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INTRODUCTION

The contrasts of development

1. The problem of economic development is essentially one of rapidly
assimilating the vast wealth of modern technology in order to raise the
living stardards of the broad masses. Considerable difficulties stand

in the way of solving this problem, both because of the tremendous scale
of the process of transferring technology and because of the special
circumstances in which it takes place.

2., These circumstances offer very sharp points of contrast. Modern
technology requires considerable capital, which can be accumulated without
undue hardship in the more developed countries because of the high level
of per capita income,

This technology, which was built up gradually during the evolution
of capitalism, has now to be absorbed by the Latin American countries with
levels of per capita income and a capacity for capital formation much
lower than those of the more advanced countries,

No such contrasts existed in the latter countries, or at least they
did not exist in the acute form in which they are found in the countries
now in the course of developmert. When technology was being developed,
innovations were translated into new forms of capital to the extent
permitted by savings capacity. Naturally there can be no turning back
of the clock to reproduce forms of capital that existed long ago in the
more advanced countries, when their per capita income was comparable
to that now prevailing in the ILatin American countries. Nor does modern
technology offer, except to a very small extent, alternative solutions
that can be applied when capital is in short supply.

3. On the other hand, it must be pointed out that the Latin American

countries are not making full use of their savings capacity., The high-

income groups tend to follow patterns of consumption that became possible

in the more advanced countries orly after a long period of development,

The existence of such patterns in conjunction with a low average per capita

income is due to the fact that income distribution is heavily weighted

in favour of the groups that hold a dominant position in the social scale,
/Hence, the



Hence, ths pattern of incoms distribution is one of the most serious
obstacles to economic development; but it is also a source of social
tensions, which lead to increasingly insistent demands for redistribution.

In the development of the niore advanced countries, capital accumulation
preceded income redistribution, which followed later as the political and

rade union power of the masses became stronger.k In ILatin America the
problems of capital accumulation and income redistribution terd to arise
at the same time,

Nevertheless, whatever action is taken to make more effective use
of Latin America's savings potential, the low prevailing level of income

sets limits that cannot be exceeded under the present institutional system.
The high rate of population growth

L, There are further points of contrast. The falling death rate seems
to have been largzly a sociel phenomenon in the historical development
of the more advanced countries., It was a consequence of the steady
improvement in living conditionsj; and this improvement also created

- although not on the same scale - social conditions conducive to a drop
in the birth rate,

In Latin America, on the other hand, the fall in the death rate is
making itself felt much before those social corditions have been able
to affect the birth rate.’ The fall in the death rate is a technical
rather than a social development, due to the rapid absorption of techniques
for the prevention and cure of disease.

There is no reason why raising living standards in Latin America
shoﬁld not bring about the same change of psychological attitude, conducive
to a lower birth rate, as it did in its day in the more advanced countries,
But this process takes time, and in the meantime the rate of population
growth has reached an extraordinarily high level, much in excess of anything
that occurred during the evolution of capitalism.

We are faced with a problem that is all the more delicate in that
it touches feelings that are very deep-rcoted in Latin America and which
cannot take second place to purely economic considerations.

/The pressure




The pregsure oi consumpiion-and capitol formation

5, Be that as it may, the rise jin the rate of growth of the popuiation

makes it even more imperative to increases the investment coefficient, But

.

there are strong forces working in the opposite direction. The technique

of the maszs disscmimatlion of information and ideas is premagated much more
guickly than productive technique, which is another discrepancy in the
uneven process of permeation of techmique that is so vital to Latin America's
cecnomic development.,

As regards consumption, this fact is evident in the propensity of
countrics that are developing to adopt the ways of life of countries with
a much higher income level, The broad masses of the population are by no
means excluded; on the contrary, the propensity reveals itself with
increasing clarity in both individual consumption and social consumplion
through State experditure.

The dymamic value of the incessant emergence of new needs and new
forms of consumption should not be ignored. It could become a strong
incentive to increased productivity and, in some cases, might counterbalansze
a certain proclivity in the rate of personal activity to decline whenever
income levels rise, A
6, What should be dove, thereforce, is not to oppose the techniques for
the dissemination of ideas amd infocrmation but to enlist their co-operation
in the service cf cconomic develcpment. In this sense, resolute efferis
inuat be mads to promote capital formation., If the biocad masses of the
Latin American population are easily induced to consume, this doss not
imply that they are ircapzble of shouldering the responsibilities of
capital formaticn as well, This is a key point in Latin Americals economic
developnent, sgince, if the movement in favour of income redistribution is
not accompanied by a new attitude predisposing towards popular capital
formation, it will be impossible to bring about a steady improvement

in the lower-income greups! level of living.

/The permeation
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The permestion of technigue and structural changes

7. It is essential that the process of assimilating productive technique
should spread to all internal activities in order to rebtify one of the

most notorious distortions caused by the uneveness with which this technique
originally penetrated. This technique has not percolated from the centre

to the periphery, as, so to spéak, in communicatirg vessels, in an even
flow to all parts of the economy alike. Where natural fesources were more
aburdant, it was directed almost entirely towards the development of

exports and ancillary activities. It did not move towards the areas that
were technically‘backward,. where, in fact, the pre-capitalist technique
prevailed,

No external effort whatsoever was made to transform this unilateral
development structure and to remedy these great technological discrepancies,
On the contrary, they all became part of a characteristic concept of the
natural order of ihe economy, according to which the primary functicns
in the internatiomal division of labour were assigned to the periphery.

8, Contemporary productive technique is currently spreading among internal

activities and this entails constant changes in the production structure,

in which industrialization plays a dynamic and supremely important part.

These changes in internal activity and the concomitant wage increases are

progressively strengthening the capacity of the countries on the periphery

to retain the fruits of their technological progress ror application in

their export activities. But, except in special caées; these results

tend to be transferred outwards, the more intensively the greater the

disparities in technology and productivity betweenvexport and internal

activities, ' ‘

9. The prevailing system of lard tenure is one of the ma jor impediments

to the extension of technology, apart from its effects on income distribution.

It is common knowledge that productiviiy is generally very low in the internal

agricultural sector. But this evil cannot be grappled with by a mere

redistribution of land, without reference to the overall economic development

problem. In actual fact, unless the rest of the economy grows at a

satisfactory pace, it is impossible to absorb the population that is
/displaced by
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displaced by the introduction of modern techniques into agriculture or

to find an adequate outlet for the increase in agricultural production

that is not destined for foreign markets.

10. The structural changes entailed by the penstration of technology

cannot be confined to the internal market. To achieve meximum productivity,
it is essential that production should become specialized and grow to

a suitable scale. Truths as well known as these have been deprived of

much of their meaning in Latin American development. The outdated mould

has been preserved, in which each Latin American country individually
converged towards the centres and little reciprocal trade was carried

on. Industry has developed irwards, neglecting opportunities for develeoping
new exports, while agriculture has also tended to withdraw within itself,except
in the case of traditional export commodities although not all of them, Accorcé-—
ingly, the common market is a necessary forerumnner of technical progress, and
the long and arduous advance towards their objectives has already begun.

1i. The problems of economic development are actually problems of transition:
the transition of the Latin American countries té higher levels of production
techrnique in which the entire labour force will have the opportunity to
achieve levels of productivity close to those in the more advanced countries.
Hence, the changes cannot be limited to the economy. They have to affect

man himself and erdow him with the necessary skills to manage and organize

the new production technique.

12, Economic development therefore calls for a conscious and resolute

effort to influence the forces of the economy so as to bring about all the
required structural changes in an orderly and systematic manner, This is

to a large extent the duty of the Stete which thereby assumes new and
difficult responsibilities. Generally, in the lLatin American countries,

the State is in no position to take on such responsibilities; no economic
development policy can, hcwever, be effectively formulated or executed

unless the State prepares itself to assume such responsibilities,

/Significant changes
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Significent changes in the volicy of interrational co-operabion
il ; pera

13. The rew turn which the very idea of intermational co-operation is now
taking is of decisive importance for development policy. When international
finance contributed solely to the explecitaticon of peripheral resources
with a view to promoting the development of the centres, the unilateral
penetration of technique into the primary producing countries was fully
compatible with the maintenance of traditional structures. Indeed, the
stability of such structures was conducive to the unilateral expansion

of exports whatever the degree of political inétability. The policy of
international co-operation now tends to pursue a very different aim: to
help the developing countrics to increase their own rate of growth and
correct the substantial disparities in income distribution in order to
improve the standard of living of the broad masses. Such bold aims cannot
be achieved without the transformation of the existing structures.

1/ The policy of international co-operation is thus taking on a new
meaning consistent with the popular dimensions which economic development
policy is assuming to an increasing degree, popular dimensions not only
by virtue of the nuture and scale of the aims pursued but also because

of the new responsibilities which they involve.

If development policy reguires the understanding of the ruling circles
as to the absolute need for structural changes, the exercise of the
responsibilities referred to by the mass of the veople has deep significance
from the economic and political angles alike,

Basically, the most important policy problem as regards development
consists of mastering the art of achieving and constantly maintaining an
adequate rate of investment financed from national savings. Savings must
be increased at the expense of present consumption by the affluent groups
ard of increments in popular consumption, as per capita income rises. The
stronger the effort to restrain such increments in popular consumption, the
greater will be the recourse to measures of ccmpulsory saving; and the
wider the use made of ccmpulsory saving, the more serious the danger of
compromising freedoms deeply rooted in the Latin American countries, whatever
their political vicissitudes may be.

/Hence the
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Hence the part .- and it may well be a decisive one ~ to be played
by international resocurces is to corntribute to the rapid growth of
ver capita income, so that increased saving does not seriously jeopardize
the chances of expanding populér consumption because, aparh from its political
effects, this might considerably weaken the incentive to raise productivity.
15, A policy of co-operation, however, would not alone suffice to cure
Latin Americals economic and social ills., If it consisted merely in
sporadic bouts of action, dictated by immediate circumstances, it would
be no more than a palliative, Nor could the most determined policy of
structural reform forge ahecad untrammelled by difficulties in which the
institutional system itself would be involved, if co-operation policy
failed to fulfil the promise of recent events as regards its breadth

of scope, and the course to be pursued.

