hltherto been 50 per cent of 1mports;
The total quantlty of a great many products 1mported by the Unlted
States is very emall, partly because of the tarlffs 1n force° In h
many caees, therefore, the 50 per cent 11m1t 1s reached w1th annual
sales of less than 1 mllllon dollars. Thus, even small Latin )
Amerlcan countrles wlth a low per caplta 1ncome 11ke Ha1t1 and
Honduras have exceeded the 50 per cent 11m1t for certaln commodltles,
which have thus been excluded from preferent1a1 treatment. Even the:
figure of 25 mllllon dollars a year 1s 1ow if compared w1th Unlted
States domestlc demand for many products the 1evels which Lat1n '
Amerlcan countrles are attalnlng for exports of some products are
ea81ly above that flgure.‘ The clause accordlngly comes 1nto force T
as eoon as a country s exports of a spec1f1c commodlty begln to galnl
some momentum, and affects the export effort that 1s startlng to
bear frult, It-should be noted moreover, that the excluslon is
appllcable to the country 5 total exports of the commodlty concerned‘
to the Unlted States, not merely to the quant1t1es in excess of the"
above 11m1ts. A dec151on of the Pre31dent would ‘be necessary to
1nc1ude the commodlty agaln in the GSP.

The number of Latin American export products to Wthh the

formula was. applied in 1976 is glven below

1/ This figure is-adjusted annually as'the United States gross
product increases. o .

/Cases where
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 Cases where annual exports o PR Number of cases
represented (in dollars) ° (products)
Under 1 million o B 66
1 to 5 million S 23
5 to 25 million S 1
Over 25 million | ' 6

In the past year, 17 Latin Americen countries havé been affected
in at least one case where the formula was applied. Not only were
the larger countries (like Argentina, Brazil and Mexico) the object
of such restrictions, but also Haiti, Barbados, the Dominican
Republic, Honduras, Jamaica, Peru, Chile, etc. '

The tariff level for Latin Amcrican commedities subject to the
competitive need formula is higher Than the Uniled States average
customs tariffs. The average rate for imports liablzs to customs
duties in this country was 5.8 per cent in 1975,2/ while the
arithmetical average for the 106 prodﬁcts'sﬁbject to the clause for
Latin American countriss is 8.98 per cent. For about cns-third of
these products the taciffs ars over lb per cent, and in the case of

nine products they are over 20 per cent.

Rules of orisjn

-Under the United States GSP scheme, a product is eligible
for preferential treatment only if at least 35 per cent of its value
added originated in the exporting country; the percentage rises to
50 in the case of a product with value added in two or more countries

in the same integration area. The value added recognized by the Act

2/ Figures published by the United States International Trade
Commission in April 1976, in Value of US Imports for Consumption,
Duties Collected and Ratio of Duties to Values under Tariff Act
of 1950, 193%0-1975. . - ' '

/only includes
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only includes .direct. costs: tran5port,ldlstr1butlon, beneflts,
1nsurance and other indirect costs are excluded; thls makes the
clause even more restrictive. ' ' )

- The rules of origin should be formulated along more liberal
lines, not‘only applying eqﬁal percentages for a single country and
an integrétion area, but also recognizing as value?addéd'some of the

components of the indirect costs.3/

-t

Country cdverag_

Three Latin Americen countrles (Cuba, Ecuador and Venezuela)
are excluded from the scheme of preferences of the Unlted States. .
The Latin American countries have dlrected their efforts to the '

elimination. of these exceptlons, so far wlthout result.

3- Systematic approach tO'Specifiv cases of access

The p:oble"s and solutlo“s in cennsxion with access to markets
may be considered at two complementary levels. A general level,
which could consist, for exarple, in modifying some of the clauses
of the Unlted States Trade Act such ‘as those referréd 'té in ‘the-
precedlng sectlon, and a Spe01flc 1eve1 ‘by cases. The latter. will
be dealt with here. ‘ ‘ - : . i

In the pas<t, tnere have been isolated but highly significant
experiences where problems of access for some Latin- American products
to the United States market were consgidered. In certain cases, the
Government of that country adopted a pa551ve attltude, carefully o
exXamining the problems of Unlred States producers and electlng to
support them in order to av01d or ease 1mport controls that would -
be detrimental to LgtlgﬂAmerlpa.

3/ UNCTAD has tried to quantify the meaning of the reference in
the Trade Act to indirect costs. See Review of the schewmes
of generalized preferences of developed market-economy” .
- countries: Scheme of generalized preferences of. tHe‘UnitedH'
+ States of America. Study by the UNCTAD secretarlat
- (TD/B/C.5/38),” 6 November 1975, pp. 3= 0-,

/Generalization of
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Generalization of these cases would be most useful and positive.
Cases where it is feared that Latin American exports may have
seriously adverse effects on United States production would be
considered systematically and highly cbjectively. The analysis would
cover a review of the characteristics and problems of the United
States domestic market, the.possibility'of that country adopting
measures to prevent the potential distorting effects of a larger
volume of imports, and the importance of new exports of manufactures
for the balance of payments, employment and development in the
Latin American countries. Latin America's export volumes mzy have
widely varying significance for -the United States market, depending
on the product.

Four groups of cases may be distinguished here as examples of
thoée which may merit individual attention:

(a) Goods. excluded from the ¢3P schemz 2s import-sensitive’
articles. VUnder the Trade Act of 1974 uhteir exciusion is binding
for the President. Approximately 740 United States tariff items
fall into this category, including shoes, some textile and made-up
goods, some electronic goods and glass products. These iteéms are
of considerable present and potential importance for Latin Americas
of shoes alore Bra%il exvorted 134.4 willicn dollars' worth to thé
United States in 1975.4%/

(b) Goods excluded from the system of preferences by a decision
of the President, in the light of the results of public interviews
and the recommendations of the Internaticnsl Trade Cormission,
because of the possibility of such imports having adverse effects
on industry or employment in the United States; Théy inclﬁde'
leather articles (such as handbags and gloves), textiles (underclothing,
handmade carpets, bedspreads, table-cloths, etc.) and food (such as
chickens and other poultry, fish, some diary produ&ts, vegetables
and fruit). Many of these items are of considerable pfesént or

potential interest to Latin America.

& CIF values. Source: US Imports for Consumption and General
Imgortso Annual 1975. S

/{c) Goods
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(c) Goods included in the scheme of preferences to which the
competitive need clause is applicable. These .cases are referred to.
above. , . A _— ‘ A ,

(d) Goods temporarily subject tolnon—teriff barriers (quotae,
additional duties, tariff quotas or other restrictione). They
include cotton (with a quota applicable to 12 Latin American countrles),
certain diary products (subJect to import quotas), and tools of
-stainless steel and alloys (subject to quotas). Recently, the
International Trade Commission recommended the Presldent to establlsh
a system of tarifi guotas for honey to protect the Unlted States'
industry; 1mports of over 30 million pounds would have an addltlonal
tariff of 30 per cent ad valorem for one year, which would be'
gradually reduced to zero in flve,yenrs. Thls would affect Argentlna,

Brazil and Mexico.

" 4. ‘Multilateral internstinnal relations

As regards the most 1mrortant aspects of muitilateral
1nternat10nal relatlons in the trade and financial fields, the
p051tlon adopted by the new Government of the Unlted ‘States will
‘be of vital 1mportan*e for the achlevement of any agreenenta.' The_
main p01nte are being d1 ed by UNCTAD the Cenference on
International Economic Co operatzon, the. Internatlonal Monetary -
Fund, the Internatlonal Bank for Reconstructlon and Development,

. the Comnlttee on Development of theee last two 1nst1tut1ons, and
in the Multllateral Trade Negotlatlons of ‘GATT. * The broad toplcs
are: | S I |

(1) Ba51c commodltles (price stability, access to markets,
increase in the level of manufacture, greater partlclpatlon of
develop1ng countrles 1n d1str1but10n, 1ntegrated UNCTAD programme)

(11) Manufactures (access to markets) A '

(111) Transnat10na1 corporatlons (restrlctlve practlces and
rules of conduct) . '

(iv) Technology (promotion of the developing countries'capacity,

.regolation of'ite”transfer): -

/{v)- International
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(v) International financing (official development aid, access
to private capital markets, particularly on a long-~term basis
compensatory financing);

(vi) External debt {easing of the burden for developing
countries). -

A selection of these questions is dealt with elsewhere in this
report. . ‘ _
It is worthwhile referring here to the multilateral trade.
negotiations. It is of the utmost impoftance for Latin America thét
the United States sheculd adopt a favourable attitude to the
establishment of special rules for developing countries with respect
to exemption from compensatory duties -in certain cases in which
subsidies with the characteristics considered in chapter I of this
study are arplicable (the United States has already shown a more
favourabls attitude in this respeci); also au regards the easing
or lifting of trade barriers for items of interest fo Latin America,
where the United Siates position could also influence that of other
developed countries; in some respects there are some possibilities
of co-operation between Latin America and the United States with
regard to improving the difficult conditions of access to narkets
for exports from the hemisyhere. As regarids the UNCTAD negotiations,
the United States position regarding the common fund of the
integrated programme for basic commodities is important. It is also very
important to continue the efforts to establish rules of conduct for
transnational corporations.ard for the transfer of techinology between
developed and developing couniries. The United States is the country
with the largest number of transnational corporations and it is the

most important exporter of technology.

International resources bank

At the UNCTAD session held at Nairobi in May 1976, the
Government of the United States proposed the establishment of a bank
specializing in the area of natural resources. Those countries wishing

to receive foreign capital to foster their natural resocurces production

/may find
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may find it Yetter to receive the funds through a miultilateral
mechanism such as this then to obtain thenm exclusively through
transnational firms, which would avoid or mitigate the economic and
poliﬁical problems that tend to arise. In considering this proposal
it would seem advisable to take the following points into account:

(i) The manner in which a suitable balance may be achieved
between supply and demand for each product in the long term, so that
the prombtipn of production’ to which the bank would be contributing
" will not lead to depressed prices; '

' (ii) Whether in addition to production based on non-renewable
“patural resources (mining products) the Banlk would promote that of
renewable natural resources (agriculture) in developing countries;
the production which is shifting from developing to developed
‘countries is mainly that of renewable natural resources, while the
industrialized countries continue to make propor{icnally larger
purchases of mining products from th: develsping world;

(iii) How will the bank's decision-making powers be distributed?
If this is déne, in line with the usual formulas, according to the
amount of capital contributed, the developed countries would have
control and the producer countries would retain only a minority
ihfluehce;..

(iv) Whether the bank would promote public and private national
and multinational enterprises of developing countries, in comparison
with the production of transnational corporations of developed
countries; |

(v} Whether it might be possible to achieve a formula whereby
‘the bank would also contribute to'the'financing of buffer stocks,
‘and whether various mechanisms would Ee'uséchoncurrently td "ensure

the short-term stability of commodity prices. .

 /III. RELATIONS
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TII. RELATIONS WITH THE EUROPEAN ECONOMIC. COMMUNITY

1. Main ressons for mutual interest and Latln
Amarica's- grounds for concern '

(a) TReasons for mutual interest

-The market of the European Economic Community is at prgsent
'the most important for Latin America after that of the Uni ted
States. In addition, exports to the EEC increased more rapidlj
than those to the United States. Thus, the Community played the
most important role in balancing and diversifying Latin Américé's
trade relations. _ | ' o ‘.

For its part, Latin America is one of the most important
markets for the EEC among those of the diffsrenit developing regions,
as regards both volune and composition of its purbhases. As
regards chemical products and machinéry, including trangqut equipment,
Latin*Ameriéa's purchases from the'Comhunity in 1974 representéd
more than two-thirds those of the United States and almost tripled
those of Japan. ' o _

Purchases c¢f all categories of goods by Latin America ffom
the Community are considerably higher than those of the ACP countrles-;/
For the period 1973~1975 Community sales to 20 Latin American
countries - excluding those of the Caribbean - represented 7.2 per
cent of total exports, while those to the ACP countries amounted
to 5.6 per cent.

Latin America is also the most important developing region
from the point of view of the absorption of private investment and
the operations of transnational corporations, because of the growth
of its domestic market and the degree of industrislization achieved.

It is alsc one of the most important pbtential sources of strategic

1/ - 46 countries of Africa, the Caribbean, and the Pacific which
are signatories of the Lomé Convention.

/raw materials
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raw materials for Europe; for example, in the years 1971-1973
the region supplied approximately 22 per cent. of total EEC imports
of iron ore and concentrates, 15 per cent of non-ferrous minerals

and 17 per cent of refined copper.

(b) Latin America's prounds for concern

Noththstand;ng the number and nature of these relatlonshlps,

‘ there are serious reasons for concern by Latin American countrles.
partxcularly in view of forelgn trade flgures and the pollcy followed
in this respect. To mentlon a few, they are:

(1) The permanenu deterloratlon of Latln America's partlclpatlon‘
in the Communlty market d/ the 1mports of EEC countries from outside
fell between 1955 and 1974 from 68 to 55 per cent. In partlcular,
Latin Amerlca s share fell sharply from ? 4 to 3.1 per cent’ durlng
'that same pericd; relatively, this drop was subs tantlally hlgher
than that of Asia (Scuth and South east) aﬁ” that of Africa.

(ii) Latin Amprlua s growing trade def icit with the FEC: this
deflclt flrst appeared and ccntlnued to increase throughout the
19708, amountlng to 1,230 million ﬁollars in 19?4 (excludlng the
cost of services: freipght, 1nsurance, etc.), and reprecents 17 per
cent of its expor+s te the Euu. '

(111) The lack of dLVer51f1cat10n of Latln Amerlcan exports.
most of the exports to the EEC consmst in prlmary commod1t1es whlch
‘undergo very little proce551ng, and in many Latin American countrles

exports are restrlcted to a 11m1ted number of products°

2/  There is a relatlve reductlon whether oil is taken into account
or not. Latin America's relative position weakened vis-a-vis
the developed countries and the other developing countries in
respect of agricultural raw materials, fuels, non-ferrous
metals, and manufactures. In the case of foodstuffs its .
relative position improved compared with that of the other
developing regions-and weakened in terms of both 1ntra—commun1ty
trade and purchases from the United States.

/2. Specific
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2. Specific problems

(a) Commodities

Latin America's commodity exports to .the Community have not
recorded satisfactory increases, because of - among other reasons,
‘the increasing degree of self-sufficiency of the EEC in respect of
food products, the absence of growth in the demand for tropical
brodocts, and the long—tefm stability of prices.

- The increase in self~sufficiency is seen in products covered
by the common agricultural policy of the Community: wheat, maize,
‘beef, sugar, some vegetable oils, etc. Latin Americs's share of the
EEC market in these products has fallen considerably, except in the
case of vegetable oils. "Furthermore, the substantial increases in:
gales of animal feeds (soya beans, fishmeal, etc.,) helped to
increase the Community'é general supplies of meat end dairy products
to the detriment of Latin American exports of these goods.

Table 1 suns up the position as regards conditions of access
-of goods which represent 80 per cent of Latin America's commodity'
exports to the EEC. ' Three groups-of products must be distinguishedz

(i) Those in respect of which trade is covered by the common

agricultural policyy

(ii) Tropical products;

(iii) Metallic raw materials, textiles and others.
(i) Products affected by the common agricultunral policy

represent one-quarter of the exports of selected latin American
products to the EEC. They face a serious access problem because of
the common agricultural policy of the Community, which applies
variable but, in general, high duties to offset the difference
between the price of imported products (CIF plus the
flat customs duties) and the guaranteed domestic prlces fixed
each year.