Yoreign and domestic private enterprise

16, Foreign private capital may play an important part under such a
policy. But the change of direction that this entails suggests that this
guestion should not be approached in the light of the same criterion that
governed certain nineteenth-century concepts whose influence has maintained
its ascerndancy until far on in the twentieth century. Foreign private
capital, besides making its immediate productive contribution, must be

a powerful instrument for the diffusion of technology; that is, it must
help to ensure that the latter is assimilated both by the technicians

ard by the entreprensurs of the country concerned, instead of remaining
the exclusive prerogative of the foreign experts who introduce it. Once
technology has thus been cdisseminated, these local entrepreneurs and
technicians will be able, in the course of time, to emulate those of
more highly-developed countries,

Unless an attempt is made to bring about this gradual and progressive
technological levelling-up, in the highest sense of the term, the steady
advance of development will be impossible, since differences in training
levels and the inaccessibility of certain techniques to local personnel
will breed discord, Development will be neither economically sound nor
politically stable,

/Herein lies
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Herein lies the xey to the solution of more than one problem, sirnce
lower standards of technology give rise to urderstandable inferiority
complexes, whereas techrnological levelling-up, by strengthening the
idea of equality of opportunity, will make a noteworthy contribution to
the fruitful association of domestic and foreign elements in the wide
field of private enterprise.

17, All this is of great importance for the efficacious operation of the
sysiem of private enterprise. The Latin American peoples are fundamentally
endowed with plenty of persoral initiative, which has developed to a
remarkable extent where conditions have bsen favourable, The significance
of this point for development policy is profourd. A huge private
enterprise potential exists, of which it has been impossible to take
advantage because of the serious shortcomings of the educational system.
The systematic training of the broad masses at all levels of technicue
could open up vast horizcns for individual initiative by producing and
promoting the social mobility of dynamic elements which at present are

to a large extent wasted., It will be no easy matter to tackle this
problem in a latin America whose countries have not yet been able, in a
good many cases, to eradicate illiteracy. It also reflects a social
complex which is unfavourable to economic develcpment,

There can be no denying that herein, and in the strength of capital
accunulation, are to be found two of the most importaat elements in the
dyramics of other systems of development which are reflected in high rates
of growth., The deficiency of such elements in lLatin America detracts from
the efficacy which characterized the system of private enterprise, under
the aegis of the free interaction of the forces of the economy, when the
capitalistic development of the more advanced countries was at its height,

Theres is something paradoxical in all this, since the endeavour to
reproduce the outworn patterns of capitalistic development is precisely
what is preventing the system of private enterprise from making the most
of its potentialities,

/Chapter I
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~ Chapter I

REDISTRIBUTION CF INCOME AND THE
ACCUMULATION OF CAPITAL

Disparities in distribution

1. As was the case during the economic and social evolution of the
great industrial countries, the progressive improvement in the level

of living of the people of latin America depends essentiélly on the

rate of growth of income and its proper redistribution. But there is

a basic difference between the two cases; already referred to in the
introduction to this paper: in the industrial countries the accumulation
of capital essential to growth took place prior to redistribution,
whereas in Latin America the problems of accumulation and redistribution
tend to arise simultaneously., Consequently we are faced with a new
situation, which cannot be dealt with purely on the basis of past
experience,

A higher economic growth rate naturally calls for a speedier rate
of accumulation. The present rate of investment is inadequate. This
is attributed to the low average per capita income, and there are good
grounds for advancing this argument, but it is not a complete explanétion.
2, This low per capita income in fact covers great disparities in
distribution, which, moreover, usually tend to increase rather than
diminish with economic development. There is no doubt that herein lie
practical possibilities of increased investment,

No reliable data are available on income distribution or on these
possibilities of increasing investment at the expense of the consumption
of the higher-income groups, but one important consideration leads to
the conclusion that this would not bz enough to bring about a satis-
factory rate of growth,

The question is one of increasing investment not merely in the form
of specific capital goods, but also in the form of social investment in
education, housing and health, which is usually very precarious in

Latin America. A major effort is needed in this respect, both to improve

/the immediate
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the immediate outlook for the broad masses and to help attain the

great economic aim of increased rroductivity.,

Combire® use of national and international resources

3. In view of this need, it is éssentiql for international resources
to be made available on a greater scale than in the past, in order to
increase the rate of growth., But the provision of such resources would
not absolve Latin America from the obligation to reduce excessive
consumption in order to promote economic and social investment.

This is a vitally important point; the provision of international
resources must not be a mere palliative for the economic and social ills
of Latin America. If it is not accompanied by measures for the effective
use of national resources, it will be largely abortive from the standpoint
of economic development, ‘

The key to the problem ig the proper combination of both types of
resources, International resources cannot bridge the gap left by the
absence of a national endeavour to increase investment, nor can the
intensification of such a national endeavour fill the gap left by the
lack of a vigorous policy of international co-operation,

Le Such a combination would seem to be desirable from another standpoint:
in addition to being a crying domestic need, the reduction of income
distribution disparities also has some bearing on the policy of inter-
national co-~operation, since it is hard to see how the provision of
international resources could be on a sufficiently generous scale if

the high~income groups in Latin America are not making their full
contribution towards meeting the requirements of development policy.

Fopular capital formation

5. The prdblem must be viewed as a whole and from a dynamic standpoint,
If the level of living of the bulk of the population is to be improved
by redistributive measureé, no static'formula will do, The consumption
of the higher-income groups must inevitably be restricted so that
economic and social investment may be increésed. But it is ineon-
ceivable that a redistribution policy could be applied for the purpbse

of directly and immediately>raising‘popular levels of consumption, without

/some sacrifice
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some sacrifice of such investmenti The end in view ean only be
progressiveiy achieved ak per_capita income rises and its distribution
is improved., And precisely what is required to increase it is the
expansion of investment by means of the above-mentioned combingtion of
resources, . ,

Even so, the progressive redistribution of a growing income cannot
bring about a parallel increase in popular consumption. 'The upward
trend of the latter must be slower than that of income, so that the
rate of investment may be raised until the level necessary for the
maintenance of a satisfactory rate of economic development is reached.
6. Herein lies the most difficult aspect of the problem, where new
solutions are called for to a greater extent than in other cases:
namely, how to augment capital formation as the pattern of income
distribution changes., )

Without capital formation on the part of the broad masses, redis-
tribution policy will have adverse effects on economic development, But
although the saving of the higher income groups is inadequate at present,
it is much greater in relation to income than that of the rest of the
population, And the disparity would be still wider if incentives to
saving on the part of these groups were provided, ,

Redistribution and development are needed at one and the same time.
And it will be impossible to achieve this unless alongside the politieal
and syndicalistic power of the broad masses their economic power is
developed, and with it their clearly-defined responsibility within the
process of capital accumulation, .

This is a matter not merely of propagating passive saving practices,
but of stimulating active popular participation in capital investment

and, in a wider sense, in satisfying the demands of economic development,

Origin and rectification of substantisl disparities

7. Income redistribution has two facets. The first of these relates to

the origin of the substantial existing disparities., The second comprises

the disparities themselves, In former times, the great disparities

referred to largely derived from the land tenure system and from the

rise in the value of land with the progress of the community. This
/problem still
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problem still sur?ives,:invébme cases in an intgh;ified form, And-
other disparities due to diffeféﬁt cause5~haVe"é§;dug;ly been super-
imposed on those (7 earlier date. Their origins ihcihdéio#er-protection
of industry, practices designed to restrict competition = which also
discourage technical progress -, the regressive consequences of inflation,
State intervention in the economic decisions of individuals, and many
other distortions, ' ' '

Conéequently, the problem consists not only in redistributing =
income with a view to théﬂprogressive reduction of the disparities in
question, but in striking at their very roots. Apart from their =
magnitude, there is a fundamental difference between the disparities -
resulting from arbitrary transfers of income and those deriving from
the greatef or lesser contribution of individuals to technical develop= !
ment and to the increasing efficacy of the production process, The' -
former militate against economic development, whereas the latter are
an éxpreésion of development itself.
8."”'As’regards redistribution, in the course of history it has
intrinéically resulted fromytwdlforces, in addition to the economy's-
own momentum - the organization of the trade unions, and’ taxatiomy’

The power of the trade unions is increasing considerably in the
Latin American countries. But in some of these it is not yet effective
enough to ensure that wages are adjusted correlatively to the increase:
in productivity., What is more, it has not been possible t6 éorrect ‘the -
adverse effects of investment=induced inflation; Here, in the last” =
analysis, is to be found a very serious manifestation of the relative -
abtindance of ﬁnder4pr6dﬁétive'manpdﬁer'ih'primary activities, artisan
industry and unskilled services. Its persistent préssure:tends to::
préélude a rise in real remunérations, 0 o« 7

But the reverse has occurred in some:cases, where the trade:unions
have wielded their power in order. to raise wages above:the point warranted
by productivity and the entrepreneurs!. profits, : The: result has been the
inflationary spiral, with all its frustrating and distortive effects, .

. C <+ .. i <. ¢ [Incentives to
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Incentives to capital formation

9« These circu: stances partly -etermine the action of the State ehd piace
a greater respon:ibility upon it when the weakness of the trade unions
leaves income distribution exposed to the free play of economic forces,
Through taxation the State may exercise a considerable influence over
income distribution and capital formation. But, on the whols, ‘it cannot
be said that good use has been made of its opportunities, In some.cases,
taxes have come to form a high proportionof the economy's aggregate revenue,
but only a relatively small part of the resources thus obtained is assigned
to capital investment, the remainder being used to cover current expenditure
in which social investment is not invariably given the priority it deserves,
From another point of view, it is unusual for the high-income groups
to contribute to the full extent of their_possibilities, either because
the tax system is regressive or because tax evasion makes a mockery of
taxation itself or of proper tax collection, _

. Puthermore, .tax interests seem to have prevailed over economic
considerations. Although investment is insufficient, the proportion of
income that is consumed receives the same tax treatment as the proportion
that is allotted to investment, Nevertheless, some reforms have been
introduced with a view to stimulating investment and discouraging consumption
by the high~income groups. This is an avenue which calls for thorough
exploration, .

It is undeniable that this tax dlfferent:.atlon tends to rectlfy
disparities in consumption but not in the capital formation deriving there-—
frome The inheritance tax is of course the ultimate correctite.

10. When the State, instead of taking this course, resorts to taxation in
order to avail itself of resources available for investment, this does not

mean that 1t is obliged to use the whole amount Qtrectly. The use of

part of these resources for promotlng private action through development
institutions has proved to be effective in severzl countries. But no
assistance has been forthcoming in this connexion from international
sources except on a very small scale, None the less Iatin American private
activity offers great opportunltles for absorblno those resources tnrough

.

these or other ‘suitable channels.