The substantial protection pfovided through the common
agricultural policy was not accowpanied by measuras to promote a

parallel increase in effective demand both in the market of the EEC

/Table 1
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Table. 1
EEG' GONDITIONS OF ACCESS FOR CUWLOBITES

- TImport Shire Sha.rs
value CIF  of - of ACP

Genars lizaa -

Tariff preferonces

- 3 " goune  Most-fe -
Product 1971-1973 latin  ooun si-favoured | eyatem of . under th LOME
average Amerida tries netilon tariff i Convention
- : : prerereneas
_ _ . {r1l1tona (pereent- (per= ‘ (appiiceble tariff}
* : ‘of dollars) ages) ocontage) :
Beef - o T 1 681 2049 1e5 - 'c.huP‘_/ i.‘-/ : Favourable treatment
Co A ' . ce S . VA “*{rege 706/76)
 Wheat , : 1 113 2.1 . - C.A.P. v/ . :
Maize : : . 1 k63 1 - C.d.P, ¥ l(i‘avnur;.ble7gx)-aa:tment
) . : ) - reg. 706,
Lingeed and ps.lm 011 — - hos . 13,2 16.0 5 to 20% o/ . A  Exeompt
Sugar and honey | o 781 15.3 - 2345 Sugar: G.AqF. b/ ‘Exempt
. : : ; Henay: 277 ~ Honey: 26% . Exempt
Rains s mb . 0.8 o W g e
Peanuts R : 158 2.6  62.00 .0 oy Cdf- Exempt
Copra ' o 108 - 1,0 0 . b mdf Exempt
Wood | - S - 2950 2.2 T15.9 o -8 Exompt
“Peanut 011 I T 163 2% 1942 10 to 2070 o/ & v/ a/ - - Exempt .
Cosonut o1l ~ - | . 106 0.5 - 0,6 5 % if o - 4 e Exempt
Coffae . S 1 364 5847 ‘2548 7 to 194 b/ : .
C. o o _ o Bea:'s.: 5. U% b/ - ~ Exempt
Cocoa - 505 -~ 6.5 Tl.4 - Butien; .1.2% Butter: h%gfgf " Exempt
. o . oo , Hemaiodes: 15-16% Y . ‘
Tobagoo - -85l - 7 5.5 Prassaasd: 26% or - Only redused ) ,
o ' So.1v7% * marging (2-7%) . Exenpt
Uﬂprncaswd-lh-'jﬂ v/ - Co
: o . ‘ ) . Plum psnifie duty “ .
Raw skins and hide - T 631 549 83 O . Y/ &/ . Exempt
Wool . T 1238 Sl - 0.1 Carded and ﬁombed. % 84 : Exempt -
. . : : , S : . Repsindor: 0 . : - : i
,cotton : P - - I 15.7 = Canced zzd aombed: 1,56 - b/ 4/ . Exenpt
- - : . ; Ratainders 0 : . .
Stsal and ma.nilla. ha.mp o 145 1.8 - 8.7 o b/ caf Exempt -
.Iron ore : 1 426 22:% 1942 0 _ : ]g/ - af Exempt
Refined copper _ 2 600 1,7 . U32.2 .0 ‘ . : B/ _ Exempt
Lead and refined zine . ’ 493 28 34l b.5% plus specific duty b/ . 1 Exempt
_Refined tin T 209 2:1 77 (13,3 - 0 - : E/ : Exsmpt
. None-ferrous metallic minerals 1173 .9 © 73 0 b/ Exempt
Fish meal . , . z 291 PGel 0.9 2% b/

Exeupt

g/'Heasm‘ea ests.bli.éhed within the framework of the Common Agrisultural Policy.
b/ Hot ineluds in the GSP,

¢/ This conocession is gubject to a preastabliahed quota. Tariffs applliocable to various types of vogete,ble ollg other 'bhan olive and castor

01lz oils for industrial use whish are not for humsn oonsumptiow orude 5%, others B%, oils for other pwrposes: 10~20%4. In addition to

a oertaln surcharge in specific cases.
4/ ™e machinery for guaranteeing export earnings 1s applied (STABEX),.
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itself and in the developing countries which have potential demand
~ that is to say a high food deficit - but lack purchasing power.
Thus, the common agrlcultural pollcy is translated into increasing
self~suff1c1ency in 1ts own market and growing competition in the
international markets for third-world producers. These problems
affect several products which are of spec1a1 interest to Latin
America: wheat, maize, beef vegetable oils, and sugar. Latin
America's share of total EEC imports of these products fell from
20.6 per cent to 16.5 per cent between 1965 and 1973. An outstanding
example was that of beef, the imports of which were temporarily
suspended by the EEC,

(ii) Tropical products are affected by tariff and non-tariff

barriers; in some cases the high excise duties act as a serious

brake on demand. The ACP countries, signatories of the Lomé Convention,
enjoy exemption from customs duties 2nd gusranteed export earnings
under STABEX (Stabilization of Export Receipts Schome). Several

of these products are of vital 1mportance to small Latin American
countries whose exports make up a high percentage of such products.

As regards bananas the high tariff of 20 per éent may be held
responsible for the hizh consumer price which hampers the growth of
domastic demand. In respect of cocoa and cofee the tariffs and
excise duties are considerable. Germany and Italy apply an excise
duty on coffee of 90 per cent of the CIF value in addition to customs
tariffs. Over the last 10 years the wholesale price of roasted coffee
in Germany was four times the unit price of imports. In Italy it
was more than three times the unit price during the same period.3/

(iii) Metallic raw materials, textiles, and others account for

more than one-third of the commodities imported by the Community
from Latin America. Tariffs on almost all of these commodities are
either non-existent or low. The main problems arise in respect'of
the fluctuation in prices and the volume of imports. DMost of the

imports are without value added by industrial processes. Processed

3/  Pan American Coffee Bureau, Annual Coffee Statistics, 197H=

/products made
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prcducte'made'froﬁ these'raw'materials encounter serious problems
of access to the EEC markets (leather artlcles, footwear, textlles,
clcthlng, processed ‘wood products). '

As regards the mult11atera1 trade negptlatlons & dlstlnctlon

must be made between the p051t10n of products which face limited
competltlon in tke develoPed countrles and those whlch force intense
compet1t10n= _ ' ‘ - 7 - :

' The flrst epplles to trcplcal products, for which Latin American
countrles should seek concessions within the GATT framework prov1ded
that they are contractual ones. 8o far, the offers made have not
been acceptable to the countrlee of Latin Ameriea.

In fact no proposals were made in’ respect of bananas; as
regerds.eoffe an offer was made fo reduce the tariff from 7 to 5 per
‘cent (for'ncn-processed nor decaffeinated coffee), a matter which
is subject to the sati;factcry operation df'theifnternaticnalrCcffeej
Agreement; it must be remembered that in this case a very serious
obstacle is that of evcise dutles. Furtherucre, no concessions were
made on non-tariff barrlers, and it would seem that most of the
offere made by the develcped countrles in respect of troplcal
products would not contain an undertaklng on ‘their corsclidation
in GAJT and, therefnce. caqnot be considesed firm,

As regards thosa products in which competition . by the
.developed countrlee is 1ntense, the concessions under the Generalized
‘ System of Preferences are preferred for they are not binding on -
the country 5 maklng them and are for the exclusive benefit of
the developlng countrles, pTuwlded that the application of: the
Generallzed System of Prefercnces is not unduly réstricted. In jl
partlcular, ‘some commodltles of interest tc Latin America are 1nc1uded
in the Generallzed System of Preferences, but- are subject to
restrlctlcns. For example, in the case of cocoa butter there is a
tariff reductlon, ‘but it is eubgect to a quota- and in the case of

'tobaceo the preference margln is -very small.

/Exports of
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(b) Exports of manufactures

Latin America's exporta of manufactures to the EEC increased
during the period 1955-1973 at an annual rate of 17 per cent, about

half the rate of increase in exports of thege go ods to the United

- .States and to Latin Amerlca itself, However, in absolute terms,

the size of the EEC mquet for these goods is still less than half
that of the United States‘market° Thus, EEC imports of manufactures
from Latin America amount to just about 0.5 per cent of the total
value of imports ofﬂthese-products; this means that there is ample
scope. for increasing and.diversifying Latin American exports of .
manufactures to the Community. In particular, the composition of
exports of manufactures to the EEC is noted for the relatively small
share of the engineering and metal ?roducts industry, as distinct
from sales to the United States and Latin America itself where the
share of goods‘frbm these sectors; winich involve a higher degree

of processing, is greatér. In contrast, in the coce of foodstuffs
their share in exports to the EEC is much higher than in’exports
from Latin America to the United States.

Latin American sales haﬁe been limited so far by unfavourable
conditions of access to the EEC market, because of both the trade
praciices of fransnatﬁnnal corporations, and difficulties of taking
full advantage of the benefits 6f the Generalized System of Preferences.
The problems of access affect three groups of products:

(i) processed agricultural produéts;

(ii) textiles, leather and leath;r‘prodvcts;

(iii) the products of the growth industries, particularly the
. engineering and metalaproducts industry.

(i) Processed agrlculturalAE;oducts. This group is the most

.important of non-traditional Latin American exports to the EEC and

it faces formidablelbarriers. First, there_is a high effective rate

of protection with a scaled tariff structure depending on the degree

of processing and second, non-tariff barriers have been erected,

such as quantitative restrictions and sanitary regulations. Furthermore,
the products included in the generalized system of preferences only

enjoy small margins.
/There are
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There are also important differences betveen the‘condipions of
access of the countries of the Lomé Convention and those of the other
.developing%countriES,‘including'ﬂatin'Amériéa.‘ Similarly, the ACP
countries have a more favourable régime‘fbr'broducfs covered by the
common agricultural policy. In this respect there-are some outstanding
examples. ' : '

As regards wmeat products, there are very severe restrictions
on fresh and chilled or frozen beef which are subject to the regulations
of the commonlagricultural policy. For prepared ‘and canhned beef‘products,
the applicable tariff is 26 per cent, whereas the ACP countries enjoy
tariff-free access. Products prepared from other meats, éugh as
chicken, mutton, pork,. etc., are subject to tariffs which vary
between:17 and 26 per cent; the GSP is applied to some products but
the margin is:very-small. ' ‘ EE

For fish, seafood and fish preparations tariffs are very high:
The types of fish of ivterest to Latin American countries beer the
following tariffs: tuna (22 per cent), sardines (23 per cent),
cod (15 per cent) etc. Seafood of interest to the region bear
tariffs which vary from 13 to 18 per cent. Figh products which are =
subject to a greater degree of processing bear*eveh higher?tariffs.
The generalized system of preferences is rarely applied and its '
gargins are small. '

In the case of fruit, preserves or any other preparations, ‘the
tariffs are high and, in this case too, the conditions applied"to. |
Latin America and to the ACP countries are substantially different.
Autumn and Qinter oranges pay 20 per cent, compared with a duty of
0.3 to 4 per-cent on those from ACP countries; there are_aléd gfeat
differences in regpect of lemons, mandarines and other citrus fruits,
melons, apples, and pears. It should=be noted that fruits'aféfnot.
included in the generalized system of preferences; and that fruit
manufactures bear even higher duties: jams, purés, and pastes bear

duties of between 17 to 30 per cent in addition to a moving sufchafge.

- - /Processed coffee - -
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Processed coffee and cocoa prbducts are included in the GSP
although subject to quotas, and in addition receive considerably
different treatment from those of the ACP countries which are
subject to no barriers whatever.

(ii) Textiles, leather and leather products. As regards these

products which are qf great importance to Latin America, most-
favoured-nation tariffs are rather high. In addition, some Latin
American countries are subject to quotas under bilateral agreements
entered into under the GATT International Agreement on Textiles.
Furthgrmore, although they are included in the GSP they are subject
to severe restrictions since they fall into the category of
sensitive and semi-seﬁsitive products. For example, the Generalized
System of Preferences does not apply to Brazil, Peru, Uruguay, Chile,
Ecuador and Venezuela, among others, for certain types of cotton
textiles and other fibres. Tariffs on textile products, particularly
those with greater value added, are high; for example in respect
of clothing for men and women it is 17 per cent, and as regards
household linen it varies between 17 and 19 per cent.

The case of leather is somewhat similar. Whereas tanned hides
Hear relatively low tariffs, articles which involve a higher degree
of procesging bear highasr d6uties. w |

{(iii) Products of %he growth industries, particularly engineerin
2 _E

and metal products. They have enjoyed increasing reciprocal trade

among developed countries. Tariff and non-tariff restrictions are
rather lower than in other cases, and the elimination ol duty has
been accelerated. Many of these goods also henefit from exemptions
under thé Generalized System of Preferences. However, in contrast
to the trends in sales to the United States, Latin American exports
to the EEC has not yet reached any significant level. In addition,
these exports cover a limited range of items, and are produced by

few Latin American countries.

/3. Relations
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3}e Relatlons between the EEC and selected areas.

The EEC establlshed and w1dened its relatlons w1th more than
80 countrles of the world. A brlef summary ‘helpts to show the
p0551ble 00nsequences for relatlons w1th Latln Amerlcaand to identify
useful aspecte for more effective co-operatlon. The countries can
be divided 1nto three maln groups, on the basis of the form their
irelatlonshlp takes. L
Importance 1s glven to such pollcles in order to underline
‘the de51rab111ty of defining a comprehen51ve policy for relations
~ between Latln Amerlca and the BEC in keeplng with the potentlel of
: both reglons. , ‘ o -
| (i) EFTA countrles (European Free Trade ASBOC1at10n)
(ii) Mediterranean countrles, '
(111) Member countries of the Lomé Convention (ACP)
The relaticns of the Communlty with each one of these three
groups are dlffernnt both in terms of establishked wachinery and-
the dlver51ty of the economlc and the trade structures in each case.

(i) EFTA countrles° This is a free trade area created through

a series of agreements. The most important implication for Latin
America involves the exports of manufactures. In Fuiﬁe of the GSP,
- Latin American ﬁnnufa .ures,_ace tarlff dlsad"antagee, since the
manufactures of all of the 1ndustr1a1 countrles of Western Europe.
are exempt from dutles._ A further dlsadvantage suffered by Latin
-Amerlca is that 1ts industrial development is not so advanced as
that of those coun*rles.o: A

(11) Medlterranear countrles. The framework of the special -

relatlons which exist between those countries and the EEC is defined
'by the global Mediterranean pollcy, treatment in gpecific aspecte
varles from country to country.

In general, the main features of these relations is the
preferential trade system which operates through a variety of
mechanlsms, the settlng up of a customs union (Greece, Turkey, Malta
and Cyprus under article 238 of the Treaty of Rome); free trade

(provisional agreements under article 113 of the Treaty of Rome with

/a view
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a view to establishing a free trade area: Spain, Portugal and Israel);
a broad scheme of trade co-operatlon (Maghreb countries: Morocco,
Tunisia and Algerla, also under article 238 of the Treaty) or
Preferential Apreements (Egypt and Lebanon). In pr1nc1ple, the
aim of all these schemes is to llberallze the trade of industrial
products and establish a preferential system for agricultural
productsa The difference between the different schemes lies mainly
in the degree of rec1proc1ty and of liberalization. ‘
These mechanisms whlch reflect spe01al relations are contlnually
being strengthenud and the p0881b111ty of the admission of some of
these countries to the Community as new members has even been
considered. Negotiations for the admission of Greece began formally
in July 1976. | '
The Mediterranean countfies are at a ievel of intermeﬁiate
development, sonizwhat similar to that of tre countries of La#in
America, and, therefore, are strong competitors in the field of
manufactures in wiich the Latin American countries are competing
in the market of the developed counfries. In addition, the
Mediterranean countries export procéﬁsed ﬁgricultural products which
are also of great imﬁortance to LétinrAmerica. Thus, the strengthening
of thase relatiéns entails considerable cousmzquences for this region.

(1ii) ACP countries. Through the Lomé Convention, lhe Community

established a special system of relations with 46 developing
countries. Although this Convention was preceeded by those of
Yaoundé and Arusha it is not a mere extension of them, for it
established a system of gldbal‘co-operaticn, which broadened the
previously existing special rglations and set up more efficient

machinery for trade, financial, industrial and technical co-pperatiqn,ﬁ/

Ly The description and analysis of this Convention and of its
consequences for the countries of Latin America were presented
in a previous study by the CEPAL secretariat. See "Relaciones
comerciales, crisis monetaria e integracidn econdmica en
América Latina, CEPAL Cuadernps, 1975‘ from page 7 onwards,

/Furthermore,this
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“ Furthermore, this Convention constitutes a valuable precedent
for the establishment of new types of relations between developing
and developed countries. Among the machinery set up, the most = .
important are the guarantee- of éxport earnings from commodities
(STABEX); exemption without reciprocity from tariffs and other .
barriers for most-producte; and new provisions governing financial,
technical, and industrial co-operation° Furthermore, an Industrial
Co—operatidn'Committee and an Industrial Development Centre werp -
set up. All these mechanisms open possibilities for co-operation
between the EEC and the ACP countries at the level of enterprises
and finance institutions; for infrastructural development, research
and the transfer-of technology and its édaptationﬂto the ACP countries;
for special actions directed towards small and medium—sized
enterprises; fer bettep use of earnings from the. export of raw
materials the aims of which are similar to those of UNCTAD's integrated
programme, étc, : ‘ ‘ |

‘From another point of view, attention has been drawn to 1ts
limitations, since:.this pollcy is applied in a restrictive manner
between a group of developed countrles and a group of developing
- countries, which may prove unfavourable to trade with the other
develoning countries, owvong them many Latin American one=.5/ In
this respect, the measures which may well have the greatest
consequences for Latin American countries are the 1ncent1ve to the .
production of commod1t1es, the possible breaking up ofithe_market,,
-reserving a part of it for specific countries, and favourstle
access to the EEC market. The eprrt oi manufactures sectionlpf -
table 1 shows that the tre#tment received by Latin Aﬁerican qqunfries

is substantially unfavourable in comparison with that received by .
the countries of the Lomé Convention, in respect of a largé number

of products of great importance to Latin American countries.

H

See CEPEL "Trade relatlons,'monetary crisis and -economic
1ntegrat10n in Latin America", pp-cit.

/4. Perspectives
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k. Perspectives of economic relations between
Latin America and Europe

Among the main factors which will influence economic relations
between Latin America and-Europe,in-the future, there are, on one
hand, the problems of foreign trade and, on the other, those.of
specialization in production arising from the possible transfers

of industrial activity.

{(a) - Foreipgn trade

As a result of the‘recéntirecession and recovery,b/ the major
issues of economic poli¢y in the Buropean countries appear to be the
control of inflation and the improvement of the balance-of-payments
situation.7/ Both have a restrictive impact at present, the severity
of which depends on the intensity of the attempts te achieve other
objectives as well, (for example, employment, or real wages) and
the international conjunctuie (particularly, the prices of oil and
some raw materials). It is to be exnccted, therefore, that
there will be some restraint on the rate of growth of imports, with
its inherent impact on Latin American exports. But in addition to
the short-term factor, most of the medium-term projections forecast
a- slower growth rate in economic activity in Europe, which could
make the expansicn in import requirements proceed at a slower pace.
Thus for example, for the period 1975-1980, an OECD report forecasts
mederate growth, and advocates an extremely prudent and sound

economic policy, designed to counteract disequilibrium of any kind

é/ .See United Nations, Economic Commission for Europe, Economic
" Survey of Burope in 1975, New York, 1976.

74 The trade deficit for the industrialized countries of the
area amounted to 5,400 million dollars in the first half
of 1975, te 6,400 million in the second half, and to .
12,000 million in the first half of 1976 (these figures
refer to Austria, Belgium, Denmark, Finland, France, the
-Federal Republic of Germany, Ireland, Italy, Luxemburg,
Norway, the Netherlands, the United Kingdom, Sweden and
Switzerland). See Economic Commission for Europe, Economic
Bulletin -for Europe, vol. 26, page 16.

/which may
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which may have inflationary consequences.8/ Furthermore, long-term
projections for tﬁé:European’économy show a relative increase in
‘;'the service sector; ﬁhére the impoft“cohtent is considerably lower
 :than that of 1ndustry 9/ For these reasons if the full welght of
Latin Amer1ca s barga:nlng power - which can affect European exports -
is not brought to bea;, thé trend could lead to a slower rate in

the ‘relative growth of Latln Amerlcan exports.

(b) Investment and specialization in productlon

The possihility exists in the medium. and long term, as a
“oesolt of an izdustrial spe0¢a112atlon pol1cy, of transferring
“. to lesser developed areas some activities which'are'at'présent'
.belng located in Europe. Iﬁ'thé theoretical disoossions*opposed
p051tlons were taken. oﬁ oné hand, gome analyses link the drop in.
" the earnlng rates in’ Europe ‘to ‘the need for tak'ng advantage of
‘the 1neqaa1¢ty in the costs of prod: wetion bghWPeq regions (which
; mainly reflects lower labour costs): hnd conclude that many
mult1nat10nal co:poratlons, installed in an unified 1nternatlonal
';area would carry out certaln phases ‘of their productlon in
;:developlng countries, whereas they would concentrate the’ managément
Y the prOCﬂss”sniltho gers‘ation of t techhology ir developed
'coun»rles.;m/ Houever, on the other hand, it was argued that’ 1t was
Ta tlme-consumlng process and that basically it could be an

‘1ndustr1a112at10n gadget, necessarlly short 11Ve=11/

'§/ 'l'See Ofgsnizatioh‘for'Fronomic Co~operation and Dzvelepment,
"Un scénaris de croisssnce a 1lfhorizor 198CY", in Perspectives
Economiques de 1'OCDE, N¢ 19, July 19/6, P. 129 to 170.-

United Nations, Secretariat of the Economic Commission for
Burope. Overall economic perspective for the ECE region up -
to 1990, Perspective outline- (drafts; June and November 1976).

rSee Charlea-Albert Michalet),Le capitsalisme mondial, Presses
. Universitaires de France, Parls, 1976 and the blbllography
~mentioned in this work.’

' See Mlnlstry of Industry and: Researoh, Etudes de politique
industriglle, Perspoctlves de' la localisation -internationale
des activitées industrielles, 'statement by the Minister of
Industry and Research Mr. Mechet d'Ornano, :pp. 64 and 65.

/From the
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From the Latin American point of view, it is of some importance
to be able to formulate hypotheses concerning the nature of the
European'industries'ﬁhich'could be transferred to these countries;

_____ and in particular, to determine which branches or prodﬁ¢ts would
be involved,iand what would be the dimension of that process.

Above all, it wouidﬂbe necessary.to distinguish - as is
done.-in chapter I « between foreign investments made in Latin
America with the prime aim of taking advantage of lower labour
costs through sub-contracting and those which aim at supplying the
domestic market. ,

Ag regards the first, the most, outstanding case is that of .
the Mexican "maguila" gubcontracting-industry, which involves
United States investment; furthermore, there is no substantial
European investment in the region for that pﬁrpose, This type of
investment invelves activities in which the capital and research
ratio is low and the absorption of reiatively low-cost labour
high.

The second concerns investment in the manufacturing industry
which supplies the protected domestic market of the Latin American
countries. As regards such investments, it would be of interest
to determine first of 21l which indusirizl sectors wsuld be given
preference, with a view to establishing a few guidelines for future
action. In this case, the main Buropean investments in Latin
America were made in transport equipment, chemical products and
base metals. In contrast, investment is low in sectors such as
textiles, clothing,leather, wood, paper and printing.lZ/ In other
words, investments were directed preferably to branches of
industry which have in their countries of origin a relatively high
ratio of research and capital and, at the same time, high labour costs.
However, the flow to activities with a low ratio of research and

capital was small.

12 More than 60 per cent of France's investment in Argentina,
Brazil and Mexico is directed towards transport equipment and
chemical products. In the case of Germany the corresponding
investment in the same countries is 85 per cent. In contrast,
investment in textiles by both remains at almost zero level in
all three countries.

/As regards



As regards these industries, since Latin American countries
applied policies in the past which induced these enterprises to set
themselves up in Latin America to supply the local market insggad
of exporting from the country of-origin,.it;wonld‘be useful if they
would henceforth use their bargaining power to induce them to -
export as well.

S5e Consultatlons and negotiations between Latin America
- and the Community’

Since contact was established between the Community and Latin
America in 1358. attempts have been made on various occasions to’ -
set up = suitable machirery for dialogue and multilateral negotiations.
Latin America proposed through CECLA in 1970, the establishment of
a system of co-operation and consultation machinery, and the
organization of a meeting at ministerial level. It was agreed, in
fact, to hnld meétings at ambassador level. Seven such méetings: -
have been held.

It cznnot be denied that the results of thesc meetings failed
by far to satisfy the aspirations of the Latin American‘bouﬁtrieg;
above all the Ministerial Conference designed to set up a better’
organized system‘df'co-operaiion was not held. Similariv, the
EEC project for = generzlized system of preferences for 1976,
introduced only minor improvements, in'spitefdf the répeated
manifestations of the Latin American countries and the submission
of a list of products for inclusion; neither has any progress been
made in respect of the major issues of finaneial, industrial and
technological ¢o-operation. There has only bzen slight progress in
respect of trade falrs and exp051t10ns, trade m1551ons and trade
prOmotlon seminars. - : ‘ co I o

A very'eloquent‘éxambie of the limited interest in fact ‘shown
by the EEC, and of the cthequences of the lack of‘dialbgue at &
suitable political level, are the measures adopted by the EEC on :
meat, which were adopted. unllaterally and without consultatlon w1th
Z_Latln America.’ T ‘ )

- /However, they
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However, they have entered into agreements with Argentina,
Brazil, Uruguay and Mexico. The agreements with the first three
countries are limited practically to trade aspects, the agreement
with Mexico also includes other subjects of co-operatlon. But
they. ha all produced limited results.

Sueh scanty progress contrasts with the w1de range of
operational provisions bYeing 1mp1emented by the Communlty wlth
the three groups of countries mentioned previously. This p01nt is
even more noteworthy, since, as was mentioned earlier, Latin'America
is the developing area which absorbs the greatest share of direct
investment from countries of the Community,_ard the one that accounts
for the highest share of purchases of the_mere dynamic export of
the European countries. | '

The possibilities for future progress‘hiﬁge'td rery large
extent on Latin America's capa01ty to make effective use of its
bargaining power based on its purcliases from the EZX C For thls,'
it is necescary that the region negotlnte and ac+ in unity-- since
Aif each country is to act separately the 31gn1f1cance of these
purchases diminishes considerably = and show that it is prepared
to take specific action through.whlch the volume of its purchases
from the ccuntries of the ELC would'vary in functicn wiili those
which in turn the Comnmunity buys from Latin America. of course,

the same policy would be applied to other developed areas.

6. Co-operation between Latin America and the EEC

Although it is not the purpose here to outline tle elements
of such co~operation, mention may be made of some aspects which
ought to be borne in mind. -

The field of such co~operation should be wide, in response
to the fact that the common interests involved cover both trade
and direct investment, the transfer of other private financial
resources and technology. Slnce European investment in Latin
America is channelled into joint ventures with the countries to
supply the Latin American domestic market, the natural counterpart

cailed for is the opening up of European markets to the production

/of these
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of these very interprises. There are also thoée difficulties of
access in respect of products, which by limiting Latin.American
exports to the EEC (with the ensuing trade deficit), act as a .=
brake on the expansion of the purchases. whlch Latin America could
make in Europe in terms of equipment-and 1ntermedlate goods which -
are essential to its development. Furthermore, industrial an@
technological co-operation, apart from the participation of the
enterprises of the countries of the Community in the industrial‘”
- development of Latin America, may also take the form of incentives
nﬁto,medium-sizedrand small.enterprises by both parties; the transfer
and adaptation of techunology on conditions acceptable to both
Latin America and the countries of the Community. In the case of
the Lomé Convention, provision is made for the establishment of
an Industrial Co-operation Commitfee'which could also be considered
in the case of Latin America. A ‘
As repgards a suitable 3ur1d¢ca1 framework for co-operatlon,

it is.worth bearing in mind the precedecnt get in the case of Canada,
recourse having been had to artigle 235 of the Treaty of Rome
'which offers a greater margin of flexibility than article 113.
A broad‘treaty'contaihing provisions for c0ropera§ion, in accordance
with needs, drawn up alopg.thpsliqes suzgected by the didfferent .
types of treaties entered into by the Commuaity with the three groups
of countries mentioned previously, is worth looking into as a '
possible framework for the case.of Latin America. : ; ‘

- Machinery for dialogue and negotlatlons should bn establlshed
at suitable pol1tlca1 levels: 80 fa: such’ machlnery has been limited
and ‘inadequate compared with those established between Latin America’
and the United Stétés,‘and also between the EEC and other
developing or semi-industrialized countries of the world. -

Finally, it should be mentioned that in such co-operation

Latin America's unfavourable trends: in its relatioﬁs with the
Community which were pointed out above should be borné in mind: the
increasing trade defibit; the small share of Latin Américan exports
to the Communitj; lack of diversification of thoae'eprfts,“andithe
low:level of official financial assistance to Latin America' from the EEC.

© /IV. RELATIONS
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IV.  RELATIONS WITH JAPAN AND THE SOCIALIST COUNTRIES

1. Relations with Japan

- For the second-consecutive,yeér.mpatin;American exports to
Japan declined in 1976, according to the estimates based on the
figures for the-firstéhalf of the year. The 7 per cent drop was
smaller than in 1975 (when there was a drop of almost 12:pef cent
in comparison with 1974%) and in bo%h éases fﬁése drops were die
partly to the recession affecting thé Japanese economy and partly
to the fall in Latin American, export pfices_iﬁ those th years.
It should also be recalled that while the growth of Latin American
exports to Jdapan in the-three—yearKPeriod‘1§72-19?h reached relatively
high rates, this growth was,nottlimitgd tQ thg region alone since
Japanese purchases in other areas of the_devéiopéd and developing
world grew at much higher rates. Between-1971 ana 1975 Japanese
purchases {rom Scuth East Asian countries inéreased By 212 per centy
from the group of socialist countfies by 233 per cent; and from-the
Middle East by 450 per cent (unquestiohably'as a result of higher
' 0il prices). Purchases from Latin Ameriéa, on the other hand, only.
rose by 92 per. cent, less than the growth of Japanése rcchoses
from North America (UnitedAStates andeanada)'énd Western Zurope.l1/

Latin American imports from Japan followed é simi1ar trénd

falling by 6 and 10 per cent in 1975 and 19?6 reépectiVely, after
having increased significantly‘in“fhe three previoué yearsn' However,
while Japanese purchases from.Latin,Aﬁeriga in 1571-1975 grew by
only 92 per cent, as indicated above, Japéﬁese éalés to the region
in that period increased by 200 per cent, their highéét growth rate
after sales to the. countries of the Middle East and fhé‘sociaiist

area (primarily the People's Republic of China and the Soviet Union).

1/ Office of the Prime Minister, Monthly Statistics of Japan,.
No 183, .

/0On the
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On the whole, the growth of Japanese extefnai saleé in récént years

has been based primarily on the markets of the developlng countries;

- the following flgures 111ustrate the change whlch occurred between

1971 and 1975 in total Japanese exports (1n m11110ns of dollars).2/
Total = Developed %._ Developlng %k Socmallut % -
Exports Countries Countries ‘Countries.

1971 2k 019 13 027  Sh.2 9 834  40.9 1148 - b8

1995 55 753 . 23 43k 42)0 27 632  49.6 4 683 8.k

The problems facing Japénesé gXpdrte ih_fﬁé ﬁniféd States énd
the European markets, particularly thé European Ecohomic Commﬁnity,
may highten the trend towards more rapld growth of trade with the
developing world, espec1ally if the process of llberallzatlon of .
imports carried out at the beglnnlng of the 19?OsA15 renewed,‘hav;ﬁg
been interrupted partly by the recession and partly by the onset
of the GATT multilateral trade negot&atlons. The restrictionu'applied
by Jopan mainly affect imports of meat and procesqed food, some |
fisheries products, various fruits and products of hldes and sklns,'w
i.e., products which cone very largely from developlng countries.

For the Latin American countries a substantlal 1mprovement in the‘
Genere’lzed Syastem of Pveferences appllnd ty Japan weulad be very
important; its effects, hltherto have been very 1+m1ted because of the
low level of - ‘quetas for each product 1nc1uded in the system. Most

.of the developed countries have already made;knownlthé concessions v
they are prepared to make in favour of tropical products, and some

are beginning .to apply them in the ﬁrésen+ years Althoabh the majority

of these concessions are really of very llttle 51gn1f1canca, nelther

Japan nor Austria. nor. Canada have confxrmed them é/ '

The importance of the Latin Amerlcan countrles 1n the Japanese
- policy of foreign investment, loans and trade w1ll undoubtedly

increase in the near future. The agreements entered into with Brazil,

2/ . Monthly Statistics of Japan, opa-éit.
3/ =~ GATT, Press Release N2 1190, 30 December 1976.

/under which
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under which Japah will grant it loans for joint projects in the steel
“1ndustry and some agricultural preducts, such as soyes, and thef
agreements for the export of pulp and. paper, iron ore and pellets,
are good examples of the possibilities which exist of increasing
mutual trade. It must also be recognized that Japan is makiﬁg ap"
effort to gain a better knowledge of the Latin American:countries
and broaden its relations with them by setting up offices of.the-.
Japan External Trade Organization, which is responsible for proﬁotiné
export and import aétivities.. It .already hes_offieeefie a good '
number of Latin-American countries. In-NOVemher.19?6, it co-éﬁonsored
with CEPAL a seminar on aspects of Japanese experience in the promotion
of foreign trade, with the participation of representetives of eight

Latin American countries.

2a Relatiohs with the socialist countries

In everall terms these relatlons, ln the past sporadlc and
‘linited to a few countries, shov a tendency to berqme stronger and more
diversified and permanent. The two basic 1ssues are trade and
co-operation agreementeo_ - '

(a)  Erade

Trade is relatively_limited,‘buf it hasigrcwn ;épidly in recent
years.  Three groups of countries_ehould be distinguished: Argentina,

" Brazil and Peru, which account for.ﬁest pf the efade; the remaining
countries of Latin_Americg, excluﬂing'guba;-end, finally, Cuba.

" In the first group, expprte ha#e érown‘rapidlj,.ffom an annual
‘average of 238 million dollars in the period 1966-1970 to 974 million
in 1974 and 1,209 million in 1975, Imports were rather lower, standing
at 102 million, 270. million and 306 million dollars for the same years.