/11, Apart‘
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11. Apart from its 1mmed1ate econonic repercu331ons, this method of
contributing cap? tal to Iatin kverican private enterprise helps to raise
the national saving coeff1c1ent. Elsewhere in this study reference is
made to the fact that the periods allowed for amortizing international
loans are frequently very short from a balance-of-payments point of

‘view. But if'this question is ‘viewed from the angle of capital formation,
amortization periods - for both netional and international loans = should
be much shorter than the period alldWed for wear and tear or obsolescence
of capital, since it thus becomes p0551ble to save a larger proportion

of the 1ncome generated by the investment of capital.’

12, The loan of investment resources as a means of promoting the eventual
formation of capital does not have to be confined to enterprises, It may
also be extended’tovworkers. This maey turn out to be one of the most
effective means of popular capital formation and should therefore be given
some consideration. The use of credit for the purchase of durable consumer
goods has been rapidly gaihed ground in the latin American countries. This is
clearly a way to afford the broad masses of the population access to goods
which it would be diffieult for them to obtain in any other way. -But this,
in common with inflation, is a grave threat to saving practices, Could
not such practices be encouraged by credits intended for the purchase of
securities by the workers themselves, either in the enterprises in which
they work or in others? These possibilities should be explored and the
organizations that finance development might play a very important part in
this respect.

Iloans for capital investment have so far been made direct to.enter=
prises, A substantial bart could be made indirectly, i.e. through loans
granted to workers for the purchase of securities, Reference has just been
made above to the need for international eredit institutions to devote
a large part of their operations in latin America to encouraging incentive
on the part of firms and concerns in the area. These operations could be
co=ordinated, in one way cr another, with the grOW1ng participation of
workers in the capital formation process.

13, The Iatin American countries usually face a’very serious problem of
capital formation in their public services. The use of international

assistanoe for the purchase of securities in these services could have

/very important
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very important repercussions on the accumulation of capital and on the
management of th= enterprises. The participation of the producers
and users of such services could provide a new way out of the frequent
dilemma of choosing between foreign ownership and management by the
State.

14, There is now reason to ask to what extent such incentives or tax
incentives would be sufficient to raise the coefficient of national
savings, or whether coercive savings measures will have to be used,

Under the existing institutional system the limits to compulsory
savings are much nearer than in other systems, and it is natural that
this should be so, as therein lies one of the fundamental differences
between the existing system and other systems, In view of this limit,
and the desire not to overstep it, international financial assistance is
inescapable.

This, in the final analysis, is the meaning to be attached to
international assistance as part of a new approach to the policy of
international co-~operation: compulsion in capital accumulation must be
reduced, or totally avoided if this is possible, so long as spontaneous
capital accumulation is not adequate to maintain a satisfactory rate of
economic development. Once sufficient spontaneous capital accumulation
has occurred, international financial assistance will no longer be
inevitable, but may continue to be useful, particularly in private enter-
prise as an instrument for propagating new techniques or strengthening

economic interdependence.

/Chapter II
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Chapter II

STRUCTURAL CI'::NGES IN THE ECONOMY AND
FOREIGN TRADE

/

l. Industralization, its flaws and shortcomings, discrepancies

in demand and intensity of growth

l. The progressive industrialization of Latin America, as an essential
step towards economic development, is based on a simple and well-known
fact: as per capita income rises, the demand for industrial goods tends
to grow faster than the demand for primary commodities, This is due to
changing patbems of demand and of production technique,

If the relatively heavier demand for industrial goods could be met
from imports paid for with exports of primary commodities, without
detriment to the price of the latter, the need for industrialization
would not be inescapable, What happens, however, is that exports of
primary commodities are alsc subject in the rest of the world to the
same disparity in income-—elasticity as demand and this disparity is
usually accentuated by import restrictions on primary commodities,

This is the main reason why exports of primary commodities from
Latin America have been relatively slow in expanding, although this is
also partly attributable to certain deplorable mistakes in economic
policye.

There is no sign that this tendency for exports of primary commodities
to increase only slowly will change in the foresceable future, Thus,
if the rate of development of the Latin American countries is to be
expedited, industrialization must be speeded up even more,

The scale of this structural transformation of the economy is in no
way arbitrary. To ‘achieve a given rate of economic growth higher than
the growth rate of exports of primary commodities, the process of -
industrialization also has to reach a given magnitude with due regard to
the intensity of demand for industrial goods,

A1l these tendencies can be expressed in quantitative terms, and
this must be done for the purposes of formulating the specific objectives

of economic development policy. .
/The basic
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222 basic glgwa in indgstrallzatiog

2, Although the volume of indust rial_productlon is not arbitrary,
its composition hs proved to be so in Latin American experience, From
this point of view, the process of industrialization suffers from three
main flaws which have weakened its contribution:to improving the. standard
of living. These are: (a) all activity industrialization is directed
towards the domestic market; (b) the choice of industries to be
established has been based more on reasons of circumstance than on
considerations of economic feasibility; and (e) industrialization has
fajled to overcome the external vulnerability of the Latin American .
countries, , -

3« The excessive channelling of industry towards the domestlc market £
is a result of the development policy pursued in the Latin American
countries and of the lack of international inecentives to exports of
industrial goods from the area.:

‘Development policies have been discrlminatory as regards exports.
Assistance had been given - through tariffs or other restrictions -~ to
industrial production for internal consumption but not to industrial
production for exports, The production of many industrial goods has
thus been developed at costs far above international levels, when such
goods could have been obtained with .a much smaller cost differential in
exchange for exports of other industrial productss - The same could be
said of new lines of primary commodities for export and even of traditional
- export commodities within certain relatively narrow limits,

It would not, however, have been enough to place production for
export on an equal footing with production for the domestic market, In
the large centres, measutres would have had to be adopted to facilitate
impports of certain industrial goods from the developing countries,:
thereby giving these countries a greater capacity to import precisely
those goods for which there is an excessive difference in cost. In this
way, a very useful division of labour would have developed in the.
industrial field, very different from the traditional pattern of trading
primary commodities against industrial goods.

- Until recently, no serious.effort had been made to establlsh such a
division of industrial activities even as between the countries of Latin

America, /h. As
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Le As regards the second flaw in industrialization ~ the frequent
absence of considerations of economic .feasibility -,vthis is largely

due to the lack ¢l a far-sighted-policy, whieh was naturally very
difficult to establish at a time when the countries of Latin America
had little expérience in that respect, The proeess of industrialization
has been neither continuous nor regular, It has been given a strong
impetus by force of circumstance, i.e., when there were import diffi-
culties because of a scarcity of forelgn currency or because of
conflicts abroad,

On such occasions, there were restrictions where they were easiest
to introduce without upsetting the development of the internal economy,
namely on imports of finished items, particularly consumer goods, ' Thus
the industries producing such goods sprang up, The easiest course of
action, however, is not always the most economic. In many instances
the production of certain raw materials, intermediate industrial goods
or capital goods would have resulted in a lower cost differential with
respect to the international market than was the case with consumer goods.
5¢ The combination of the first two flaws in the industrializatioﬁ
process leads to the ihird: failure to have strengthened the structure
of the Latin American econoriy to withstand external fluctuations and
events. For want of a proper division of labour in industry - as also
in agriculture -, the policy of import substitution has had to go much
further than would otherwise have been necessary. As preference was’
given to import substitution in respect of consumer goods, this trend
either ended or is about to end in the almost complete substitutiop of such
goods in the more industrially advanced countries of Latin America, Imports
are thus confined to the raw materials and intermediate goods essential
for maintaining current ecbnomic activity, and also to capital goods.

This brought about a new kind of vulnerability resulting from the
disappearance of the reducible margin of imports. When exports decline
cyclically, inability to import essential goods has an unfavourable

effect on the growth rate and even leads to a contraction of the economy.

/Protection and
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Protection and the downward trend of

the terms of trade

6. Tt was stated above that industrialization is a sine qua non of
development, In view of tﬁe:éonsidErable differences in technological
levels and capital intensity as between peripheral industry and the -
major eentres, the former usually has a much lower productivity, which
is not offset by commensﬁrately‘lower wages, Hence the need for
customs prot;ction or some other form of subsidy, in other words, a -
deliberate industrialization effort,

It is possible to conceive of spontaneous industrialization in the
abstract. If wages were lower in proportion to the differences in
productiﬁity between peripheral industry and the big industrial centres,
there would be no need for protection.;/ Nevertheless, this would mean
a ‘sizable loss in real income for the primary producing countries,
since, except in special cases,‘the drop in wages would be accompanied
by a deterioration in the external terms of trade,

This point Justifies a brief digression in view of its vital
importance. One of the dynamic functions of industry - and of the
activities that develop in conjunction with it « is to absorb that
part of the increment in the active population that is or may be
rendered redundant in primary production as a result of technical
progress., Protection allows industry to carry out this function of
absorption at the prevailing or even a higher wage lsvel,

Without prbtection, the increase in the active population would
exert pressure on wages in primary‘production, and their consequent
decline would stimulate exports, Except in special cases, the prices
of exports would also drop, in view of the limitations of external demand,

In this abstract train of thought a decline may be imagined of such
magnitude that wages would of fset differences in productivity in relation
to the big centres. The point of spontaneous industrialization would
then have been reached, but at the expense of a deterioration in the
external terms of trade, '

LN

1/ The term "protection" is used here in its widest sense, that of any
type of subsidy accorded to an activity,
/Protection tends
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Protection tends to counterbalance the depressive effects which the
growth in the active population would otherwise have on wages in primary
production and on the terms of trade. Thus, protection not only helps
to ward off a decline in wages, but also enables wages to rise propor-
tionately to the increase in productivity in primary activities,

In fact, technical progress in primary activities is not enough
to raise wages, It is essential that the increment in the active
population, which is not redundant there, should be absorbed into
industry and other activities, thereby enabling primary activities to
keep the results of their technical progress through a rise in wages.

If this does not happen - and there are no measures of any other kind
to prevent it from happening ~, the export activities could transfer
abroad most or part of the fruits of their increase in productivity, or
even more in extreme cases, '

7. This is the argument upheld in this study. There is a tendency for
the terms of trade to deteriorate, and deliberate non-spontaneous
industrialization offsets this trend, The extent to which it is able
to do so depends on the relative intensity of the industrialization
process, if, despite industrialization, deterioration takes place,

it is a clear indication that the process has not been intensive enough
in scope as well as in productivity to check it,

The depressive effect on wages is not always revealed in deterioration
of the terms of trade when there is technical progress, As stated before,
special cases exist, In fact, if primary production comes up against
natural obstacles to its expansion, or is deliberately restficted by
entrepreneurs, wages do not rise nor do prices drop with technical
progress, The only increases are in income from land and the profits
of the entrepreneurs themselves, In this case, the retention in the
country of the benefits of technical progress depends on whether produc-
tion is in. national hands or not, There are also cases in which the
State acquires part of the benefit through taxation, or in which the
same resultshare achieved through trade union action.