The volume.of trade in the second group is less important. It
exported an annual average of 50 m11110n dollars, worth of goods
between 1966 and 1970, 239 million in 1974 and 203 million in 1975.
Imports in those years stood at Lz mllllon, 1?3 mllllon and 139 million
dollars. '

/Despite the
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‘_ Despite the low percentage of exportS‘of'Latio Americankcountries
(exciuding Cuba) in total imports of the groupjof socialist coantries,
they are the main suppliers of wool, coffee, vegetable oils, cocoa
and tin. -Latin American imports from the socialist coontries mainly
consist of a great varlery of manufactures, 1nc1ud1ng electrlcal
generators, mining, petroleum, rallway and textlle equlpment, and
agricultural machinery. | i ' o

-The 1973 trade figures show that "foods and cereals accoupfeg‘
- for half.of LAFTA exports to the European members of CMEA"ooi of a
total of 880 million dollars; agricultural raw materlals and . text1le
fibres represented 20 per cent, and manufactured nroducts 18 per . -
cent. 85 per cent of the ;82‘m11110n'dollars' worth of exports of
the socialist countries consisted of  manufactures.. ‘
 Cuba has been a nember of CMEA since 1972 and ’has close relations
w1th the other member countrles, partlcular;y the Sov1et Union.
Average trade figures for ﬂ97ﬂ—19?3 show Cuban exports to the. other.
" CMEA countries at 650 million dollars and imports at 900 millicn.
There are about 35 agreements which establish and regulate the
trade between the Latin Amerlcan countrles ~ except Cuba - and theser
European countrlesu In almost all of them, the parties grant each
'other most favoured ﬁa ion status 1n the trade of goods, although
this does not extend to some speclal advantages granted to nelghbourlng
countrles or stemmlng from 1ntegrat10n processesa In addition,
reoently re- exportlng has been prohlblted except when the parties’
agree to it. Joint commissions are usually set up for the appllcatlon
of the conventions. | * ) _ o
An important chanée hasAoceosfed in payments. In the latest ,
agreements szgned by Argent1na, Braz1l Colombia and Mexico with
various socialist. countrles, 1t 1s establlshed that payments shall
he in freely convertible curren01es, w1thout pre judice to the forms-
of runniag down the previously existing trade balances, which the
Latin American countries appear to have been unable to use to the
full, Since 1972 the Council of the International Bank for Economic

Co-operation - a member of the Council for Mutual Economic Assistance =

/approved the



- 249 -

approved the terme for:adjustments in transferable roubles among
CMEA member countries and ndn-member countries, through their own
banks, inc¢luding the pOSSlblllty of u51ng convertible currencies to
repay loans. In turn, the Internatlonal Investment Bank, also a
member of CMEA, set up a spe01al fund 1n January 1974 to grant loans
in transferable roubles for economlc and technical a551stance to the
developing countrles (95 per cent 1n transferable roublee and 5 per
cent in convertible currency). |

(b)" Economic co- operatlon'agreements

In recent years tnere has been a shlft from strictly commerc1al
agreements to broader economic co-operatzon agreements, which do not
coricern trade alone but attempt to affect the factors which generate
trade flows. The Latin American countries whichrhave entered inte
this type of agreenent are Argentlna, Brazil, Colombla, El Salvador,
Mexico and Peru, while the socialist countraes are the German Democratlc
Republic, Bulgaria, Czhecoslovakia, Hungary, Poland, Rumania, the
Soviet Union and Yugoaiavia (not a member of‘CMEA).'The agreenents
which are in force do not follow'a eingleqnodel. Some are essentially
commercial and payments agreements- others also 5pe01fy other areas
for co-operation as well as the forms saﬂh co- operatlon will take,
in sonme cases. Most ef them are connected ulth the industrial sector,
but some are also llnked w1th sc1ent1f1c, technlcal and cultural
co-operatlon. As a general rule joint comm1551ons are established,
which are resPonsible for seeing‘to the implementation of the agreement
and opening up new possibilities for co—operation.

In the case of Cuba, economlc co-operation takes on greater
1mportance, since it is a member of CMEA., The main agreeinent entered
into is for CMEA a331stance in the construction of nickel and cobalt
concentrate plants. In addition, at the request of the Government
of Cuba, CMEA is stndying the technical and economic problems of
production and pnlp and paper from sugar-cane hnsks. With regard
to transport, the inclusion of Cuba in the CMEA container system

is envisaged.

/Economic co-operation
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Economic ¢o-operation among developing countries - -including
Latin Anerican countries - and socialist countries has been the subject
of statements by both of théese groups since the creation of ‘UNCTAD. .
Section VIII of the Manila Declaration -adopted by the Group of 77
sets forth the views of the”developihg:countries.as a whole on-trade.
and ‘economic co~operation with the.socialist countries, inciluding
financial assistance. 'At the Fourth Session of UNCTAD the group of
socialist countries adopted a long declaration in which it reaffirmed.
'its aims of strengthening multilateralism in economic and. trade
relations; resorting to a greater extent to multilateral peyments in
transferable roubles and other correncies; joining efforts with-
interested developing countries: for the solution of.their wain economic
problemé; and, finally, improving the machinery of mutual. co-operation
50 that it should reflect to the greatest possible. extent the specific
nature of relations among countries with different levels of developed
and gocial and economic systems.lh/ _ : : : L

At its fourth session, UNCTAD also'édoﬁtea resolution 95. (IV),
which repeats similar recommendations which are more or less to those
addpted at its earlier sessions. ' It further recommends that the
Secretary General of UNCTAD should hold consultations with the. member
‘countries of the Council for Mutual Economic Assistance in order to
determine the trade opportunities for the developing countries
stemming frdm'the'idplémentationvof the various multilateral schemes
of the CMEA member ¢ountries, and in the light of these consultations
convene an intergovernmental group-of experts to evaluate the results
and put forward recommendations on the measures to be adopted and their
implementatidny It also requests the'secretary.Géneral of UNCTAD
to convene another intergovernmental group of experts to. study,.in
particular, ‘the feasibility of & multilateral system of payments between
the socialist coutitries membars of CMEA and the developirg countries.
Decisions 138 and 139 adopted by the Trade and Development Board at’
its 16th session, in Océtober 1976, defined the terms of reference of

these two groups of experts.

R4 ' See"Uniféd‘NationS Conference on Trade and Development, Fourth
Session, Joint Declaration by the Socialist Countries, Doc.TD/21l.
/V. LATIN
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V. LATIN AMERICAN ECONOMIC -INTEGRATION

1. General remarks

Any study of integration in recent years reveals a number of
positive aspects which have directly or indirectly given rise to
this process in Latin America. The way in which this has contributed
to industrialization and in particular to thé'éxport of manufactures
in Latin America will be discussed further on.

Even if these aghievements are assessed in their true light,
it can be said that today, after fifteen years of éxperieﬁce in
integration, much less progress hac beén madefin taking'advantage
of the potential it offérs than was expected or azeemed possible.

In some cases, and especially in periods of shortage of international
means of payment, the results have consisted mainly of compensatory
effects in the sphere of trade, throuch the utilization of the ‘
1nstalled capacity, w1th possibl y lesser repsrcuscions in terms of
new investment. '

In other situations, when the relatlve shortage of external
'payments has been a sccondary factor, the forces of integration have
tended to manifest th=mselves in other ways, the 2x»loitaiion and
industrialization of natural resources, the corns'riction of major
infrastructure projects and in general in the formation of industrial
capital, mainly in the more dynamic and advanced sectors. These
unlike the previously menticned manifestations, have a inore dirvect
mult1plv1ng effect of 1W+F”“d+10n in the scnce that tnfy represent
an element of continuous impulse to g“cuuh,

In the two decades which have gone by since the first integration
agreements were concluded the most obvious effects have been of the
first type mentioned znd the main inflnence has been in broadening
and making bettcy nss of exiating aﬁiivitiesur Tre mul%inlyﬁng or
development effeouts, through investment and the development of
industries of greater regional scope, haﬁé been in‘éxistence and have
led to major achievements in some cases, but in general they have been

of relatively lesser significance.

/From this
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From this point of view alone one can appreciate the need to
introduce substantive changes in the orientation of this process,
aimed at giving greater priofitj than in the past to building up
basic capital and production capacity, which have.been lagging behind
in the integration praceséés. T o

- In this respect the progress.made in linking the economies was "

:not,accoﬁpaniéd bj an exploitation of the external and internal
cpn&itions which were especially favourabie to. the integration‘prqcesé -
during the 1aét'tﬁo decades. Thus a long period went by during which
high rates of expansion predominated but were not reflected in an
equivalent broadening ‘of the integratéd‘economyg,_ﬂuriug the last
25 years Latin America recorded one of the most intengive and
continuous movements of expansion. '

At the same tlme as these movements: of expan51on occurred the
Latin Amerlcan economies tended to becone more . closely 1nter11nked
and to depend 1ncrea31ngly on imports of carltal goods, raw materials
and intermediate products from- third countries for their developmento
It is difficult to determlne‘whether the rapid expansion of dependence
on the exterior or the creatidn of greater Latin Americaﬁ economic
interdependence had greater relative significance in this well-known
process. ' ' | . . : »

In respect cf this poiant, it is clsar from any angle that the
25 Years whlch have gone by did not produce any decisive change in
the relatlons existing previously, and instead established pondltlons
~in which fér'many countries, their economic links with ihe rest of
Latin America became a factor of their development. Thus for more
than half-the countries exports towards the_regionalueconomy alréady
representéd between 20 and 30 per cent of the total equrted,.either
under the stimulus of the‘genefal-integration pelicies orfunder'that
Of‘other‘poiicies and special arrange@ents which in general may be
assumed to have bzen induced by those policies. ‘ _

At the same time, in recent years a very positive trend has
been emerging in the expénsion of the geographical spheré in which

integration is making itself felt, either directly or through the

/forms of
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forms of co-operation it has encouraged. It is thus a fact that the

‘economies of the countries have been becoming more closely linked

not only within each regional integration group but also, in many

- cases, with other countries and integration groups, despite the fact

that they are freauently separated by considerable economic distances
in respect of their individual capacities.

This process of the rapprocehement of schemes and countries in
general tends to afford greater flexibility and possibilities to
integration and can in this way contribute to overcoming the problems
faced by a number of the existing schemes which, together with other
factors, determined a contraction in the quantum of trade in 1975 for
the first time since the integration agreements were signed.

In other words, a greater and more flexible degree of rapprochement
of schemes and countries seems a prerequisite for strengthening the
various groups. If that is so, it can be envisaged that in the future
the new phases which integration will reach will iuzreasingly tend to
be based on a dounble link: within the system which is integrated, and
between that system and other groups and countries of Latin America.

Lastly, the integration process is now at the same time
experiencing the accumulated consequences of the situatisns of crisis
- and stagnation which for meny years have been aff-cting the Central
American Common Market¢ and LAFTA and of the crisis which hLas reécently
risen within the Andean Group.

The significance of these crises is very different in each case.
However the fact that this common trend towards crisis has been
recorded may indicate that the various efforts at integration have
lacked one or other indispensable element to contribute towards solving
the problems of development which the countries face or to respond
to the transformations and very rapid changes in economic situations
which have occurred over the years. There may also have been slow
progress in thé creation of sufficiently broad economic possibilities
to resolve problems which the advance of integration itself is producing.
Mention should also be made of a problem which has been difficult to

‘overcome, namely the trend towards the concentratien of the benefits

/of integration
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cf:ihtegration‘in the more industrialized countries; in general all
the schemes mey also have been influenced by the lack of a perepective
which would clarify the consequences of integration and its possible
economic effects on the varlous countries and which would thus ;
stimulate various sectors of act1v1ty towards new achlevements ‘based
on the regional markets. _ '

In either case the current'situetion, characterized by the
combination of problems and the relative loss of impetus to continue
advanc1ng or even to apply prev1ously agreed p011c1es, has been .
developlng under the influence of various elements. For a whlle the
influence of this critical situation appears to have been concealed
by the prolongatlon of impulses which continued to derive from previous
dynamic trendso‘ Thus for some years the 1nstrtutlonal crisis of -
integration and the expansioh-of_trade coincided, although the former
undocbtedly affected the eizehof1the'1atter'and rastricted the
possibilities of mekingrbroad investoent.in regicnal‘programmes and
projects;‘ Whateier the case, it is clear that these dynamic effects
deriving -from the past seem to have been exhausted and a clear
indication of this is the contraction in the volume.of regional trade
in 1975, which must alco have been affected by the redﬂouloq in exports
to the'reet of the worlde | |

"As to the future, the most advanced proposa-s which can be"
envisaged to enable the. Latin American market to Operate as a source
of support for eff101ent and complex economic structures would basically
presuppose that the Various crises would be overcome, -since they
affect not only each, scheme 1n isolation but also the p011c1es and
possibilities of 1ntegrat10n 1n general° e ;

If this general qua11f1Cat10n of the crisis is accepted tt must
also be supposed that solutlons of this same scope are requlred which,
together with broad programmes and co-operation projects, operate on
the basic problems and correct the trends towards 1mbalance in the
.development. of the countrles and the other fagtors whlch may be produclng

. the trend towards repeated crises thCh has already been mentloned.

/2. Economic
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2. Economic growth and its relationship to the demand
~for intra-latin American imports '

This relationship is an indicator of great interest in assessing
the degree of true integration and the links which have been established
between the economies of Latin America over the years. 7 '

Viewed from a broad perspective it can be seen that as the
integration processes have advanced, for many countries of Latin
America an increasing proportion of the product has been converted
into imports from the rest of Latin America. This phenomenon has
existed in the region since 1960 and shows the extent to which the
operation of the economy of a country generates a demand for goods
_ from other countriés of the region.” In this way part of their dynamism
is transferred not only .to the wofld industrial centres but also te
the other centres of supply in Latin America.

The true significance of this evolution will depend on how
widespread it becomes in Latin America and whether it involves most
of the countries or only arises in a few of them.

The evolution of the three largest countries Shows appreciable
differences, but in general the ratio between their'economic activity
and theif imports from each other and from the rest of Latin America,
is still low. They bave a strong tendency to export towards Latin
America and a lesser tendency to impeort from it. From this point of
view no clear integrating trends arise. The main links among the major
countries in recent decades have arisen through exports, joint
investment and the development and trade of naturzl resources, and
also in the construction of infrastructure projécts of major fegional
importance.

The medium—sizea and small countries show a clear trend towards
establishing links with the rest of the economies of Latin America
and between each other which did not exist in previous periods and
which became accentuated over the last five years, importing from the
region a growing proportion of the product in line with its increase.
. Thus the ratio of imports to the product rose from 1.7 per cent in
1960 to 4.0 per cent in 197L.

/It should



s = P86 -

‘It .should also be added that unlike the larger countries, whose’
main link with the others'iS'tErough exﬁérts, this group of medium-
‘sized and small countries establish links with others mainly through
" imports and their capacity or general trend to export, particularly

towards the-large couantries,-is much lower. ‘
This can be summed up by Saying that in respect of the exports v

made in Latin America ‘two trends Have arisen. The group of large
“countries export less between each other and relatively more to the *
rest; while the other countries export a lower proportion'to the larger
countries and consequently depend relatively more on the exports they
carry -out between each other. -

1960 1965 1970 1973 974 1975 a/

Exports among Argentina, .
Brazil and lexi-zo, ,
(percentage of the total: Lo - '

to Ietin America) 51 52 L8 L. 39 37 33

- Experts frem Argentina,

Brazil and Mexico to

‘thé rest of: the

countries of Latin . L P

America (percentauge) 49 48 .52 61 63 62
Exports from the rest

of Iatin America to

Argentina, Brazil and . . _ S o L s
Mexico (percentage of

the tOtal) ‘ L"G ! 39 3? 7 o 3’+ | 36 luou
Exports of the rest B S o ‘ I

of the countries of

Latin America among

themselves (percentage

of the total) . .. .54 6L . 63 66 6k ...

2/ Estimated.

/As a
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As a result of these trends the trade of the other countries
(excluding Venezuela) produces an increasing negative balance in
their relations with the group of the three largest economies of
Latin America. These trends towards imbalance in the trade between
the countries show the need to advance towards greater complementation
in that the economies of the more industrialized countries need to
import products from medium-sized and small countries and require
them for their development process. -

' The significance of all these facts is not easy to discern. In
general the continuous rise in the intra-Latin American import
coefficient in almost all the countries seems to reflect the emergence
in the last decade of interlinked forces which partly replace the
forces which tended to isolate them or maintain their relative isolation
as seems to have occurred in 1950-1960.1/

At all events it seems clear that there is an interrelation of
the Latin American economies between each other which for some of the
countries is taking the form of an additional dimerszion of development
and which in general was not present'in Latin America at the beginning
of the 1960s. | o |

‘Along with these factors there are various conditicning factors
and evident limitatiors in cperation which sheuld e mentioned. The
period of the greatest expansion of the economies went by without
achieving a sufficient degree of complementation. The reconsideration
of the forms of economic co-operation which is involved in the various
crises now takes place in possibly more difficult cornditions and with
an uncertain perspective in respect of the world economy. Fﬁrthermore,
while the sphere of co-operation and integration has made progress in
Latin America, it has achieved a level of greater'complexitj at which
the problems now arise. |

It should also be noted that whlle thlS trend to the growth of
the economy of the couatries genergtlng a proportionally higher regional

“demand for goods existed, the gross domestic product rose four times

1/ Between 1950 and 1960 the estimated intra-latin American 1mpcrts
coefficient fell from 1.6 to 1.3 per cent.