8. The foregoing statements on the increase in primary exports should
not be interpreted in an over~simplified way. It is undoubtedly worth

while for the Latin American countries to expand their primary exports,

/provided that
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provided that certain limits set by the world market are not overstepped.
Considerations of economic feasibility also enter into the picture.

The most economic solution would be to promote traditional exports
to the point at which the increase thus obtained in real income was
not less than,that achieved by employing the same factors of production
in industry or in other primary activities for either the external or
the domestic market, But there is no automatic solution and it is one of
the most delicate aspects of economic development policy.
9. The deterioration of the terms of trade is one of the regressive
effects of income distribution which derive from the precarious nature
of economic development and justify a redistribution policy. But in
this case the regressive effect operates in the external field and /

presents the policy of international co-operation with a serious problem;
d

2. Eliminating the basi¢ flaws in industralization

Nek exports

10. Eliminating the three basic flaws in the industrialization process
referred to above calls for corrective measures of considerable scope,
which are not always within the reach of the Latin American countries
and which merit a brief examination,

As stated above, industry has been directed exclusively towards
import substitution to the detriment of exports, be they industrial
products or new primary commodities, The common market provides the
radical solution to this problem. The first step has already been
taken with the establishment of the Latin American Free-Trade Area at
Montevideo and with the Central American customs union., The differential
treatment that the member countries accord one another means in practice
that the importing country is providing a subsidy for the exporting
country. By encouraging exports, this will enable a gradual change to
be made in the structure of production. The subsidy is reciprocal, and
the essential aim of the negotiations is to ensure equivalence of
benefits by means of réadjustments effected in the light of the Treaty's'

execution.

/This principle
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This principle of reciprocity is of cardinal importance in enabling
the member States to forge ahead with determination in reducing and
gradually eliminating customs duties and other restrictions.

However, the readjustments entailed by the application of this
principle, becéuse of their very nature, cannot be undertaken at oﬁCe.
Some time must pass before any country that regularly exports more to
the Area than it imports can correct the situation by expediting its
llberallzation measures. In the meantime, the deficit country will have
'ito draw on its scanty monetary reserves to cover the excess of imports,
whlch may cause it to weaken its own trade liberslization measures,

Hence the need tosupplement‘the Montevideo Treaty by organizing a
system of re01procal credits financed by adequate international funds,
This method, far from being incompatible with>monetary convertibility,
will help to make convertibility a reality. The lack of a credit system
will make the road to the common market much longer and more arduous
than it need be,

The development of industrial exports among the'Latih American
" countries will help to reduce production costs and provide some industries
with opportunities to export to the rest of the world., A policy of
incentives and the co-operation of the large industrial countries could

hasten the process.,

Fconomic merits of the substitution policy

11, It was explained above that the substitution process has been

' directed especially towards the consumer industries with the resultant
distortion and inelasticity of imports, The gradual development of the
common murket will make it possible to embark on co-ordinated import
substitution in respect of raw materials, intermediate products and
capital goods from the rest of the world, and thus to import consumer
‘goods, The same results could be obtained by developing new exports
both within the common market.and to the rest of the world. - Apart from
" being a better economic proposition, this would mean that imports would
become diversified again and recover the flexibility that:.they are now
losing, - Lo
/External vulnerability
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External vulnerability

12, Distortion of imports is exposing the Latin American countries to
a new type of external vulnerability, formerly unknown to them. This
vulnerability comes to the fore when exports fall and there are
insufficient resources to cover the cost of the imports required by the
level of economic growth attained,

The proper remedy is not to curtail income until imports fall to
the level where they can be balanced by exports, but to readjust imports
so that with a smaller volume it will still be possible to maintain the
level of income already attained, and to continue to raise it,

But this presupposes a reducible margin of imports, and there is
the rub. It was already seen that the progressive implementation: of
an import substitution policy steadily narrows the reducible margin
of imports until it is insufficient for the proposed readjustment,
Economic growth then either suffers a setback or its pace slackens,
until the situation rights itself through import substitution and,

whenever possible, the encouragement of new exports. In the meantime,
| these difficulties that beset the economy spur on the inflationary
forces.
13, There is a positive lesson to be learned from this sequence of
events, The source of the trouble is the failure to pursue a far-sighted
policy that anticipates the requirements of economic development instead
of merely attempting to meet them as they arise. It usually happens
that, when exports develop along satisfactory lines, with ample resources
to absorb growing imports, there is no need for such measures as import
substitution and the encouragement of exports,

There is no reason to expect that exports will fall as a result of
pursuing this policy. -In reality, import substitution and the bolstering
of new exports have to be carried on as a continuous and regular process
so long as the discrepancies in external trade referred to earlier have
not been corrected, If such a policy is applied, no increase in exports
will be required to ensure an improvement in internal employment levels,

nor will the latter fall when exports decline, Employment will also

/expand continuously
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expand continuously and regularly at the rate of growth of the labour
force, however exports may fluctuate,

14, Accordingly, the solution of the problem of external vulnerability
is essentially of a structural and not of an anti-cyclic nature, But,
to be more effective, it needs the additional stimulus of certain
anti-cyclic measures, To fulfil this purpose, attention should be
given to ensuring that imports recover their flexibility, particularly
in order to cope with fluctuations of exceptional magnitude., In addition,
other anti-cyclic measures are feasible for taking full advantage of
investment opportunities when exports grow and for promoting the
regular development of internal investment, All this should be done
without precluding any measures of international co-operation that

might be taken to mitigate fluctuations in exports.

3« The peripheral position of Latin America

in international trade

Different meanings of substitution policy

15, Import substitution in respect of industrial goods in peripheral
countries does nbt have the same significance as import substitution in
respect of primary commodities in the industrial centres. There is a
very important difference so far as the policy of international economic
co-operation is concerned, and this derives from differences in the
income-elasticity of demand for imports of primary commodities as
compared with industrial goods, as already referred to above,

The demand for industrial goods tends to grow faster than demand
for primary commodities as per capita income rises., As a result, unless
there is import substitution in respect of industrial items and unless
new export lines materialize, the countries exporting primary commodities,
in order to maintain external equilibrium, will be forced to maintain a
slower rate of growth £han that in the industrial centres; and the
greater the rate of population growth in the primary producing countries
as compared with the industrial centres, the greater the effect of this

trend will be,

/But the
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But the primary objective of any international economic co-operation
policy is that primary producing countries should grow‘faster than the
industrial centres and thereby attenuate the great differences in per
capita income betwsen the two. Such an aim, which is far from fulfilment,
makes it essential to advance resolutely towards substitution in respect
of new industrial lines, o '

Reflection will show that import substitution, kept within certain
bounds, does not mean reducing imports below a level which can be met
from exports, On the contrary, imports substitution in respect of certain
items is sometimes undertaken in order to leave room for larger imports
of other goods required for economic development,

From another point of view, import substitution in respect of
primary commodities in the industrial centres restricts the growth of
primary commodity imports even more, thereby further accentuating the
divergence between the volume of such jmports and the demand for indus-
trial goods in the peripheral countries, This places the latter countries
in a quandary: either they must reduce their rate of growth to maintain
external equilibrium or they must increase the scale of import substitution
and create new export lines to maintain and expedite their rate of
growth,

" Import substitution therefore has a very different meaning according
to whether it is undertaken in the industrial centres or in the peripheral
countries, In the latter, it tends to correct the divergence of trends
without affecting the volume of international trade; in the former, it
tends to aggravate the divergence and jeopardize international. trade.

16, The need to correct the divergence limits the scope of the substitu-
tion policy which the peripheral countries can apply. If this limit is
exceeded or if imports fall below the capacity to import, the peripheral
countries do harm to international trade too and compel the industrial
centres to limit their own primary commodity imports in order to safe-
guard their external equilibrium,

As a result, so long as substitution policy is kept within these
bounds, the efforts of the peripheral countries to protect their industrial

production are in no way detrimental to the industrial centres. But

/measures to
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measures to protect the primary production of the industrial centres

are harmful to the peripheral countries,

The need to revise the traditional notion of reciprocity

17. The reduction or abolition of customs duties - or of other reétrictive
measures -~ likewise has a different meaning according to whether it is

the industrial centres or the peripheral countries that are being con-
sidered. If the industrial centres apply such measures, primary commodity
exports from the periphéral countries will grow, with a resulting
expansion in their industrial imports, either at the same rate or, by
taking advantage of the favourable situation, at a quickened paces On

the other hand, the reduction or abolition of duties on industrial

imports by the peripheral countries will aggravate the divergent trends,
without any possibility of an increase in the volume of such imports
beyond the level allowed by primary commodity exports,. ' '

The fact is that the passive ppsition of the peripheral countries
prevents them from producing a favourable effect, through greater
industrial imports, on the rate of growth of the industrial centres, .

And even if this were possible, the difference in income levels between

the two groups would become more pronounced, thereby frustrating the

main purpose of the policy of co-operation, _

18, The moment would therefore seem to have come to revise the traditional
notion of reéiprocity of customs concessions as between the industrial
centres and the peripheral countries, So long as the divergent trends

in external trade are not corrected, it cannot be expected that a
peripheral country. should make concessions similar.:to those granted by

the industrial centres, as that would force a retreat in its import
substitution policy, The point'is not that the industrial centres should
import more from the peripheral countries without the latter increasing;
their imports from them to an equivalent extent. Such an increase must,
however, take place in respect of those importé which promote economic
deve10pmeﬁt but not of those which frustrate it by hindering.industrializa-
tion. |

Actually the imports that a peripheral country is interested in

encouraging are not usually subject to protectionistuduties, and hence

/no concession
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no concession appears to be necessary to bring about an increase., But

if concessions were made that affected existing industries and imports
grew at the expense of those industries, imports favourable to economic
development could not expand to the same extent and the tempo of develop-
ment would slacken.