/and manufacturing
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and”manufaéturing—production five 'times, and industrial exports came
to constitute around 20 per.cent of the totals. : In comparison with
these rapid changes in the economies there is no doubt that the
integration process advanced slowly.

It d1d however, succeed in establishing very strong llnks and
complementarity in particular schemes, as in the case of Lentral
America where the integrated structures have come to be a permanent
part of the national economies. It also made its influence felt
during the period when Latin America initiated exports of mannfactures,
which would probably have been snaller}and,less dynamic without the
‘experience of the regional market. -Although this point will be
discussed further om it is stressed at this stage of the gpp:aieal
' as one of the ‘aspects in which -the - integration efforts andvphe.regional
. ecenomies most clearly accompanied the.development process .of the'
countries by providing them with a market for the products of R
industries which constitute the most recent strata of their pnpduction

structure, or those of most rapid development.

3 Integratlon and the industrialization
process

The impact of irtegration, in the case of industrv, varies in

form and extent accnfﬁing to the economic size and- the stage of
development of the countries. It tends to be greater in the small .
A_countrles Whlch undertook more advanced 1ntegrat10n efforts, as will

be seen below when studylng the Central American Common Market. In
these countries, market expansion ‘has often heen the condition for .
setting up many of the‘production goods and other industries established
~ from the.lgéos onwards. In the medium-sized courtries the impact,

while less noticeable, still appears to have been felt and: may be
assumed to have helped to increase the operating scale of the more
complex and advanced irdustries. '

"In the case of the larger Latln Americ¢an countries, the effects
of 1ntegrat10n on the 1ndustr1allzatlon process are seen most clearly
‘in the export phase of thelr 1ndustry. Today thls group'of countrles
exports about 1,100 mllllon dollars' worth of products of the

/metal-working
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metal-working industries to Latin America alone, which represents
about 40 per cent of the total value of these exports. This figure is
‘79 per cent for Argentina, 45 per cent for Brazil, and considerably
zloﬁér-fdf'Mexico which places a higher proportion of its production
of such goods outside Latin America. - o

In any event, in different forms and to a varying extent
industrialiZatiﬁn.and the process of linking up the national economies
of Latin America have gone hand in hand, and apparently will tend
to support each other to an increasing extent in the future. This .
seems to have been confirmed in 1975, when the drop in total exports
to third countries was cushioned by trade withiﬁ Latin America, which
increased in value over the previous year or fell less than the
former. Of 18 countries, only four were exceptions to this general
trend, although the quantum of total exports declined in 1975.

These findings aré also confirmed by a study of the different

integration groupings.

{a) Central American Common Market

The case of the Central American Common Market is interesting
because of its peculiar structural and working conditions. Its
development is nct normally acdompanied by a fall but rather by the
maintenance or expansion of the ratic of imports from oulside the
group, as a requirement of its own growth (table 1). j

In this group impdrts both from Central America and from other
industrial countries rose, and the total imports-preoduct ratio
increased from 17 per cent in 1950 to 29 per cent in 1974, while that
of imports from Latin America rose from 1 to 9 per cent. It should
be observed that imports substitution by Central American production
represented somewhat more than three-quarters of this striking growth.
What is unusual in the case of the Central American countries,
however, ig that the stimulus their integration gave to regional
production and trade perhaps led to a much higher level of imports
from outside Central America than could have been purchased in the

industrial centres without such regional production and substitution.

/Table 1
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Table 1

CENTRAL AMERTCA: RELATIVE IMPCRTANCE OF REQIGNAL TRADE 1M THE TOTAL POREIGN TRADE OF EACH COUNTRY

(Parcentages)

1360 1965 - 1970 WA 1972 1973 1974 1975/
Cantral Amertoa <~
Exports 6.5 15.1 234 2048 19.1 1949 2140 1945
Imports 547 13,5 A0 - 18.3 18,9 (1749 . - 1549 154
Guz_a.temla i ‘ - .
Exports TV 1740 ‘ 29;9:- 27,8 26,6 25,7 2o ‘2342
Imports 5.0 12.1 1942 17.9 17.8 1743 1540 12,4
El Sa)vador
Exports 10,9 2.6 29,0 29.9' 25.5 26,6 27,8 21,0
Imports %5 18.4 23,8 21,7 22,9 21,0 18,2 19.5
Honduras " S
Exports 10,2 159 9.7 2.5° 2.9 bs6 842 1042
Imports 6.7 18.9 2246 YRS 0. 10,2 11,0 9.4 1145
Hicaramua
Exports a3 5.7 23,9 22,3 19.9 19,9 2040 204
Imports L) 11.7 22,1 22,7 22,7 21,7 20l 20,9
Costa Rica "
ExPOTtS 1‘8 13;5 17.& 16;3 1“.5 1655. 19a0 17.3
Inports 3.1 7.4 19,5 1.0 by

1943

15,8

13,2

Sourcet CEPAL, on the basis of offioia.llfigm'es, at ourrent prices.

E/ETﬂnﬂnMWy

*/Iﬁ‘tﬂrn.'
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In turn, the process of integratioh itself was stengthened since the
ratio of imports from third countries did not have to fall; thus a
twin process of generation of trade developed, both in the area
becoming integrated ‘and outside it. Clearly, imports from third.
countries could be maintained because of the conditions of the
traditional markets, but it is assumed here that in addition they

were increased by the stimulus given to these economies by integration,
which boosted demand both within the region and for imports from the
industrial centres. This is a feature which may arise in the future

in other regions and countries of Latin America as a form of transfer

and stimulation of demand not only towards the outside world but

- alsc between different integration schemes and countries.

In the MCCA's boom period (1961-1968) the industrial value added
grew 1.6 times more than the gross domestic product, which meant
that the expansion of trade within the group was based almost entirely
on manufactured goods. In -other words, industrialization was clearly
fournéed on the common market, which was the basis for the expansion
of installed capacity and the creation of new industries which needed
the common market for their operation. There was also some change -in
the productive structure: the share of the intermcdiate and engineering
industries doubled belween 1960 and 15723 and structural changes also
occurred both in total and intra-zonal exports.2/

The period following 1970 has been awkward and clearly reveals
the imbalances in regional and external transactions and the economic
and social problems affecting each country.. On the othsr hand, the
efforts made to reorganize the formal worlkings of the integration
process in 1975 and 1976 have led, so far, to the submission by SIECA
of a draft Treaty of the Central. American Economic and Social Community,

which is under -discussion.

2/ For further details see CEPAL/MEX/74/18 (Table 11).

/(b) The
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(b) The -Latin American Free Trade Association

~ In recent years. the formal.integration process of LAFTA has not
progressed. While in 1975 the value.of exports.of this zone to the
rest of the world dropped drastically, trade within LAFTA rose by
5 per cent over the previous year. .

At the sectoral level, the importance of trade within the group
in.thé chemical, non-electrical machinery and electrical and transport
eqﬁipment,indugtr;es in 1974 is shown in table 2. '

In the'cgse of exports, generally speaking the relative importance
of:the regional market has tended to decline in recent years. It
qontinues to .be the main market of manufactures; but at a lower level
than at the beginning of the 1970s.3/ ‘The share of the Latin American
market in the exports of three sectors (non-electrical machinery

rbeing,the ex;pption) is under 50 per cent. Table 2 also shows that
the situation varies ffom country to country. . While Coloéombia and -
Ecuador export mostly to Latin America {(and particularly to the Andean
Isubrggion) the absolute value of their exports remuin small. Latin
zAmerica continues to be the main export market for such products for
_Afgentina. For Brazil, exports to the rest. of the world have gained
importance and.és a result the LAFTA market for thcce four sectors

as a whole dropped in 1974 to less than half of total expoerts of

such goods, in comparison with 70.per cent in 1970 and 1571, The
region absorbs less than a quarter of Mexican exports, the same figure
as at the beginning of the 1970s. .

. With regard to imports, it also appears from table 2 that,

exept ;n a few cases, LAFTA prpducers-ére relatively weak as providers
of mechanical and chemical goods. Latin American imports'within"tofal
sectoral imports for the countries in the table stand at an average

5 fer ¢ent,4andAthe_figure does not vary greatly at the country level,
except in Chile where inputs of transport equipmernt from Argentina and
Brazil weigh heavily. ' '

3/ See J. Ayza, G.. Fichet, N. Gonzalez, "Latin America: Economic
Integration and import substltutlon“ (table 28, p. 150),
Mex1co. 1975." o

/Table 2
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Table 2

LAFTAS/; INTRAZONAL TRADE IN SGME INDUSTRIAL SECTORS, 1974

By sectors

Chenical produsts
Neon-eleotrical mohinery
Elsetrical mechinery
Tyansport aquipment

By cowntries b/
Argontina
Brazil
Colombia
Chile
Ecuador
Mexioo

Total

Expm’{;s Imports

‘ Percentage Parcentage

Millioms of aeshor Millions of sector

of dollars or coumtry of dollars or country
' total total
266.1 33 "235,0 5
16,1 55 155.1 5
108,5 39 7949 6
237.5 L3 128,5 6
33%,.2 &Y 171,.3 8
35k.5 b2 170,9 3
61,0 61 7048 8
3642 39 ... 142, 4o/ 2,
6.7 88 5750 10
928.2 628,5 5

Sourcet CEPAL, on the basls of various LAFTA sources.

[

kg

four industrial sectors.

a/ Exports of 6 countriss to all LAPTA,
A1l four seotors for each ceumtry.
Chilean imports of transport equipment reprosented 55 per ocent of intrazenal imports in the total of these

/These figures
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These figures are of considerable importance for the future
potential of the Latin American regional market. It will be recalled
that the majority of the productsfinéluded\in'the-industrial
.complementarity agreements fall precisely within the chemical and
engineering sectors (excluding the-trénéport equipment sector, where
there are no complementarity agreements). In addition, for some kinds
of metal-working products the latin American market has begun to show
sigps qf a certéih amount of'specialization and co-operation among

countries, whose horizons may grow wider.

{e) The AndeanVSubregion

Trade within the subregion has grown:cdnsiderably,_as a result
of tariff reductions and speéial treatment fa-the relatively less
developed countries, sometimes'aCCOmpanied by national export promotion’
policies (see table 3). ‘ ' ' L

If petrolecum and petroleum products are excluded from trade among
the six countries of the group, the‘increasiﬁg share of industrial
products is apparent in the export structuré?within tke subregion:'
from 48.2 per cent in 1969 to 66.8 per cent in 1974, The relative
share of new, non-traditional products within this total rose from
'7=97pe: cert to 43.% per cent in that perioa; or from 7 million dollars
in 1969 to 156 million in 1974.4/ Sisilarly, in only two years of
existence the metal-working programme‘has given fise to a trade flow

of 6 million dollars, previously such trade was practically non-existent.

L/ JUNAC: "Evaluacidn de la marcha del procesc de integracidam",
Document JUN/di 195, Lima, March 1976.

/Table 3z
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© Table 3

ANDEAN (ROGUP: LLP@IS WITHIN THE SUEREGIWN

(Milltons of dollars FOE)

Bolivia
Colombia
Chile
Ecuador
Paru
Venezusla

Exports within the
subpregliaon

Potal exports {all

JERTIY DN

T g

1969 1974 197%/ 1576a/

zm}ca . Hydrom Hydro- - Hydrom
Total carbong Total carbms Totel sarbons Total carbans
4,8 - 62,0 52,2 25,7 16,3 - 32,6 19,0

4.3 1ka 1Lo,6 - 248,7 - 262,2 -

13.3 - 6748 - 106,4 . 123.1 -
s P - 172,1 127.2 1536  108,2 21943 16640

26,8 - 69,0 - 129.9 - P4 -
69,8 62,0  25HM 230,2 172,9 17,7  208,2 1775
170,6 76,1 765.9 hog,6 ~  837,2 272.2A 900.3 36245
5 540.0 2 276,06 A 855.0 15 4450 16 10M,0 11 181,0 16 &ug,¢ cos

Sourcer JUNAC, Documents JUN/41 195, opsclitse, Carta informativa 1% 57, ngosto de 1976 and CEPAL estimates for

potroleum in 1975.
a/ Estimie,

/This process
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This process of diversification of trade within the Andean Group
did not affect equally the exports of all the countries. In Bolivia and
Venezuela, more than 97’per.cent of the trade was concentrated in a very
small nuaber of products,‘espec1ally hydrocarbons. While oil is ’
predomlnant in Ecuadory exports are becomlng noticeably diversified. In
Colombia, exports are mostly made up of industrial goods whose sales were
~incipient or non- exlstent in 1969, and the country has attained the most
diversified structure of exports of all the member countries of the
suorégion-' In Chlle, gales of manufactures are predomlnant, chemical
wood pulp, newsprlnt and ccpper bars and wire were the main export
products between 1969 and 1974. Peruvian exports are characterized by
their relatlve dlver51ty and the predomlnance of manufactures, although.
" the sale of certain agrlcultural and mining products continue to be
*important. . In sum,.exports are presently diversified, whereas in 1969
subregional trade was limited to a few products, primarily traditional
gobds (91.8 per cent), whose relative share fell to 44.8 per cent in
1974.5/ The preducts subgect to automatic tarlff rcduetlon have had a
growing share in this process.' ' o " e

"It is difficult to assess the possible influence of the integration
process on the industrial productive sector because of the slowness with
which industrial programming projects reach maturity and the lag of the
entire programming process.6/ Perhaps the most specific cases occur in
Bolivia and Ecuador with the installation of new industrial plants
intended to produce the goods assigned to those countries in the first
metal-uorking programme adopted in 1972. According to official Junta
data, 80 productive enterprises are being built or expanded throughout
the Andean area in this sectoral-industrial development programme. .

After two years of negotiations, at the end of 1976 Chile decided
to withdraw from the Cartagena Agreement. One of the consequences of this
decision is that the sectoral industrial development programmes will have

to be renegotiated among the remaining members.

5/ JUNAC, Document JUﬂ/di 195, op.cit., chapter IV, los resultados
obtenidos. Table 14. These percentages correspond to the export
structure excluding petroleum products.

&/ -~ Luis Barandiarén - El Pacto Andino: situacidn actual y perspectivas.
~ Document presented at the Second Latin American Export Promotion
Seminar, Caracas, 25-30 July 1976.

/(d) Caribbean
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(d) Caribbean Community and Common Market

After an initial phase (1968-1973), the Caribbean Free Trade

Association (CARIFTA) became the Caribbean Community and Common Market
in 1973. The integration process is highly dynamic and 'is constantly
undergoing changes to adjusf ité_wofking machiﬁery. CARICOM has

shown itself to be fhe most pragmatic of all integration schemes in
Latin America in carrying out its policies.

The growth of trade within the subregion has been considerable
in recent yéars. hs.may_Be seen from table 4; between 1970 and 1974
imports from within the Caribbean grew more rapidly than those from
the rest of the world. 7_ " | ‘

At the country level there is a difference between the less
developed and the lérger-cbu.ntriés° Jamaica and Trinidad and Tobago
continue to predominate in trade. While the former purchases 40 per
cent of all imports, the latter accounts for 66 per cent of total
exports. Furthermore, trade within CARICOM tends to be concentrated
in the four larger countries (80 per cent of imports and 94 per cent
of exports). ‘ | '

The effect of this trade on the manufacturing sector has so far
been limited. Industrialization.1argely'depends on imports of ‘raw
materials and intermediate inputs, as is natural given the resources
of the Caribbean countries. Most of the factories are for the assembly
and export of light manufactures and durable consumer goods (mainly
electrical) by Jamaica and Trinidad and Tobago, and other manufacturing
sector efforts have had little effect on the regional industrial _

product.

/Table 4
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Ta.hla 4

OARTOQM: - FORETAN mm c

 (M4223one of Lastern Cardbbean dollars)-

_ , ToL 1870 - 972 iS?QE}; | _ 19750/

Countey 3 Intra~ . Intrae" . _ " _  Intrge ' Intra-

o Total ~ zonad. To 'tal zonal Total . zonal Total zonal
Barbados. - 235,0 27,0 = 27o.h U365 W83 72,3 4326 7646
Cuyana 26840 37.8 744 W73 AL940 - 13040 78,5 147,6
Jamaloa . 105, 390 11836 63,9 168504 . 1.3 2480 20,8
Trinidad exd Tobage S 108750 26,9 T 1u7LLY .2 3777.6 61.8‘ 3 23,8 914

Subtotal 264000 1108 31995  188.9 6.565.0 lm 46 8329 520,
Other comtries of 320,2. - 57,7 396.7 654  551.3b/ 91,6b/ vor

Potal  2.960,2  168.5 3596.2 25,3 7 L6,/ 505.21:/ ses sss

S ~ Exports (FoB) o o ' .