19. This aspect is of such vital importance that it is worth while
dwelling on it even at the risk of being repetitious. A peripheral
country subject to divergent trends in its external trade needs to

forge ahead continuously with import substitution, and with the
encouragement of new exports; in order to compensate for these trends,

If exports to the industrial centres can be stepped up as a result of
concessions granted by those centres, there will be less need for import
substitution to maintain the same tempo of development. Or the peripheral
country can continue its substitution policy, and use the growth in
exports to hasten the pace of its development. But if import substitu-
tion falls behind - that is, if imports are increased to the detriment

of existing industries -, it will be unable to maintain the tempo of
development, In the last analysis the peripheral country will have made
a pointless sacrifice, since in any case it could not expand its imports
beyond the level permitted by the increase in its exports.

There is a great difference between an increase in imports that
encourages economic development and an increase that hinders it. It is
essential to recognize this difference if the concept of reciprocity,
in addition to being inspired by the basic interests of the industrial

centres, is to meet the needs of peripheral development,

The responsibility of the peripheral countries

20. What has been said in the foregoing paragraphs d;es not mean that

the entire initiative in this respect should lie with the industrial

centres, On the contrary, the peripheral countries must also adopt a

- ‘number of measures contributing to the effectiveness of this policy.
Firstly, the substitution poliey must be based on considerations

of economic feasibility that have often been noticeable by their absernce

in the decisions taken by Latin American countries, Care must be taken

that such considerations underlie progressive substitution policy, without

v /precluding any
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precluding any adjustments that may gradually have to be made in accordance
with particular circumstances,

Secondly, protectionist measures should be kept to reasonable
proportions, so as to restore healthy external competition and obviate
restrictive practices which, by weakening p}oduction efficiency, slow
down the pace of economic development,

Lastly, the industrial centres must have some assurance that the
concessions they grant will be accompanied by a corresponding increase
in imports favourable to the economic development of the peripheral
countries, and that substitution poliey will go no farther than is

required to correct disparities,

The Latin American common market and trade with the
rest of the world

21, The foregoing consideration is of great importance in view of the
efforts now being made to establish a common market in Latin America,
The fear is commonly expressed that the developngnt of reciprocal trade
among che countries of Latin America will weaken trade with the rest of
the world.,

There is no intrinsic reason why this policy should have such an

effect, The composition of imports from the rest of the world will
continue to change, and substitution in respect of those imports that
are ousted by others can be effected at a higher economic yield in a
much larger market than the small national markets where this process
now takes place, Consequently substitution policy can be a joint
undertaking. There gre no grounds for supposing that it will be carried
further than is necessary to ensure the dynamic'balance of external trade
will the rest of the world. _
22, From another standpoint, encouragement by the industrial centres of
imports from Latin America, both of primary commodities and of industrial
goods, could be of great help in correcting external trade disequilibria
and thus achieving dynamic balance with a tempo of economic development
far higher than that of recent years,

Once this aim has been attained, the traditional concept of reciprocal

concessiqns can gradually be restored, But it should be remembered that

/the great



E/CN.12/582
Page 30

the great differences in productivity between the industrial centres
and Letin America require the maintenance of certain levels of protec-
tion, which are essential to a vigorous tempo of industrialization,

Thus it is understandable that the countries that have just set
out, on the road towards the common market, with the Montevideo Treaty,
have rest{ricted the market to themselves and to other latin American
countries. that wish to atcede. This does not mean that the common
market is not compatible with a sizable expansion of trade with the
rest of the world through increasingly more comprehensive reciprocal
concessions, a8 soon as dynamic external balance is assured, However,
there cannot he a simultaneous movement in this direction because of the
marked différenqea in the degree of development, The first impetus
mist come from the large industrial centres,
23, If the latter were gradually to open their markets to Latin American
manufactures, the Latin American countries could begin to abolish their
duties and restrictions, so that imports from the industrial countries
could increase in proportion to the exports to those countries, Thus
the industrial countries might manage to abolish duties completely
while the Latin American countries continued to protect their industries
in the region.

But as industrial export activities demonstrate their capacity to
absorb an increasing proportion of the human resources available with
a high level of productivity, the area of protection may shrink pro-
gressively, It is true that the lowering or possible abolition of
protective barriers in a growing number of industries in Latin America
might be to the detriment of some., This problem would be met by trans-
ferring factors of production to more efficient export industries,

However, it is not envisaged that such a policy of liberalizing
Latin America's imports from the large centres could be applied in
the near future, It ﬁay require a very long time, as would, even in
the most favourable circumstances, the technological assimilation and
eapital accumulation needed to provide an industrial structure strong
enough not only to export increasing quantities of industrial goods,
but to compete on equal terms with the products of the large centres in

Latin America itself,
. /24e The
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2he The project of gradually establishing a Latin Ameriecan common
market, being now in its preliminary stage, offers the large centres
and the Latin American countries the opportunity of taking decisions
of fundamental importance to world trade and to the tempo and nature
of Latin America's economic development,

It depends on these decisions whether development will be directed
inwards to the Latin American common market, with whatever degree of
external trade is permitted by the slow growth of exports, or whether
it will be directed outwards, not in order to reproduce outworn forms
of the international division of labour, but to develop new forms that
will make a powerful contribution to Latin American industrialization
and at the same time spur on the progress of the industrial countries to

yet higher levels of technology and procductivity.
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Chapter I11
THE LAND AND ECONOCMIC DEVELOPMENT

Inequity of land tenure

1, The land tenure system prevailing in most of the Latin American
countries is one of the most serious impediments to economic development,
But the problem must not be looked at from one side only. Efficient use
of the soil depends not only upon the reform of the land tenure system,
but also upon the rate of economic growth itself, There is a close
interdependence between the land and economic development,

2+, The land tenure system is characterized by extreme inequity in the
distribution of the land and of the income accruing from it, Most of
the productive land is in the hands of owners of large estates, relatively
few in number, and the remainder is distributed among innumerable small
and medium-sized holdings, usually negligible from the standpoint of
rational farming,

Of the big properties, some are, of course, farmed efficiently,

But as a general rule, thanks to their very size, their owner draws a
substantial income without troubling himself to improve the farming of
his land or encourage his tenants or sharecroppers to do so. Moreover,
he has only to wait, and the value of the land will increase by virtue
of the growth of the population and the development of the economy., And
this in itself helps to attract those whose object is not rational
farming, but a means of protecting themselves against inflation or
eluding, wholly or in part, the burden of progressive taxation.

The stronger this interest in the opportunistic investment possibilities
of the land rather than in meking the best use of its productive potential,
the greater will be the disproportion between its value and its immediate
yield, And this puts it almost out of reach of those who are best
qualified to work it, Herein lies one of the reasons for the existence
of minifundia, Large-scale ownership, the excessively high price of land
and the shortage of resources inevitably foster this system of land tenure,

as the pressure of population on the available land increases,
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Land and population

3. Knowledge and application of modern production techniques is also
very uneven. [Progress has been made in respect of production for export
in particular, and not as regards agricultural commodities in general.
Low productivity is typical of production for domestic consumption.

This is one of the most important strongholds of precapitalism. There

is no other field in the Latin American economy in which the profundity
and magnitude of the disequilibrium between labour force and capital

' are more apparent. In Latin American agriculture, there is still a high
proportion of the active population working on the land on a basis of
scanty capital and very low productivity per capita and per unit of area.
Le This is a very broad generalization. The problem does not take the
same form in all the countries of thé region, There are countries or
areas’which were settled recently - during the second half of the .
nineteénth éentury ~ and in which the proportion of the active population
ih agriculture is rélatively low, since the number of their inhabitants
who went to work on.the‘land was determined by the latter's productive
capacity; while in other cases lands impoveriéhed by centufies of
cultivation are subjected to the ever—~increasing pressﬁre of a population
which is multiplying at an exceptionally rapid rate, Thus the demographie
factor so gfeatly complicates the problem of the inequity of land tenure

as to make it very difficult to solve in some cases.

Modern agricultural techniques and development

5« The rate and pattern of economic development strongly influence the
use of the land., Its rate helps to determine domestic demand for agri-
cultural commodities and the degree of intensiveness with which the
population surplus is absorbed, Its pattern affects the incentives to
agricultural production. And both factors set a limit to the introduc-
tion of modern farm techniques and to the expansion of production.

6. There are some branches of agricultural production in which'demand
has grown rapidly and has given the consequent impetus to technical '
progress, This has been true mainly of production for export and Bf
import substitution activities, The farmer has surmounted’the obstacles

created by the land termure system or has sought new land which he has
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worked on a basis of advanced techniques and substantial capital formations
But in the remainder of the agricultural sector, which comprises most

of the rural population, the situation has differed, Demand has grown
more slowly here than demand for other goods and services; and it has

not been vigorous enough to overcome the difficulties in the way.

To achieve this, State action to redistribute the land, disseminate
technique and furnish the necessary capital for its application was
needful, Such action has not been taken on a scale proportionate to
the magnitude of the problem, And even the relatively slow increase
in demand referred to has often had to be satisfied on the basis of an
expansion of imports or a contraction of exports, or a reduction of the
latters' rate of growth, with the consequent aggravation of foreign
trade disequilibria,

7« Thus, the 1limit to the introduction of up-to-date techniques is set
not only by demand, but also by the capacity of the rest of the economy
to absorb the agricultural production surplus,

A correlative duality is apparent in the case of technical progress,
which tends, on the one hand, to increase the yield per unit of area and,
on the other, to reduce the labour force required per unit of product,

A halt is rationally called to the advance of technique, in the one
instance by demand and in the other by the absorption capacity of the
econony, '

8, As regards the pattern of growth, a reminder must first be given of
that lack of balance in development policy which has had such adverse
effects on agriculture, and which was analysed in chapter I, Production
for import substitution purposes has been subsidized, and production

for export has not,

In addition to its repercussions on demand, this discriminatory
treatment has weakened the incentive to invest in agriculture and so
retarded technical progress, And in some instances, its consequences
have been combined with the depressive effects of overvaluation of the
currency and price controls,

From another point of view, agriculture has also suffered when
substitution policy - with or without due regard to economic expediency -

has been brought to bear on production inputs, thus making costs heavier,
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It has been possible, by raising prices, to transfer this increase in
the costs burden to the domestic consumer, but not to the external
market, except when devaluation has afforded a temporary palliative

for the maladjustment in question.