Parbados - 7800 16,7 . o845 23,2 0 172,3 37,8  218.6 42,6
Guyana 258.0 25,2 276,2 H7 . 3l THe3 . 76247 84.8
Jaraica 6794 263 7218 b2,0 1 WlLg 63,9 1 70L.2 7146
Trinidad and Tebage (563.0. 916 1 07,5 12,0 W165.3 2090 3 878.4 36,4
_ Subtotel L8l 1604 215 220.9 6 326,20 IR.7 6 3609 S5l
Other ountries s/ _S?,Q_ 12,6 Alh 17,8 - . 275¢20/ 29,38/ Cesa avs

Total 20%.2 1730 22964 2387 6 601.1@/ ugg,sp‘/ son 108

Soupce: OEPAL: Eoonomie a.ctivi’c,{ in 19"3 in Ca.ri'obaa.n Cumm:mi.ty eountries (EGI.A./PCS 7’“‘1.0) a.nd in 1975

(TOLAG 76/6). -

&/ Preliminary,
_/ Estimate,

BN

' Inesluding Belize and the EOCM. (moluding Grenada, which 'beaame :l.ndepmden't 1n Fabrua.ry 1974)
- r

/In 1975
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In 1975 and 1976 a number of measures were taken to step up and
strengthen the integration process. These include the creation of
the Caribbean Food Corporation in 1976, whose aim is greatly to reduce
imports of foods which have been growing at an alarming rate: they
represented 14 per cent of total imports in 1974, only one-tenth of
which was accounted for by intra-zonal trade. In addition, the
Corporation supervises the joint maize and soya project in Guyana
which belongs to the Governments of Guyana, Trinidad and Tobago and
St. Kitts-Nevis-Anguilla. A similar project is being negotiated between
Belize and Jamaica. Both seek to provide food inputs for livestock
and meat for the CARICOM countries. _ S

In the industrial sector, three multinational projects are under
study: an aluminium refinery to be set up in Trinidad and Tobago,
which that country will shére whith Guyana and Jamaica; a cement
plant to be set up by Barbados and Guyana; and a textile project shared
by Guayana {cotton production) and Trinidad and Tobago (preccssing
into final products). In addition, special measurcs bhave been adopted
-in favour of the less developed countries. Thus the Council of
Ministers of the Eastern Caribbean Common Market encouraged the
establishment of 35 new industrial firms among the seven countries
on the basis of Tive to each country. In addition, seven other large=-
scale industries were chosen to cover the entire CARICOM narket,
including the four larger countries. .

While many positive development have taken place in Caribbean
integration, as reflected in the achievmente of the svrregional
integration process, a number of weak points remain to be tackled.

The balance-of-payments difficulties of the larger countries
(excluding Trinidad and Tobago because of its petrqleum) and the
fiscal difficulties-of the smaller countries will probably continue
until the end of 1977 or even into 1978. Another point is the absence
of a clearly established obligation to carry ocut prior ceonsultation
among CARICOM member countries before they individually enter into

bilateral treaties and industrial complementarity agreements with

/third countries.
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"third countries.?/ Furthermore, the exchange rate movements of the
different countries have caused disequilibria ih_receht_years. and
there'is a'certaih lack'of co- ordinationzof monetary“policies. .
Flnally, problems of 1nfrastructure1 admlnlstratlve capacity,
skilled 1abour and market Slze make 1t dlfflcult for the relatively

bl

less developed countrles to attract 1ndustr1a1 lnvestmento.

4. Interrelatlons and closer links between 1ntegrat10n
groups and other countries of
Latin Amerlca

A strlklng feature in the past was the lack of economic llnksxv
between the integration schemes, marked by a somewhat 1solat10nlst |
tendency with respect to each other and to other Latin Amerlcan
countrles which did not belong to the same scheme. .

- This has been changlng in recent years. Under the 1nf1uence

of various circumstances, 1ntegratlon has ceased to be 11m1ted mainly

to economlc relatlons within SpeC1flc 1ntegrat10n groups and has entered
- a phase of more open relations. The geographlcal scope of economlc
co~operat10n has to some extent become broader than the 1nd1v1dua1
subreglonal schemes. . 7

A first 1nd1cat10n of this 11es in the grow1ng geographlc sc0pe
of trade within Latln America. Although mest (61 per cent) of total
trade in Latin Amerlca is carried on among nelghbourlng countries, the
effects of 1ntegratlon are clearly tendlng to spread to more dlstant
‘countries. In the case of the three countrles with the greatest economlc
weight, this development and their 1ncrea51ng supply capacity has caused
a movement towards decentrallzatlon, in which trade with distant
countries is grow1ng more rapidly than any other, and several times
faster than trade w1th nelghbourlng countrles.' This has also happened
in other groups of countrles, such as many of the medium and small

countries whlch have shown a notlceable trend towards trade w1th the

2/ It should be noted that during the negotiations'with the
European Economic Community led to the signature of the Lomé
Convention, the four larger countries acted together.

- /large countries
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large countries and with others which may or may not be members of
the same integration scheme. This is a recent phenomenon which
deserves careful attention.

In the first 'place, the links. which have begun to grow among
integration schemes and between them and specific Latin American
countries in no way signifies that the economies of scale of the
subregional groups have been exhausted, thus stimulating the surge
for broader opportunities. On the contrary, many economies of this
kind remain, but for various reasons the different groups have run into
increasing difficulties in taking advantage of their economic potential,
and at some stage of their development their progress has ;talled or
been reversed, ) '

The possibilities thus arises that the growing links among the
different integration schemes or between them and countries with
which special grounds for complementarity exist, may stimulate and
strengthen the different groups themselves, which in turn appears to
be a prerequisite for broader integration.

In fact we are still far from such a situation, although the
need for it is bhecoming:increasingly clear from day to day. At
present, there is really very little communication and “rade among
the integration groups, and their efforts are mainly directed towards
import substitution. - Furthermore, it is assumed that the more complex
industrial products which the different regions cannot produce themselves
must necessarily be imported from the world industrial centres.

A5 a result, the most dynamic component of nationz:l demand is
transferred to third countries, particularly in the periods of rapid
growth, while the rate of integratiom slackens, as may have happened
in 1972-1974. Latin America as a whole is thus in a vulnerable
position with regard to the capital goods and production equipment
it needs, since its supply reacts belatedly to the growth of domestic
demand for such goods. Both the individual countries and the regional
schemes seem to run into some limit in this important area. It may
therefore be assumed that the high coefficient of elasiticty of imports,

which reached an average value of 1.3 in 1965-1973, indicates that

/during the
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during the latest strongest period of development the reglon was
not ready to cope W1th, and was unable to react Speedlly to, the
great r1se 1n the demand for capital goods and equlpmento

It may be that any attempt to strengthen the links whlch already
exist and extend them to éven more complex industrial products would
involve sett1ng new limits for the different schemes, which in turn -
would mean g1v1ng each of them greater flexlblllty, strength and
cohe51on. . ’ ) o ' o '

From thls standp01nt, the present 1ntegratlon schemes could be
v1ewed not as fixed, established structures but as parts of deve10p1ng
systems. This seems to be confirmed by the fact, p01nted out above,
that in recent years the isolationist trends which used. to. preVa11
have been weakenlng even without special tariff or other arrangements.
There has been a clear movement: towards: the creatlon of new forms of
economic linkage smong countries»belonging to different integratioﬂ
schemes, or of strohger industrial links. | o

Bra211, for example, became from 1970 the main replcnal purchaser
of M°x1can manufactures, which had previously been exported exclu51vely
to less industrialized latin American countries or to countries
. outside Latin America. According to’ recent studies the composition
and amount of these ‘exports appear. to indicate a nrthcxto unknown
degree of industrial integration in Latin America.

These deVelopments may indicate the presence of new cerumstances =
.and forces within the economies of Latin America. Io,thls_framework
the need for some reconsideration of. integration néturé*ly‘arises;
'bearlng in mind that these trends towards closer links have only '
occurred in recent years and that their strengthening or weakenlng
may change the course of Latin Amerlcan 1ntegrat10n. -

The supply gap described above could be overcome through

o-operatlon carried out in a broader sphere and not necessarlly
restricted to the limits of the different subregional schemes. This
. asgumes a 51gn1flcant change of sattitude, which in. general was prev1ously
‘11m1ted to the prometion of industrial: production. w1th1n each '

'1ntegrat10n zone.

/What is
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What is essential in this selective expansion of co-operation,
by industrial sectors and groups, is to advance towards the view
that some of the surplus industrial demand which cannot be satisfied
internally by a specific region should be channelled to other
integration zones and individual countries of. Latin America.

According to this view, the rapid development of a particular
integration zone should in future have_repercussions not only within
.the integration zone itself but also iﬁ the form of demand which is
partially transmitted to dther groupé of éountries in Latin America.
Advantage could be taken of tﬂe trend which has already set in for
economic links and co~-operation to go beyond the limits of the
integration groups. Stréhgthening such éroups is, of course, the
foundation of these iﬁterreIAtibns among-schemes and countries since
active trade among them could hardly arise with the loss of the
stimulus of subregional trade itself. At the same time, the progress
of integration within the subregional groups must clearly give rise
simultaneously to links with other aneé,_and over time become a means
of bringing about greater complementarity among the economies of
Latin America. This would mean that ﬁuch of the purchasing power
transferred to the industrial centres to buy essential machinery and
equipment would be retained in Latin America., It wculd therefore appear
that any future ihtegration efforts should be increasingly based on
this twin relationship,'within the integration group and between it

and the other countries and regions of Latin America.

/VI. CONCLUSIONS



- 274 -

VI. CONCLUSIONS AND IDEAS FOR ACTION

The countrles of Latin America have made great progress 1n
reSpect of the growth.and modernization of their economies. The
countries of the reglon 'still need economic co-operation for development,
however,‘and are actively seeklng it at various levels; w1th1n the
region, between'it and other developing countries and, finally, with -
the industrialized countries. This search has generated importént
1inks which shoﬁldnbe-takeh into account in the desigp and implementation
ofr;he glbbai economicastrategy-of'Latin America for the néxt,few
yeArs. Because of the magnitude and complexity of the economic links
within the region and with the economically developed areas of the o
world, attention will be centréd on - these two aspects in this chapter
of the document. R ' . o ;

In the recent past, in'various regional and intefna%ibnal fora,
Latih America hés made known its‘position on a wide range of themes
linked with deve10pment° The pages: which follow do noc repeat :
.p081t10n5 already expressed, 1/-but .instead aim to select some of the
main problems which exist and ‘to suggest 1deasbfor”aqt10n aimed at
; Bolving them., Among the possibleé alternatives for solutioné st;eés
has becen made on those which possess three main char acte?i;tics:
~which have pragmatlc scope and content; which can. be 1mniemented
relatively soon, rather than in the long-term; and whlch contrlbute
to reducing or ellmlnatlng the existing and foreseeable gaps in the
external sector and technoldgy. -This chapter presenté some ideas on
external action covering aspects of international trade policies,
financing and debt, direct foreign investment and transnational

enterprises, technology and integration.

1/ These positiong can be found, for example, in: CFPAL, Chaguaramas
Evaluation, the Manila Declaratlon, the Reports of UNCTAD IV
CIEC documents, etc.

/1. Trade
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1. Trade policy: manufactures and semimanufactures:
basig produc»s

Thls sphere can 1nc1ude a very w1de range of subaects, some of
a general nature and other more speclflc subjects related to countries
or groups of countries of major 1mportance for the trade of latin
America, such as the United States and the European Economlc Communlty.
It is also necessary to proceed, in a complementary and parallel way,
with solutions of an overall approach and others on a case by case
basis.

(a) General matters

There are some important conceptual aépects in the Latin American
trade policies and practices with many developed countries. Omne
example is the role played by.export subsidies as a policy iostrument
of Latin America and ofher developing countries. They consider the
utilization of fiscal incentives linked with éxchange and others of
an administrative nature as a 1egitiméte application of the concept
of preotection to national induotry in the syheré el international
trade. Some developed oountrles, however, COHSlder that such subsidies
represent an unaustlfled a85001at10n between prlvate trade 1nterest
and the public against which compensatory tariffs should be applied
in retaliation. It is worth olarifying aspects as important as these,
allowing various definitionsiand categories of subsidioo which could
be used in different ways.

At the current time, for example, export sub51dle; whlch aim to
compensate.for the effect of internal taxes are acceptcd without
retaliatory action. The subsidies designed to compensate for the
effect of tariffs and other fofms of'protection imposed on the inputs
which enferiinto the production of exported goods should also be
accepted; or temporarily over~valueo rates of exchange. The application,
or the part of the developing countries, of subsidies or other
additional stimuli for amounts limited to reasonable marginé and for
limited periods should also be accepted. This latter tyﬁe of
incentive is jusfified, among other aspects, by the fact that there

is an initial disadvantage for the developing countries in penetrating

/the markets
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the markets of the more developed countries. The disgdvaptage derives
from the absence of’established.distributioﬂ'chanﬁélé;'the lack of
knowledge in the importing country of the'product or brand and its
levels of quality, and other aspects involved in the early stages of
‘developing exporting activity. ) '

Special preference should‘also be given to the producfs Beriving
from the developing countries when the developed countries use ﬁcn-‘

. tariff safeguards and barriers to access to their markets, réqueSt
voluntary restrictions on the exports of other countries and introduce
scaled increases in tariffs and other similar instruments of pro%éﬁtion.

There is a second aspect of action of a-genefal nature, inﬁbiving
.the industrial sectors which are highly protected in the developed
countries and for which' the deveIOplng countrles can have advantages.
A gradual reduction of the protection of such categorles in the ‘
developed countries would stimulate the shift of product1on from them
towards the ‘developing countries. A general policy in that rcspect,-
agreed on internationally, could be very usgful in the consideration
of specific cases. ' SR :

A third aspect in which general action is'very useful is the
recognition of the substantial tariff reductions wbich the Latin
American countries have made in recent years. Sueh recuciions ha#é
often been widespread and have not been 1nternat10nally negotlated
“but -in effect constitute “anticipated reciprocity". Such reductlons,
which are of great magnitude in some cases, have facilitated a ma3or
increase in imperts, malnly der1v1ng from deve1opnd cOUﬁurleS.

A fourth very importaznt element of trade poxlcy is that relatlng
to basic products. The integrated programme which 15 in process in
UNCTAD aims, inter alia, to secure greater price stability, a éféater
degree of manufacture in the producer countrles and a more actlve'
participation of these couniries in dlSurlbutlono The common fund
is a basic part of the programme. In the prépératory meetings on .
products which are programmed, it is important to take into accquhx

the products and aspects which are of speciél interest‘to:Latin Ameficé,

Jand also
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and also the goods in respect of which agreements with appropriate
mechanisms for carrying out consultations and adopting decisions
recently entered into force.

(by The approach concentrat1ng,on "speclflc cases"

Complementing and 1n noe way replaclng the general approaches,
the solution of the problems of the various export products requires
a case by case stﬁdy, se that an additional approach cohcentreting on
"gpecific cases” can be included with advantage. As Latin America
secures successive galns in 1ts efforts to place 1ncrea51ng volumes
of manufactures or senlmanufactures in the markets of 1nd1v1dua1
developed countries, the resistance of the producers of identical or
similar articles in those countries also rises. As a result, debates
have arisen in regional and glebal fora of negotiations which have
frequently led to confrontation.

With a view to m1n1m1z1ng the loss of time resulting from the
prolonged interchange of arguments and counter-arguments, which often
contain strong ideclogical connotations, tye Secretariat of CEPAL
suggests that the time has come to eonsider'— for a specific number of
products which will involve export problems fqr the countries of Latin
America in the neer future - the esteblishment of a new systematic
process for reviewing the probiems-of expoft with a view to resolvihg
them on mutually acceptaﬁle bases of distribution of costs and brofits.
Such a process can consiet, for example, in an annual anéiysis of the
aspects which affect the supply, demand, price and access to the main
markets 2/ of certein important products-for fhe export trade of Latin
America, including a careful consideration of the problems which arise

and of the alternative courses of action for solving them.

2/ For example: (a) What importance does each product have for each
Latin American exporting country? (b) What could be the impact
on emrloyment in the importing developed country? {(c) What other
countries compete with Latin America in the market of the importing
country? (d) What are the tariff and non-tariff barriers? These
are only a few of the guestions which could be considered. . In
the past analyses have been made of specific aspects and preoducts
in GATT, UNCTAD and CEPAL as part of the activities of support to
CECLA. The analyses suggested here would cover the main -aspects
of each product or group of manufactured products, and would be
carried out in a practical way.

/A detailed
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A detailed report on each product considered, presenting the
facts, resumiog the‘main problems and suggesting‘alternative approaches
for solving them, would then be publlshed. On the basis of these" 
reports it would be pOSBlble to pronote dlscu551on among the sectors
and bodles concerned in the Latln Amerlcan ahd developed countries.
Thls dlscu551on could be preceded on the part of the Latin Amerlcan
countrles by a preparatory stage in whlch they would study thelr
problems and define thelr p031tlons. The flnal result would in any
case be a practlcal and complete programme of actlon on a case by case
ba51s._ Such a programme would clearly be of great value both for the
Latin Amerlcan countrles and for the developed countrles, and for the
prlvate and public sectors. o
(¢) The Unlted States

The complementary approach of undertaklng overall solutlons

~ such as reformsrwhlch_could be made in the Unlted States Trade Law =
end at the same time considering uPQlelC casos in the way deucrlbed
in the previous section ooold be of immediate use in the trade of the
Latin Amerlcan countries w1th the United States. Tﬁere are basically
two reasons for thls{ the flrst relates to the barrlers to the export
of manufactures and seml-manufactures in the Unlted States market
which have existed for = 1ong time; and the eecond is relat d to the
,_trade law of that country. The magor 11m1tat10ns on the increase of

Latin Amerlcan exports whloh that law contalns and whlch must be overcome
" include prlnclpally. (). the formula of competltlve necessity; (11) the
'restrlctlons on the rules of or1g1n° (iii) tho safeguard clauses and
f others related to them; (iv) compensatory Subbldles or tar1fis- (v)
exclus1on of the OPEC countrleso

The systenatlc case by case approach whlch has been suggested

could begin with an exhibition of export products of interest to the
Latin American counrries;'for which tﬁé Trade Law'(and aoy other
prev1ous 1mped1ment) constltutes a 31gn1f1cant 11m1tatlon on the
.access of Latin America. to the United States market.
_ By way of example, 1t is possible to dlstlngulsh the four
dcategorles of products mentioned in Chapter X1 whlch may deserve
~individual attentlon‘ ' AR '
' | /(e) Goods
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(a) Goods excluded from the generalized preference system
because of their sensitivity, an gxclusion which is obligatory for the
President of the United States in accordance with the Trade Law. As
‘has been mentioned, this“is the case of some 740 items of the United
States tariff, including fqotwea#, certain textiles and garments and
some electronic and glass products, all of which are of great current
or potential importance for Latih,America.

(b) Goocds excluded:from the preference system by decision of
the President because of the possibility of unfavourable effects of
imports on industry or employment in the United States. This group
includes products such as leather goods, underwear, artisanal carpets,
tablecloths and some foods such aé chicken and other fowl, fish,
certain milk products and vegetables and fruit. Many of the products
included are also of great interest to Latin America.

(¢) Goods included in the preference scheme, but to which the
competitive neceésity clause is applied, and

(d) Goods temporarily subject to bar;iers, such as cotton, certain
milk products and tools made of stainless steel and alloys.

Latin America can of course alsoc undertake, parallel to this,

a number 6f do—ordinatéd actinns, in respect of both the Executive and the
Congress of the‘United ftates, with a view to secuvring an improvement

in the five aspects of the Trade Law which have been mentioned. One
possibility which has so far not been tried in a systematic manner is
that of encouraging representatives of the public and private sectors

of LatiﬁrAmerica to prescent the points of view of the region in the
bodies of the Administration and the Committees of Congress.

Furthermore, the lack of knowledge about the product or brand is
a difficult barrier to overcome when attempting to export new
manufactured products to a demending market such as that of the United
States. This barrier can be overcbme through the creation of mechanisms
vhich give a guarantee of quélity to the consumer.

In this sphere it is worth considering the establishment of a
new institute of industrial standardization and guality. Its purpose

would be to provide to consumers an acceptable evaluation .of the new

/manufactured products
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manufactured products which Latingﬁmerica wishe;J;q export fo the
United States market or to other markets for which the evaluation made
is acceptable. The institute would,. of course, only make such
evaluations at the request of exporters or producers. The institute
can also serve as a centre for_lnformatlon_On.thg norms reguired in
the consumer market and could provide technical a?sist&nce to secure
better observance of them at the lowest'possihle cost. It would not
necessarily require large 1aborator1es ag in many casebs it could
undoubtedly recommend the use of existing 1nst1tut10ns for that purpose
in certain spheres. The institute would be financed by the countries
and could: charge for its services. For its establishment it would be
worthseeking the co-operation of the authorities gnd enterprises of
the possible .exporting countfies and.aléq that of the authorities, of
the importing country. | |

(a) The Eurorean Lcongmnr Commun1t1

~ Although for a long time Latin Amer1ca and the European Beonomic
Community have maintained a major and growing trade relationship there
is no institutionalized mechanism to monitor this relationship.and
stimulate recipfocai trade. It therefore seems advisable to encouragé
a meeting of Latin American and EEC representatives at en aolﬂoprlate
level to consider the implications of the eztablishwent of a mechanism
in this respect. It is desirable in studying its design to take into
account not only the increasing strengthening. of the trade relations.
between Latin America and the Community but also the advisabilitonf
enabling it to provide industrial, financial and techniczal assistande
for the fulfilment of its cbjectives. L | -

From the point of view of Latin America, an appropriate meéhgnism
can facilitate cbnsultations and. negotiations. Such a mechanism Aione
would not, however, change the region's negotiating powér; it is also
necessary to analyse czrefully.the means of improving the region's
negotiating qapacity. Such measures could include jpiﬁf;action in
decisions to purchase .or sell ce;tain products,. orhiq‘the OperétiOn of

tariffs and other disincentives:.to import.

/Simultaneously, and
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Simultaneously, and in parallel, specific action can be taken
by the Latin American countries to obtain from the Community an
equivalent treatment in the sphere of trade to that which it affords
to the less developed Mediterramean countries and other developing
countries, including the signatorieslof the Lomé Convention. It is
also possible to seek an understanding in respect of agricultural
products for which the extra-community trade is affected by community
arrangements such as the common agricultural policy. The approach of
specific cases can be useful in this context, when applied to products
selected from among the three main groups of manufactured products
imported by the EEC; processed agricultural products, textiles and
leather products and products of the more dynamic industries such as
the metal working and machinery industry.

Another sphere of action in which many mutual benefits for the
Community and Latin America can be expected is that of studying a
broader framework of economic relations which would include, EEEEE

"~ alia, direct private investment by the Community in Latin Arorica.

It is possible to obtain reciprocal benefits from the investment made
- by European enterprises, for example through production both for the
internal Latin American market and the European markets, if access
is gained to them. | ‘ |

This breoader framework can also include an analyéis of the long-
term complementation of the economies of Latin America and the EZC
which wéuld facilitate the definition of lines of 5pecializa{idn and
co-operation between the two regionsa.

(e) Japan, member countries of CMEA and other developing areas
P G

As part of the necessary diversification of Latin America's
external economic relations, the increase of trade with Japan and the
nember countries of CMEA can produce important results in the next
few years. Japan hag sliown interest in joining with Latin American
countries in respect of natural resources and their processing; it is
beginning to carry out a policy of the decentralization of industries
for reasons linked with the cost of labour and with the environment;

and it has experience in the adaptation of'technologies to conditions

/more like
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more iikeﬁthose of thé'deﬁelbpﬁhg countries. The trade of various '
Latin Amefican countries with the member countries of CMEA has increased
signifiéanﬁl#,'the scope of the trade ag}eéméhts'has been broadened and
at the samé:tiﬁe_experimenté in ‘industrial co-operation and.technoloéy
" have bééh carried out, which altﬂough‘as yet limited are of significance.
:The sySfemizgtioﬁ and . streng+hen1ng of the co—operatlon efforts deserve -
' special attehtion in both cases.’ '
With regard to the develoPihé countries of'other'éréasklfhe - -
current development of Latin Amerlca makes 1t p0551ble to reallze
co-operation of mutual beneflt for the broadenlng of markets and
'technologlcal advance. Until now this co- operatlon, except in 1solated
cases, has been limited. SELA can be an 1mportant instrument to

complement the initiatives of individual countries of the region.

2. Fipancing and debt

As has been indicated in previous chapters, the problems of
" financing and debt in Latin America are clesely lirkad with\trade;'
AThe‘éreater the success attained in the trade sphere, in terms of the
increased access of Latin American exports to the main werld markets,
the lesser will be the need to seek formulae to alieviats the burden
of foreign debt servicing and cnsure the participztion =f Latin America .
"in the concessional recources available. |
©With regard to this last aspect, it should be pointed out that -
the concessional resources are being directed mainly at the poorest
countries and those described as '"most sériougly affected". This occurs
both in offi 1'bi1atera1 2id and in -the multilatercl agencies, and
gives rise to two problems. On the one hand, varicus Latin American
countries are being forced to turn to fhemprivate capital markets and
private banks to meet their growing financial needé, but no policies
have been formulated in this rzspect in the international sphere and
‘none are enviséged. On the other, a certain number of Latin American
countries still need official*&ssisténce under the traditional terms
“and conditions, but canrnot obtain it because of the emphasis.placed

on the poorest and most seriously affected countries. Latin America

/is thus .
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is thus in a middle position: while there is neither a policy nor
an institutional mechanism available for the more advanced countries,
the existing policies and mechanisms are mainly oriented towards
assisting the poorest and most seriously affécted countries rather than
the less advanced countries of Latin America. ' ’
This new problem of Tatin Amerlca could be resolved by modifying
the criteria of classification used to determlne the poorest and most
seriously affected countries. At the current time, the classification
is made simply by dividing the countries into two groups on the basis
of their per capita income; the figue of 300 dollars is one of those
generally used to make the division betweén the poorest countries B
and others. It is proposed that instead of this classification there
should be a triple classification. A first groﬁp, made up of countries
with a per capita income of 300 dollars or less, would be treated as
they are now. The countries with a per caplta income of more than
200 dollars could be divided into two groups, taklng into account not
only the per capita income but also other characteristics such as the
production structure and degree of industrial development, the effective
export possibilities, and access to short and long-term private
financial markets. With multiple criteria such as those described,
the countries with a ner capita income of more than 300 deliars would
be classified in the sécond and third groups; the second would be made
up of the countries which stiil depend on the export of a few basic
products and which have limited access to the private financing markets
and the third, by the countries which have alreadf secured a greéter
‘degree of economic diversification, access to the‘goddé and financial
narkets and a relatively higher per capita income. The countries of
the second group would receive economic and financial co-operation of
a not very different type from that which Latin America obtained at
the end of the nineteon sixtles, although with appropriate improvements;
for those of the third group it would be necessary to provide for a
more differentiated type of international economic co-operation, adapted
to their new situation, with greater'emphasis on pubiic and private
financing and a lesser degree of concessionality, and a strong accent

on the commercial aspects.
/(a) Private
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(a) Private financing

. As can be seen in the previous chapters, the need to improve the
asééssment made by.creditors of the solvency of various debtor
counfries of Latin America, taken separately or togethef, has high
priority. There are various ways of securing this, but there are two
to which special attention should be devoted which have already been
proposed by CEPAL and on-which no political decision has yet been
 taken. . ’ o R ‘

The first idea for action in this sphere concerns the establishment
of a refinancing .service within an appropriate organization. The
individual debtorrcquntries wishing to request'aid for thei}*pafticular
debt problems would be able to do so within the normal opéra{iﬁns of
Vthe relevanf-organization, which would be financed for this purpose
througﬁ.contribqtipns from the creditor countries and OPEC countries,
and also by their own resources. This‘pr@posal'combines three elements
of a highly'practical‘nature: (2) there would be ‘a case by case study,
within a global institutional framework; (b) thérs would bz no counter-
productive effect on the solvency of the requesting countries, and
indeed the mere availability of the new service would represent an

. additional guaraniee of payment; and (¢) some form of subsidy te
:“similér interests along the lines of the subsidy acecount in the’
_petrpieum service of the Internmational Monetary Fuﬁd'c¢uldxbe-envisaged.
. - The second idea concerns the proposal to create a financial
gecufity net in Latin America which was originally raisad at the
Sixteenth Session in 1975. - The central banks of Latin smerica and the
American Governments, with secretarial support drom'CEPAL and‘CﬁMLA,
have already initiated the detailed study ¢f the idea, which was
favourably received.  The necessary politicai consenéﬁs has not yet
béen adhieved, but this could be an 0pportunity‘to‘agaiﬁ revise the
possibilities of joiat action of the Latin American countries so as

-to increase their forms of collective financial supporf and collective

guarantee in relation to the balance of payments and debt difficulties.

/As the



- 285 -

As the access of Latin America to the concessional resources of
aid to development declines, the countries of the region need greater
access both to private banks énd to the capital markets of the
developed countries. At the current time very few Latin American
countries use the long-term private capital external markets so that
the possibilities of doing so should be studied in greater detail by
the relevant national and regional bodies with the assistance of
representatives from the central and commerbial banks of Latin America.

To this end it is worth considering two specific ideas: (a)
the complementary use of multilateral guarantee schemes; (b) horizontal
technical co-operation which can be offered by the Latin American
governments which have already gained access to the bond markets in
the United States and Burope in order to assist other governments to
gain access.

The development committee of the World Ba‘nkland the International
Monetary Fund have studied some proposals for mechanisms to facilitate
the access of the developing countries to the long term capital markets,
including multilateral guarantee schemes. The secretariat of the
Committee has attached great importénce to these aspects and has
advanced very positive proposals aimed at providing tempbrary support
to the bond issues of developing countries abroad, until these issues
are able to become established in the market. These proposals deserve
to be favourably received and studied with a view to their implementation.

Furthermore, some Latin American countries are alrcady established
in the market with their bond issues. If this experiencve were nade
available to other countries of the regioﬁ, this wculd help them to
organize themselves internally, establish external contacts and carry
out the necessary studies to successfuily make initial bond issues in
the external capital markets.

Finally, it is worth considering possible courses of international
action aimed at securing greater stability in the private financial
eurononey markets. These markéts afe‘generally outside the scope of
action of the national monetary aufhorities and ﬁhey do not benefit

directly from the national discount mechanisms and octhers which contribute

/to fluidity
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to fluidity in the pattern -of domestic credit. The establishment of
collective discount mechanisms, perhaps in an appropriate international
~body, would have 'the double advantage of promoting the more stable
operation of the euromoney credit market and facilitating the geheral
supervision of the conditions of that market. This mechanism could also
provide the possibility to other intefnational or regional institutions
to invest part of their resources in c¢redit shares in euromoney oriented
in the directions most compatible with the objectives of each institution.
(b) Public capital

As has already been mentioned there are a certain number of

countries in Latin.América which still require access to financing

from official sources on conceésionary terms. In-these‘circumstanCes,
the efforts being made by governments to help the Inter-American Bank
and the World Bank to finance the needs for resources of the Latin
American countries which require their assistance are significanto

In this respect the increase in the resources of the IDB, in order to
ensure an appropriate strengthening of its concessional loan services,
as well as the ordinary loans, deserve special attention. This is also
true of the World Bank to the extent that this hody continues to support
Latin America. Furthermore the resdources of UNDP cshould be broadened
-soon and significantly in order to secure a stable and sclid financial
base for its activities..

- {c) .. Compensatory financing

+..The -compensatory financing service of the International Monetary
Fund has been relatively little used except in the last year after its
liberalization. There are three aspects in which action can be taken
to secure greater expansion énd-liberalization of this service. The
first relates to the advisability of revising the criterion for the use
of these resources so as to guarantee a certain feal volume :of imports
and not. merely compensate for the abnormal fall in exports. In this
way the terms of trade would be brought into cdnsideration-and it would
be .possible to protect the financing of development plans from the
fluctustions which can occur in exports and imports for reasons which

. are beyond the control of the authorities.. The second aspect‘relétes

/to the
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to the fact that despite the recent improvements in the compensatory
financing service there are still various restrictions which affect

the terms and conditions of loans. Thesé restrictions can be lessened
in the following aspects; (a) by making it possible to take more account
of the general rising trend of prices; (b) by liberalizing the
limitations on bills of exchange in relation’to quotas; and (e) by
establishing the amortization of bills of exchange drawn up in relation
not with time but with the "surpluses" generated when the situation
which gave rise to the drawing right'improves.

_ Finally, the third aspeect relates”to the advisability of continuing
to increase the total volume of loans of this service, in accordance
with needs, as the recent increase is being offset by the disappearance
of the petroleum service.

(@) Institutional mechanisms

As hes been shown in previous pages, some of the Latin American
countries are increasingly turning to private sources of financing and
non-concessional resources, while other Latin American couniries have
to continue to resort, to a greater or lesser degree, to the traditional
forms of bilateral and multilateral official aid for development. The
existance of thece groups of countries and their differing neceds are
a central political arpect for Latin Amsrica today. There is an urgent
need to design mechanisms which ensure a greater degree of symmetry in
evaluating the various groups of countries and also the creditor
countries. It is worth giving consideration now to the adontion of
new initiatives on an experimental basis at thz regionral level involving
three important participants: (a) public and private ascurces of
financial and technical assistance; (b) the receiver countries, whatever
their level of income or industrialization; (¢) a group of individuals
with very high technical qualifications and intellectual independence
who are capable of evaluating the observance of the cempromises entered
into both by those who provide the financing and by those who receive
it. This group would also serve to provide the necessary information

and analysis.