Redistribution of the land and surplus labour force

9 Rediéffibution of the land pursues the following two supreme _
objectivés; (a) to relieve social tensions by improving the distribution
of property and income; and (b) to increase productivity by creating
conditions favourable to the introduction of modern techniques,

Carried out on rational lines, redistribution alone may result in
an improvement in productivity, since giving more land to those who have
little at the expense of land left idle or badly farmed offers immediate
opportunltles for an expansion of production., From this standpoint, it
would seem essentlal to consider the position with respect to those
latifundia which are efficiently operated. However well the land is
worked, there is a dimensional limit beyond which productivity, rather
than incréésing, is liable to decrease. Within this limit, there would
be no reason to divide up the land, since other efficacious means
exist of redistributing the income it produces,

But this applies only to some few large estates, which, as a
general rule, are not common in agriculture for domestic consumption,
where the prevalent type of farm is characterized by hlghly unsatis-~
factory technlques and waste of productive land. .
104 It is here that the problem of technical improvements and population
arises, The greater'the extent to which modern techniques are intro-
duced, the larger will be the population surplus that must be transferred
from the land to other activities; and the bigger will be the share of
land assigﬁed by redistribution to each active person remaining in the
agricultufal sector., In the case of recently-settled land, the problem
is relativély simple, and within a few years the surplus in question
may be productively absorbed by the economy if the rate of economié
development is improved, ‘

But tbié is true of only a small proportion of Latin America's

agricultﬁral population. As regards the remainder, the existing surplus
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is striking in its proportions, despite the backwardness of currently
prevalent techniques., Technical progress would of course greatly
reduce manpower requirements, even if production were to expand at a
rapid rate,

This raises the most serious aspect of the whole question of
redistribution, The active population at present redundant - and with
far more reason the surplus that technical progress would create ~ can
only be emnloyed very slowly and gradually in the manpower-absorbent
activities, for the reasons which will be set forth in chapter IV below,
This would be true in most of the Latin American countries, even if a
highly satisfactory rate of economic development were successfully
attained,

The foregoing assertion is valid from the standpoint of the economy
as a whole; for as far as individual farms are concerned, it well may and
often does happen that the capital used to curtail manpower requirements
generates a notable increase in profits, The situation described is yet
another manifestation of the incompatibility between advanced technology
and the lack of resources for its assimilation,

Thus, everything goes to show that when the land is redistributed
a larger number of workers will have to be left in agriculture than
might be needed at more advanced stages of economic development. But
due allowance will have to be made for the stages in question, through
the farsighted incorporation of elements of flexibility in the programme.
11, This is a problem which agriculture cannot solve in isolation,
Capital is required in order to save labour in agriculture as in other
activities; and it is also needed if that labour is to be absorbed
without lowering the current productivity levels of the activities
absorbing it, If sufficient capital for this latter purpose is lacking,
it will have been worse than useless to expend capital on saving labour
which is to be left without employment or at best employed unsatisfactorily.
This problem is more thoroughly discussed in chapter IV,

Given such circumstances, in agricultural research and in the
diffusion of sound farmlpractices priority will have to be given to those
techniques which increase the yield per unit of land, although in some

cases the former and the latter are virtually indisseverable,
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Similarly, this line of action could not be pursued without taking
into account the growth of demand, Otherwise, the benefits deriving'from
technical progréss would be lost to agricultﬁre. It would not matter
if this were to héppen in the domestic market, élways provided that
producers retained a sufficient margin to encourage further investment.,
But if the transfer were external, a situation unfavourable to develop-
ment would recur., In other words, the capital available for economic
development and the proportion of the population that will have to
remain on the land constitute decisive elements in the determination of
the size of the holdings which will have to be formed by dividing up
large estates or aggregating small ones, with due regard to ecological
conditions. And this, of course, sets a limit to the application of

labour-saving techniques,

The opening of new land

12, In some cases there is the possibility of opening up new land for
farming, thus providing space for part of the surplus population., This
is gsnerally a costly operation owing to the direct and infrastructural
investment required. Whether it can be undertaken therefore depends on
the amount of capital available,

In formulating plans for land reform this fact should be borne in
mind, .The settlement of new land is sometimes advocated in the case of
badly-farmed latifundia that could be subdivided at much lower levels
of real investment., This more economic solution is not incompatible
with the opening up of new land to absorb excess population if the |
necessary capital is available to do so at a higher level of productivity
than that attainable by the same factors of production in other branches
of the economy,

Another possibility is to employ the surplus population in the
rural areas themselves in investments that require a large amount of
labour, either because of their nature or because they offer an alterna-
tive to other capital-intensive investments, But, except in special
circumstances, such rural investment should be undertaken solely within
an overall investment programme and in its due order of priority.

Otherwise, some of the meagre savings available might be wasted,
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Land reform

134 Because of the different forms that the land problem assumes in
the Latin American countrieg it is imposéible to apply general formulae
for land reform. This also makes it necéSSafy to select the most
suitable methods for each case,

In this connexion, a tax on land capacity independent of any
improvements might be efficacious when the introduction of improved
techniques is not accompanied by a substantial labour surplus, In such
cases, the tax might lead to the rational use of land or its transfer
to other hands. |

But, in most cases, the tax would not be an adequate instrument of
land reform, since it might lead to precisely those forms of technical
improvement that would reduce costs by cutting down on labour, Conse-
quently, direct measures of redistribution are needed, without detriment
to the eventual application of the tax to promote the more efficient
farming of holdings, in accordance with the size of the lots into which
the big estates have been split up or the small farms combined.

14, Sound measures for land reform have not produced the desired effects
except to a very slight degree, as the subdivision was based on cash
payments for the land acquired for this purpose by the State. The
problem of land tenure will never be fully disposed of while the land
still has to be paid for in this way, since resources will either not

be available in sufficient volume or will be diverted from the direct
investment and basic social capital investment required by the subdivided
land.

Hence, it is essential to institute payments procedures which,
while allowing the new owners a breathing-space in which to develop
their activities, would offer the guarantee to the previous owners
that they would receive a proper price for their land without incurring
the risk of monetary instability.

Another obstacle which has emerged in the course of events is the
disproportionate price of the land in relation to its productive capacity,
for the reasons given above, The tax might also play a useful part in

this respect as a precursor to direct measures of land redistribution,
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15, ILand redistribution is not enough. It has proved impossible to
obtain the desired results when the State has confined itself to this
one step and has thereafter left the new owners to their own devices,

Land reform that is not accompanied by adequate technical improve-
ments will fall short of its aims, if it does not end in total failure,
For the introduction of modern techniques State action is indispensable,
as regards both implementation and financing., Generally speaking, its
intervention in both aspects has been deficient in the extreme, The
resources assigned in the Latin American coﬁntries to agricultural
research and the dissemination of good farming practices are usually
small in comparison with those earmarked by the more industrialized
countries for the same purposes, And this charge may also be levelled
against State financing,

The introduction of up~to-date techniques, the improvement of the
farmers! social conditions and investment in the infrastructure demand
substantial resources, apart from those required for the development of
other sectors of the economy., This is yet another reason why a programme
of land reform and technical improvement should be included in overall

economic development plans,
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Chapter IV
HUMAN RESOURCES, TECHNOLOGY AND SCCIAL MOBILITY

Penetration of technique and displacement of the labour force

l. The increase in the actively employed population is already showing
the effects of the previous increase in population growth, and this fact
will be even more noticeable in the years to come, Never before in the
history of industrialization has such a phenomenon manifested itself

so persistently; this is further evidence of the special nature of the
development problems with which Latin America is faced,

The occupational structure of the active population will not be the
same in the future as it is now, The changes which have for some time
been taking place are bound to become more pronounced and the problem
will grow more complex as well as more widespread,
2+ Reference has already been made to these changes. As technique
permeates and average productivity and per capita income rise throughout
the economy, the composition of demand changes., There is a relative
decrease in the demand for agricultural items and primary commodities in
general, and also for unskilled personal services, as the cost of such
services mounts with the rising value of labour; there is a relative
expansion in the demand for industrial products and skilled personal
services, where technical progress makes it possible to improve quality
and satisfy a greater variety of tastes,

In addition, some artisans move into industry, and the expansion of
the market, combined with the growing domestic division of labour, results
in a relative increase in employment in trade and transport, Lastly, an
increase in the scope and complexity of State intervention is accompanied
by an increase in employment in these activities,

Consequently, one of the dynamic tasks of industry, trade, transport,
skilled services as well as of the State must be to absorb the active
population displaced from primary production, unskilled services and

cottage industries,
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The relatively large scale of these shifts is due partly to the
increase in productivity in all occupations and partly to the rapid

expansion in the demand for goods and services,

Labour—economizing and labour-absorbing investments

3« Productivity natﬁrally depends on the’spread of technology by means
of an increase in the investment per worker and the capacity to handle
and organize that capital, As explained elsewhere, in the more advanced
countries technology is directed more and more towards economizing
manpower; and this is the same technology which is available to countries
in the course of development, | '

This fact causes very serious dislocations in Latin America, since,
in order to absorb a rapidly expanding labour force, it is necessary to
assimilate a technology which in fact tends to economize manpower. Thus
capital requirements greatly exceed the possibilities of capital accumu-
lation in those countries, ‘

The more productivity rises because of the saying in manpower
résulting from the increase in investment per‘worker, the more pressing
becomes the need for capital accumulation, both in order to give
productive employment to the manpower thus saved énd to provide employment
for the continuous stream of those entering on productive activity.

In other words, the progressive adoption of the technology of the
large countries, because it economizes manpower, also necessitates a
faster rate of economic growth, If this rate is low, the maladjustments
resulting from shifts in the labour force will be greater, People will
be shifted from éccupations that are laying off workers before the
occupations that can be expected to absorb manpower are in a poéibion to
do so., This leads to a congestion or a surplus of unemployed or under-
employed manpower which, in addition to representing a waste of factors
of production, may understandably lead to social tensions.,

L. However, it should be remembered that, if the rate of growth is
slow, so is the assimilation of types of technology that economize
manpower, Although this is true, there is one important qualification
to be made: even when the increase in investment is barely sufficient
to meet the requirements of the grow@h in the labour forece (without any
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increment in the average investment per worker), these maladjustments
are likely to occur., Indeed the mere natural growth of capital and
continued capital replacement do not create the same conditions as
before, since more advanced types of machinery and equipment are
adopted, with a consequent saving in manpower, This is intensified by
the progressive training of the labour force. Thus, even when capital
grows at the same rate as the labour force, part of the latter will be
excluded from labour-absorbing activities,

Capital accumulation must have a much higher growth rate than the
labour force if labour-absorbing activities are to play their full part
in providing productive employment for all the overflow of extra manpower

from the activities that are laying off labour,

Redundant manpower

5¢ The phenomenon of redundant manpower is not always apparent from
unemployment figures, The surplus labour stays on in agriculture,
sharing work that could be done by fewer people for the same investment,
or else migrates to the towns to offer unskilled and very poorly paid
services,

The State is also affected by this pressure from the active labour
force that cannot be productively absorbed because capital is lacking.
If, in an attempt to relieve this pressure, the Government creates
employment that is not required by the expansion and improvement of the
public services, capital accumulation is weakened through the greater
proportion of private income that, either through taxation or inflation,
is used. to pay for the rise in Government costs.

All this constitutes a problem that has not been properly clarified
in Latin America; nor has due consideration been given to the tools
needed to solve it, However, it is realized that no solution can be
expected from the mere operation of private enterprise; this was
possible during the evolution of capitalism in the more advanced countries
because capital accumulation went hand in hand with technological
development., The entrepreneur tends to use capital equipment that
increases his return by economizing manpower, but the effect of this on
the economy as a whole is not his concern,
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Bzalaneing the two types of investment

6, In fact, to obviate these maladjustments deriving from shifts of
the active population, what is needed is a suitable combination of
capital investment, leading to a saving in manpower, and the investment
required to absorb both this manpower and its growth, The ratio between
these two forms of‘in#estment\is hot arbitrary; it depends on the
country's possibilities of development and the amount of capital
available. However, there is a ratio of balance, and if investment
that economizes in manpower exceeds its due proportion, the phenomenon
of.surplus manpower referred to above will occur,

If there is not enough capital to avoid this surplus, the develop~
ment policy -~ and development planning - must cover aspects that are
now usually left to the free play of economic forces, In this case,
it should be considered whether it will benefit the economy as a whole
to invest considerable funds in replacing capital goods that still
operate satisfactorily, merely because there are others available that
are more productive because of the saving in manpower involved; and
also whether, in the case of new investment, the activities selected
should be of the type that also .result in a saving in manpower when
the country does not have sufficient capital to absorb it elsewhere.

One of the main problems facing development policy is to find
feasible solutions so as to aveid such waste of capital, and at the
same time to devise suitable means of striking a balance between the
two ﬁypes of investment, either through the tax system or credit policy,

or by other measures,

The dynamic elements

7. A low level of capital accumulation and a slow growth rate produce
not only stresses of the kind just described but also effects as |
important, if not more so, on social moblllty and the emergence of
dynamic elements,

Each generation has its dynamic elements, whlch usually place thelr
distinctive stamp upon it, The reference here is to those 1nd1v1duals

who are destined to play a decisive part in the fields of economics,
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technology, science and culture, politics and trade unionism. As
regards economics and technology, their task is to organize and direct
enterprises, take initiatives and assume risks and responsibilities.,
It is at these persons that the drive for technological levelling-up,
referred to elsewhere, should be directed.

These people constituterdynamié elements not only because of their
special gifts, but also because of their active role in promoting social
mobility. A high rate of economic growth hastens this process, which
in turn influences the growth rate. Hence the strategic importance of
these dynamic elements, An annual growth of per capita income of only
1 per cent annually, as is now the case, or of 2 per cent, meéns not
only that the standard of living will be doubled within 70 years, or
within less than 25; it also means something else of vital importance,
narely, that the higher of these two rates will permit the rapid
absorption into economic actiﬁity of these dynamic elements, broadening
their horizons, whereas a roderate rate means the waste of a great part
of these forces and mounting tensions which, if they fail to find an
adequate outlet in economic activity, will eventwally discover some way

of bursting out of the economic and social bonds that contain them,

Technical training

8. In addition to capital accumulations, a great drive is required to
provide technical training for the broad masses, beginning at the
primary education stage. The inadequacy of primary education in many
Latin American countries is a clear proof that strong traces of the old
social order still linger on in many places,

In earlier days, improved techniques penetrated -only so far as
export or auxillary activities, and there were no powerful economic
motives to support the desire for a better education; this applied even
more in the technical field, because of the predominance of artisan
activities and traditional forms of land tenure,

This problem is now receiving full recognition, together with the
need to give effect to the principle of equality of opportunity in the

field of technical training, without, of course, neglecting cultural
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~‘interests, In practice no such equality exists, partly because of the
obvious inadequacy of the funds devoted to popular education, and

partly because the few educational opportunities that exist are
inaccessible to the working masses, This epplies not just to higher
%echnical education, but also to intermediate and even primary education,
as witness the high rate of wastage in the schools.,

Hence there is a tremendous waste of vital energies, partly due to
the low average income of the population, which in turn contributes to
keeping this income at a low level. Even so, there is no doubt that

_expenditure. on education could be eonsiderably increased, either by
measures limiting military expenditure, as has been proposed, or by
heavier taxation., There is also no doubt that subsidizing the education
of the most gifted, a group which would include the dynemic forces
referred to, would be an investment of higher economic yield and

greater social significance.

9. There is also increasing recognition of the gap separating technical
education and the requirements of economic development, The instruction
given is often unrelated to the real needs of economic activity, Hence
it is hardly surprising that there has been no general concern with the
scope and emphasis of technical training vis~3-vis the need to absorb
the future increase in the active population., Since the occupational
structure will not be what ‘it is now, it is essential to meke immediate
changes in the nature and scope of technical education in the light of
the foreseeable requirements for the coming years., This is one of the
‘most important aspects of the planning task referred tao in another

chapter,
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Chapter V
ECONCOMIC FORCES AND DEVELOPMENT PLANNING

l. The free play of economic forces

The adverse effects of the uneven penetration
cf production technique

l. Throughout this paper, reference has constantly been made to the
need for conscious and deliberate action to influence the forces of the
economy in such a way as to ensure the attainment of certain economic
and social aims, The free and unrestricted play of economic forces

has adverse effects on economic and social devélOpment.

Care must, however, be taken not to draw erroneous conclusions
from this thesis. The intent is not to stifle these natural forces -
which have an enormous dynamic potential - but to establish, through
State action, the conditions essentiazl to their efficient utilization
for economic development.

In the foregoing chapters, a study was made of what the adverse
effects on development were. It would be as well to summarize them here
in order to help clarify the theory of development phenomena, for
without such clarification no effective influence can be brought to
bear on the forces of the economy.

The free play of these forces has failed to bring about well-balanced
technical development in all productive activities in the peripheral
countries, Technical development has not flowed freely through the
economic system as it would, so to speak, between communicating vessels,
Modern productive techniques have usually penetrated only where natural
resources were superior to those of the more advanced countries, as the
purpose in such cases was to develop primary commodity exports and
auxillary activities of interest to the advanced countries. But the
free play of economic forces has not spontaneously led to a process of
industrialization in the peripheral countries nor to the introduction of
modern techniques in internal activities which remained outside the
orbit of international trade.
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Bogus types of integration have thus developed between the centres

and the peripheral countries, very different in nature from the types

of integration that have emerged among the industrial centres themselves
in respect of trade in industrial goods., This has had a number of
results which are important economically at both the intermational

and national levels. At the international level, free and unrestricted
competition has three types of effect,

2, First and foremcst, the low level of productivity in internal
~activities, resultiag from the almost entire absence of modern techniques
and the consequent low wage levels prevailing in these sectors and
extending to export activities means that the increase in productivity
in the latter activities tends to be transferred zbroad, Concrete
evidence of this is to be found in the deterioration of relative wages
as between the develoning and the more advanced countries and in
worsening terms of trade, unless the limitation of national resources
checks this price trend by iacreasing the return from the land or unless
the free play of forces enters the picture and is opposed to the trend,
3. From another standpoint, the difference in wage rates vis-a-vis the
more advanced countries is not usually sufficient to outweigh differences
in industrial productivity, hence the need to protect industry. It is
possible to imagine spontaneous industrialization resulting from the
free play of economic forces, so long as wages fall low enough to
counterbalance differences in productivity; but this would be tantamount
to promoting a deterioration in the terms of trade and wages when the
forces of the economy operate without restraint,

L, Lastly, the unilateral penetration of techniques into export
activities has made the economy very vulnerable, and the longer the
period between the beginning of primary production operations and the
consumption of the final product in the rest of the world, the greater
will this vulnerability be., Industrialization inwards at the expense

of export possibilities, far from correcting this vulnerability to
external fluctuations, may enhance it and also entail a considerable

decline in the use of productive resources,
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Imbalance between technology and capital

5¢ The uneven penetration of modern technology has meant that it has
failed to reach a considerable proportion of the active population, The
problem of economic development consists essentially in creating suitable
conditions for modern technology to be assimilated expeditiously. There
are a number of obstacles standing in the way of this, among them the
scarcity of capital in the face of patterns of advanced technology which
require encrmous capital outlay. Given the impossibility of feverting
to outdated patterns, the problem arises of distributing the scarce
capital available so as to extract the maximum yield for the ECONOMY »
The free play of economic forces does not provide an adequate solution
to the problem, for the profit incentive freguently encourages capital
investment and reinvestment which reduces costs at the expense of
employment without there being enough capital to remedy unemplbyment

and maintain comparable productivity,.

Given the discrepancy between capital requirements and the scarcity
of available capital, the free play of economic forces does not ensure
an adequate relationship between labour~saving investment and labour-
absorbing inv=stment., Hence there is capital wastage which has adverse

effects on economic development,

Imbalance between national and foreign enterprise

6. The adverse effects of the free play of economic forces are not
confined to things but extend also to people at the lewel of private
enterprise, Foreign private enterprise clearly has technical and economic
superiority over its national counterpart, The free play of economic
forces will tend to give the former an advantage over the latter to the
detriment of the efficient use of the human resources of the country
concerned, not to speak of the tensions and antagonisms to which it
gives rise,

All this leads to an important conclusion, The free play of economic
forces will be advantageous only when confined to one and the same level
in technology as well as in the capital formation capacity required to

apply the technology in practice.
/If free
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If free competition is not confined to one and the same technical
and economic level, thé adverse effects on development are bound to
transpire no matter whether the imbalance is between export activities
and internal activities, between available technology and capital
formation capacity, or between national private enterprise and foreign

private enterprise,

Towards the attalinment of international balance

7+ Reflexion will, however, show that such internal imbalances are
the result of international imbalances. The uneven penetration of
production technology is an expression of this, In th= developing
countries, advanced techciques of the large industrizl centres exist
side by side with precap:.talist patterns. So long as these advanced
techniques do not extend to the whole of the economy, the imbalances
will produce effects unfavourazble to economic development,