/Some countries
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Some countrles have found that the so~called "consultative groups"
partlally meet thls need. However, the increasing importance of prlvate
creditors points in the direction of seeking mechanisms which would
allow an easier ahd,mqre stable relation with them and also with the
T'publlc creditors. A‘ ‘ B

A mechanism involving the three participants mentioned could
also facilitate the joint financing of public and privafe sources and
would provide a gfeatér degree of security for planning the fﬁtufe in
the Latin American countries. Furthermore, it would atrepgthen the
capacity of the private and public financial agencies to evaluate the

effort in the economic sphere and the solvency of the debtor countries.

3. Direct private investment and transnationals

Direct foreign private investment in Latin America is very
significant not only for the economy of the countries of the region but
also for the economy of the'developedhqountries from which it derives.
It is of great magnltude and provides‘an'iﬁportant supplement to the
exports from the country 6f'origin (through "indirect exports") and
allowg-greater expan51on'of the transnatlonal enterprises.  The
- importance of investméht in Latin America for the developed countrles
provides the courtries of the reglon with & potenitially high power of
negotiation which has so far been uéed'iﬁ cwly a linited way.

At the current tlme a new negotlatlng trend is emerging in Latin
America. It arises from the fact that the substantial contribution
of the transnational eqterprlses does not consist mainly of financial
resources deriving from the country of or;gzn but orf techinology,
organizational forms and a programme of financing based largely on
international resources éndAreéources from the country of destination.
In these conditions the Latin American'governments could negotiate
- and in various caseé are negotiating - for the asscciation of local,
public or private interests with the transnationals which operate in
the . country, and the more active'fole that the transnational entefprises
can have in the exports of these countries - including the goods which

they themselves produce for the domestic market - using the international
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distribution mechanisms and the facilities of access to other markets
which are available to them. In this fespect valuable experience has
been accumulated in recent years in the sphere of joint ventures.

At another level, it is necessary to give special consideration
to the international trade transactioné carfied out between branches
of a same enterprise in order to ensure that the prices do not become
unconmpetitive. ‘ _

‘To this end, at the same time as éontinding the work of-elaborating
an international code of conduct for the transnational enterpriées,
 franmeworks for action can be prepared for the future negotiations on
direct investment between the governments and the multinational
enterprises on thé basis of the experiénce'in this matfer which has

been acquired recently both in Latin America and in other regions of the

world.3/
4; Technology

Some remarks were made in a previous chapter on the technical
progress in Latin America, with special reference to the problems
raised by the transfer of technology from the industrialized countries
and the need to strengthen the region's own capacity for technological
adaptation and creatioen.

Because of the complexity of the challenges arid tasks which
Latin American countries confront in this sphere, .the effort required
clearly exceeds their capacity of resolving the tasks on their own,
s0 that international cowoperation and the external relations concerned
with these matters acguire special importance.

In the paragraphs which follow, in order to give them special
emphasis, some proposals are repeated - many of which have already
been set forth in the chapter already mentioned - which seem relevant

to the purposes of this part of the document.

3/ ' This is briefly referred to in chapter I of the first part of
: this study. '

/In the
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In the first place there is no doubt that it is necessary to
install and iﬁprOVe:mechanisms of the public sector to assist in the
search for and diffusion of technologies which are appropriate to the
conditions prevailing in the Latin American countries and it is
considered worth analysing the possibility of the Stete taking direct
responsibility for the acquisition of certain technologies in the.
world market.” It is clear, for example, that the success of the
creation and introduction of the so-called "intermadiate technologies'
in the developing countries requires on the part of the State the.
design and implementation of policies to make possible their-development
and 1ncorporatlon. ' '

‘It is also considered important to promote the realization of
the proposals already made in international fora by industrialized .
countries which envisage:

(i) Establlshlng and strengthenlng centres for the exchange
of 1nformat10n between developed countrles and Latln ‘America;

(ii) Promoting the reallzatlon of co-operatlve agreements by -
_means of Wthh small and med1um-szzed farms of the United States and
other developed countrles would provide technology to Latin American
flrms and help in their installation and management '

(iii) . Expandlng and strengthenlng the ‘access of Latin America
to the techn1cal 1nformat10n services of the developed countriesy

(1v) Strengthenlng the efforts whlch are being made to facllltate
the exchange of experlence and information among the develonlng
countrles,':

The promotlon of the measures mentloned and the arranwements and
mechanlsms whlch result frem the consideration of those measures Should
be carried out w1th1n a global concept of technologlcal policy which
recognizes the current 1nequa11t1es between the countries in respect
of their negotiating power in the market of technology; the seriousness
of the brain drain for the\develpﬁing countries; the unsuitability of
many forms of technology deriving from couhtries to be»appiied to
defelopihg countries; and the need for the de#eioping countries to have

access to information concerning the forms of technology available in
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developed countries in order to be able to adopt suitable decisions
and so as to reserve the right to decide on the technology to be
used. '

At the level of Latin America it is highly advisable fo:

(1) Promote regional and sub-regional mechanisms for exchange
and co-operation;

(ii) Promote the substitution of local engineering for imported
technical assistance services;

(iii) Improve the apprenticeship processes in the firms which'
use imported technology; - ‘ ' -

(iv) Encourage -the diffucion of ‘technological advances to the
rest of the economy.

Various Latin American countries have been encouraging domestic
research and the developwent of technology, particularly on the part
of the private sector. The experiehcé has not been very encouraging,
however. Until now the Latin American countries have not shown any
inclination to programme expenses in research and development and
have limited themselves to passive participation of a fiscal nature.
The research carried out by the public sector has not followed a clearly
defined policy but has confirmed the decisions of research expenditure
adopted by the scientific and academic community. As a result of the
unsystematic and partial approaches which have been followed, there are
some spheres of economic and social activity (health, nutrition,
environmental health, etc.) in which there is'an'urgent need for new -
knowledge and techniques. The social benefits of these needs are
clearly greater than the privafe benefit and fhis justifies the role
of the State already mentioned.

It is finally important to consider whether the national and
regional technological phenomena are in harmony with the evolution
which can be envisaged in each of thé‘economies,n Discrepancies may
arise which would delay or frustrate this evolution. This gives rise
to the need to orient and regulate the technological processes on a
fealistiq_basis which would go beyond the abstract and unoperative

ideas with_whiqh policy in this sphere has often been approached. -

/5. Economic
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"5. Economic Integration

In recent years a range of specific economic co-operation and
integration arrangements between pairs or groups of countries'in the
form of industrial projects, trade agreements and 301nt 1nfrastructure,
projects has emerged with increasing momentum. This action needs to
be stimulated in order to take advantage of 1ts potentlal dynamlsm.
SELA, created. for this purpose, 1ntends to deflne the pOSSlbllltles of
co- operatlon in sectors such as the agrlcultural and food industries,
fertilizers, and pulp and. paper, among others, as well as to serve as .
an organ for Latin American consultation and co-ordlnatlon in respect
of third countries and at 1nternatlonal meetlngs,‘ 7 .

This specific action should be complemented by parallel advances_
in the 1ntegrat10n processes; these processes can prov1de the general
framework for that action and create greater effectlve 1nterdependence
between the economies of the countrles coverlng a broad range of
productlon sectors. Experlence seems to 1nd1cate the adv;sablllty of
providing greater flexibility to the 0perat10n of these processes, )
taklng into account the major dlfferences which ex1st in the levels of
development of the countrles which form part of them. '> _

The proaects can also be used to correct the 1mba1ances between
countries orlglnatlng in these dlfferen L] and reflected both 1n the
trade def1c1ts or eurpluses of varlous countrles w1th the area and in
‘the diverse structures of thelr exports and 1mports to 1t.

(a) ‘' Strengthenirg, flexibility and raporochement of the in tegratlon
schzmes

e

- The ‘ agreements or programmes for sectors between countries
belonging to different integration schemes:can be realized in a way. -
compatible with the strengthening of these .processes. They'are useful
instrﬁments for the sectors which go beyond the size of a:sub~region:.
and require additional access to or coéoperation-with another»integration
area or'countrf belonging to it. It is necessary to explore thoroughly
the possibility of co-operation between, for example;, the Central

American and Andean Group schemes, or between the two schemes and

/CARICOM, or
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CARIC(OM, or between any of them and one or more of the larger countries
of Latin America which do not belong to those schemes.

In the case of Central America it is of course essential that a
formula should be found that satisfies its aspirations and gives
vitality to the integration scheme. At the same time as progress is
made in this direction in the sectors of the base industries such as
iron and steel, paper and cellulose, machinery and metal working and
chemical industries, it-is necessary to link many of these developments
with the markeis and resources of other countriés so as to give them a
better base of interest and support in broad economic spheres. Programmes
of this type seem feasible in the immediate area of the Caribbean,
with Venezuela through the investment programme such as those already
in operation, and with Mexico or the Andean Group as a whole for
certain industries. These possibilities should provide vitality and
internal cohesion to this regional scheme. They will also serve to
promote a set of major initiatives adopted by the Economic Co~operation
Committee of the Central American Isthmus at its latest meeting.

CARICOM is taking advantage ‘of many possibilities of Joint
action but at the same time there is no doubt that it could proceed
on‘a more solid basis if it had export markets and the necessary
production and specialization agreements with other groups like that
of Central America or the Andean Group or with other countries of
Latin Auerica. .

It also seems necessary to introduce‘more.extensive relations of
co-operation and complementation between associations such as the
Andean Group and the more industrialized countries of Latin America.
Within margins of flexibility in the operation of co-operation and
economic integration- agreements there is .the possibility of trade
concessions between the Andean Group as a unit in relation to each of
the countries. However the basic instrument of linkage could be the
complementation agreements which the Andean Group should be in a
position to negotiate with them. These negotiations would be based
on broad industrial programmes with each of the more industrialized
countries and with two or more of them depending on what proves
advisable iﬁ view of the conditions and industrial activities involved.

/The more
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The'more induotrialized countries, in turn, have already initiated
some partial 1ntegrat10n schemes in their more: advanced industrial
sectors through complementatlon agreements. The experlence, although
limited to a few cases, is very posltlve and shows that any future

actlon betueen these countrles designed to specialize or complement

»

their economic activities strengthens the integrating basis of Latin
Americn and can'provide LAFTA:with-the'new'impuISe it needs. On the
one hand it wouid be necessary to reactivate and redefine LAFTA's &
_complementatlon agreements as 1nstruments ‘of -industrial development. -
On the other, tarlff concessions can also be used which would include
the grantlng of differentiated exemptions to benefit the production

of spe01flc sectors w1th1n each of the industries among these countries
80, as to stlmulate speclallzatlon in the sectors where, for
conelderatlons of economic size, it would be advisable.

~ The selective broadening of the sphere of co-operation by

-groups of countries and industrial sectors would make it possible for
part of the eurplue'demand‘whiohfa particular’region cannot cover with
its own programme to be channelled towards other areas of integration
or countrles of Latln Amerlca ‘which 1n turn can act as purchasers of
other industrial items in which a broader market than tle sub-regional
areefis_reqnired in order to operate on efficient bases of economy..

At a complementary level it is also necessary to:pursue goals:

=

which are not centred in particular programmes but in multilateral
“1nstruments of more general scope which lead to. global rapprochement
between the countrles. In addition to continuing with the progress
env1eaged 1n_the 1ntegréfion'schemes‘in’operation in the region, it
'is possible tojseek other instruments of this type. ~ One channel of
viable and pract1ca1 solution could be the provisgion of a nultllateral
Lat1n American preference which although initially of limited size -.
would serve to eetabllsh a link of Latin Amerlcan scope and promote
balanced nultiiatérelﬁinterchénge between the countries. The
Governments and 1ntegratlon ‘bodies should consider this possibility .
and the speczflc modalltles which could bé used. What is. ‘being. .
”stressed here 15 the value that a link of this type would have for
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the region, especially if the preference were granted by the countries

which have a systematic trend towards trade of a favourable nature and
apply it to interchange among them and with the other countries of
TLatin America. 'it is also suggested that there should be a system of
phases which would make it possible to perfect and extend the
preference, thus adding a multilate;gl element to the agreements

between gfoups or pairs of countries and cfeating at least the channels

.for a general process of convergence of the various systems and

integration groups.
{b) P0551b111t1es of 1ndu5trlal development and trade

Although the region 15 backward in the productlon of capital
goods and ba51c‘1ntermed1ate goods, the size of its. demand for these
more dynamic industrial products ié similer to thét'of one of the
largest of the European countries with market economies. Although
there are marked differences in resPect.of these qountries,'the‘scope
of the region as a whole, and even of'part of it,'oanrsupport additional
development of great. importance through economic units of suitable size
and possibilities which go beyond the current modalltles of co-operation,

It is highly adv1sable to promote the establishment of a regional
industrial and trade co-operation policy aimed at encouraglng the
development of a group of strateglc industries (chemlcal, non—electrlc
and electric machinery, transport equipment) on the basis of the joint
TLatin American market or of varlous combinations of it. If in these
gectors the region manages to meet 1ts demand in s1m11ar proportions
to those of advanoed economles this will lead to very con51derable
gains. It would mean that the region would functlon as a hlghly
integrated economy in competitive conditions 51m11ar to those
prevailing internationally.

It is envisaged that for certain industries of greater complexity
the broadest.possible Latin American ambit would be necessary to
stimulate their developmeht. However they may also require very varied
nodalities and scope. The medium and small countries will find certain
possibilities for the development of some of these industries within

the sub-regional schemes of which they form part. In other cases it
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will be worth basing thie industrial development of broader scope on

o—operatlon between dlfferent 1ntegrat10n schemes or between one

1ntegrat10n scheme and ccuntrles whlch complement it with their resources

and capacltles, in the f1nanc1a1 ‘technological or organizational:

spheres or because of their industrial structure linked with the
new developments, It should be stressed that the use of formejof‘n

multiple co-0peration adopted in accordance with the needs of_each_
case contributes torensuring'e role for the medium and small countries
and also to extending the scope of 1ntegrated development together with
the general Latln Amer;can preference, The restructurlng of the Central,
American Common Market_withieffective mechanisms of industrial
programming and the progress of the Andean Group in sectoral programmes
of industrial development offer a broad base for these, programmes.
LAFTA alsc has. 1ndustr1al complementatlon 1nstruments for activating
advanced 1ndustr1al development In these circumstances broad recourse
Hshould be made to the ad-hoc instruments and programmes mentioned in
the flrst paragraph of thls sect1on._ _ o

These co-operatlon agreements for the development of 1ndustr1a1
sectors will give rise to Opportunltles of joint investment which will
_undoubtedly strengthen the economies of the countries and their
respectlve 1ntegrat10n, The promotion of this investment: is.an ideal
sphere for SELA to‘st;mplaterthe realinationkof broad scale industrial
projecte,'the‘organization of multinationalnLatin American enterprises,
the.development'ofkmajor infrastructure, transport_andacommunications
projects and others vhich fali'within‘the.area of .compelence of SELA
and which withrtimerwill becone points of support and‘integration‘
nuclei of great importance. '

(e) Payment agreements

. The system of payment preva;llng in Latln America are capable of
being broadened and extended in two directions: in respect of the types
of payment included in the agreements and the time-limits within which
the balance is liquidated. A greater extension of these time-limits

would make it possible to increase the currency savings and stimulate
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trade and the same would be attained if the coverage of such systems
vere extendéd to new types of transactions. The mechanism could also
be made more efficient if the apgreements existing .in the region could
be linkeﬁ together.so as to extend to the region as a whole the
multilateral nature of compensation. In order to attain the desired
effects it would naturally be:neCessary too to increase the reciprocal
credit wﬁich finances trade in thé periods between liquidizations.

An additidnal'possibility for extending these agreements which
should be carefully studied is that of transferring part of the credit
involved in operations among the central banks to Latin American
importers or exporters. In this way the incentive to currency saving
generated for the central banks would be combined with the dynamic
incentive of credit which could be transferred with the guarantees
considered necessary. It would perhaps be possible to study mechanisms
among the commercial banks to ensure that in no circumstances the
central banks assume risks of a commercial nature.

At the same time, and in order to facilitate a somewhat more
rapid advance in the integration process, it is necessary to broaden
the agreements of mutual support to balance of payments to a considerable
extent, maintaining their links with interregional trade. In this
way there would be an additional line of defense for the cases where
the integration process itself could provoke temporary imbalances in
trade.

Another possibility which should be borne in mind is the
establishment of a mechanism of medium and long~term credit linked to the
acquisition of products in the regicn. If the surplus countries made
resources available to the deficit countries in order to finance
acquisitions in the region, and if they in turn added their own
resources for that purpose, a considerable multiplying effect to the

initial financing would be secured.
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The payments and balance .of payments support mechanisms.already
mentioned haye already been tried out in practice so .that:their extension
would require political will rather than long additional studies.
However, the medium and long-term credit mechanisms linked to
acquisitions in the region; and also the extension of credit in the
payments agreements with exporters or importers, require careful
_énalysis before any attempt.is made to implement them, but it is

"wortn orienting efforts.of analysis-in these directions.
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