Although technology contimes to improve steadily in the more
advanced countries, it is conceivable that the less developed countries
will in time manage to catch up, provided that a vigorous and enlightened
development p~licy is pursued. The free play of economic forces may
then have the same significance and the same effects in both groups of
countries, It must not, however, be forgotten that in the more industrialized
countries, the free play of economic forces is no longer what it was in
the period when capitaliém was developing and will probably not continue
to operate in the way it does today, for the most advanced countries
also clearly intenc to influence consciously and deliberately the free
play of econcmic forces; although in different ways from that which
circumstances would counsel the developing countries to adopt,

8. Only by such deliberate action have the more advanced countries

been able to achieve the progressive redistribution of incomg for only

a very small part of it was attributable to economic development itself.
And only in this way will it be possible increasingly to attenuate the
periodic fluctuations in the economy, Similarly, deliberate action is
required to check and perhaps correct - aﬁ least in paft -~ the phenomenal
concentration of urban population which in those countries, as in Latin

America, is an obvious outcome of the unrestrained play of economic forces,

/A theory
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A theorv about transition

9. New phenomena need new interpretations and new ideas for practical
action, The economic and social phenomeha'of the countries which are
seeking to assimilate modern technique are very different from those
characterizing the past and present development of the more advanced
countries, As was sald in the early part of this paper, the phenomena
are those associated with the transition from lower to higher stages

of technigue ~ a transition which will take a long time. Once this
process 1s complete, the economy of Latin America imay well display
features similar to those of the more advanced countries, Latin American
phenomena may then be interpreted in the light of commion principles,
But they cannot possibly be the same as those of to-day, because the
more advanced countries will have become increasingly adent at
mastering the economic forces, as was recently insinuated,

This work of theoreticai interpretation is already being carried
out and must be pursued without delay if development policy is to be
properly guided. It is not a matter of formulating a theory in isolation,
separate from the overall dynamic theory, but rather of making it
include a valid explanation of the phenomena of transition.

Clearly, this is not an exclusive preserve of Latin American
economists, for the phenomena of economic and social development,
which are to be observed in different areas of the world to-day are
very similar everywhere, despite certain idiosyncracies, and the
effort to interpret them is proceeding very energeticaily in Latin
America as it is in the advanced countries too,

All this and economic planning open.up vast perspectives for
creative activity, and it is to be hoped that the international agencies
will be able to continue playing an ever more effective part in helping

Governments to carry out economic development programmes,

2. The need for plenning and for quantifying

targets and rssources

A plan to act on the economic forces

10. A development plan is a well co-ordinated group of forces whose
aim is to expedite growth, or maintain it at the same rate if this is
/already high
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already high, to make it as steady as possible and to improve the
distribution of income,

Thus planning means recognizing that the free play of economic
forces is not enough to solve development problems effectively. But
it is not the only way of acting on such forces; it is possible to
envisage a variety of measures for stimilating development and
eliminating obstacles in its path without the quantification of
targets and resources that a rlen involves, In fact investment can
be encouraged by discouraging consumption, attracting foreign private
capital, obtaining plentiful Internaztional resources for certain
specific projects, and making & number of structural charges, Such
measures may even be taken in conjunction, Would it be essential in
such a case to quantify targets and resources?

The reply to this question depends on two fundamental considerationse
(a) the limits to resources; and {b) the time reguired for these

structural changes and the accompanying capital investments,

The 1limit to resources

11, The limit to resources raices a series of problems that need to be
quantitativesly analysed before they can be effectively dealt with:
(a) Distribution of resources between consumption and investment
(b) Relationship between productive and social investment
(c) Balance between labour-economizing and labour-absorbing
investment
(d) Distribution of State expenditure
(e) The contribution of international resources,

(a) Distribution of resources between consumntion and investment

The starting point of a plan is to raise the coefficient of invest-
ment, This is so even when the rate of growth is satisfactory, in order
to maintain that rate, The need is even greater in other cases -~ which
constitute the majority -~ where the rate is far from satisfactory.

This leads to the first major problem, which is how to reconcile
the aim of a rapid rise in the level of mass consumption with the aim
of increasing the coefficient of investment, In other words, how far
should present consumption, or &zn immediate increase in it, be sacrificed
in order to obtain a much greater increase in future consumption?

/This question
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This question, which can only be answered properly if the data
concerned are quantified, is of major significance, and will be even

more so in the future if, as is hoped, the share of the broad masses

in income distribution improves steadily. It may be that measures taken = - .

to encourage savings in this group, as in the high~income groups, will
not automatically lead to the desired results, The State must then
intervene in order to secure whatever additional savings are required,
either by compulsory savings measuree or by taxation; or its intervention
might take the form of increased Government participation in capital
investment,

Thus the State would secure, by means of taxatiorn, funds that might
be devoted to Government expenditure instead of to capital formation,
Hence, a proper proportion between what is devoted to these two purposes
is called for, because otherwise the Govermment would have an unfavourable
influence on the coefficier.t ¢f investment and consequently frustrate
the primary objective,

(b) The relationship between productive and social investment

Investment may be divided intc two main categories: (i) those that
contribute to increasing productivity; and (ii) those thgt result only
in improved welfare and have only an indirect ard limited‘relationship
to the productivity of the labour force. The first type includes
investment in machinery and equiﬁmeﬁt, technological research and
technical training; and the secdnd; investment in housing, sports
grounds, etc., The second type, which may bebbalied social investment,
is os essential as the first, but its volume cannot cxceed a certain
proportion without seriously jeopardizing the groﬁth of per capita
income, which can be accomplished only by the first type of investment,
Actually social investment is closer to consumer expenditure and may
be regarded as a special category of such expenditure. Consequently,
such investment must be governed by the plan's basic decisions as to
how far its objectives depend on restricting the growth of consumption,

(c) Balance between labour-economizing and labour-absorbing investment

After what has been explained in other ﬁarts of this paper, it
remains only to stress the importance of this point. As there is no

automatic solution to the problem of the proper relation between these

/two main
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two main categories of investment, this question must be tackled at

the planning stage. However, this aspect has not yet been given much
study, and further progress is required with respect both to its
theoretical analysis and to the information available, before any course
of action is undertaken that could prove effective in practice,

(d) Distribution of State expenditure

There is a strong and persistent trend on the part of State
expenditure to mount, not only because the functions oi“govemment
continue to expand, but also because of the actual redistributive
pressure of income, This means that planning has to begin with the
budget itself, as is already being done in a number of countries, with
the assistance of certain groups of experts. This calls for a reorganiza-
tion of technique of budgeting expenditure and investment, which at
present is based solely on considerations of administrative or tax
control., It needs to be influenced alsc by considerations of economic
development, which are not, of course, incompatible with the other
considerations,

For this purpose - and this applies both to investment and expenditure -
economic and social objectives must be selected that usually reoguire
a number of years for their fulfilment, Once these objectives and their
respective priorities have been established, annual allocations can
be made in the light of those aims, which will help to avoid the
dispersion and wastage of funds common in government activities for
lack of planning,

(e) The coutribuation of international resources

The calculation of the overall amount of international resources
depends on the total amount of investment needed to reach a given
investment target, and also on how far it is decided to restrict
consumption, or an increase in consumption, in order to obtain the
necessary savings. But, in addition, the total contribution of
international resources must be determined in order to estimate its
effect on the balance of payments, so that the necessary measures can

be taken in advance to permit transfer abroad of funds to service loans,
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12, The foregoing brief account gshows that the shortage of resources

is one of the two main justifications for the work of quantificétion

in development, Limited resources mean that decisions must be taken

as to how far present consumption, or the increase in consumption,bis

to be restricted in the immediate future in order to reach the economic
and social targets of the plan in the more distant future. And this
same shortage of resources mekes necessary a quantitative study of the
size of these targets and of the rescurces required for each of them, in

relation to the rescurces available for the purpose,

Timely investment

13, Quantification is also essential in order to introduce the structural
changes demanded by development and to meke the relevent investment in
good time,

If the interval between the decision to invest and the results
were very short, the only justificztion for economic planning would be
the scantiness of resources, But the interval is long - sometimes too
long -~ and if such decisions are not taken with due anticipation,
disequilibria or maladjustments occur which usually affect the develop-
ment of the economy to a considerable extent,

In another chapter it is poinled out that the periodic disequilibrium
in the balance of payments derives from the failure to make timely
provision for certain structural changes in the composition of production -
and for the corresponding investment -~ with a view to import substitution
and the promotion of exports. Some activities have to be started well
in advance, before the market offers the necessary incentive for
starting them. For instance, while a raw ﬁaterial or intermediate
product may be easily imported during the expanding phase of exports,
only farsighted action that is independent of the movement of prices
will be able to provide the incentive required to attract private
enterprise, or replace it by the 5State if it fails to respond.

The same may be said of basic investments -~ energy and transport -,
which generally take more time than the 6ther productive activities, also
before the market is in a position to anticipate the direction and
intensity of future demand,

/Similar foresight
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Similar foresight should be displayed in respect to technological
research and technical training, If some thought is given to the time
spent in research on genetics before definitive results can be obtained
or the time required to train technicians and teachers and to prepare
students, it will be realized that there is an undeniable need to make
timely provision for capital investment of this kind, which is probably
the highest yielding in Latin America, But, in addition, such endeavours
should be guided by the foreseeable requirements of economic development
over a certain number of years, Hence the need for planning and also
for quantification in this connexion,

14, The vital work of anticipation inveolved in economic planning, as
well as being conducive to the taking of timely decisions with respect
to the future, is also valuable in the present, It provides, in fact,

a yardstick by which to evaluate the measures that the State must
continually take to solve urgent problems, Despite this aspect of their
application, such measures usually have a bearing on the future and only
the existence of a plan with well-defined means of implementation and
objectives will forge a genuine link between the present and the future,
This refers, among other things, to the anti-cyclic measures which are

mentioned in another part of this study.

The technioque, instruments and organization of planning

15. The technique of planning in a system of private enterprise is in
its infancy, and the material which it has to use is poor and inadequate,
Nevertheless, enough progress has been made to place economic development
policy on a sounder basis than before, This is evident from the
experience of some Latin American countries with which ECLA has had the
opportunity of collaborating. It has been possible to set growth targets
and to quantify the investment required to attain them, according to
various hypotheses; to establish the direction and scope of the
structural changes involved in the attaimment of such targets; to
determine the adaptation required of the human resources; and lastly,

to ascertain the nature and magnitude of the international co-operation

needed,
/However precise
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However precise its instruments - and they cannot be precise
at Latin America's present stage of development - technique cannot
entirely replace common'sense engendered by familiarity with a country's
things and people. But it does enable this common sense to come to
the fore in an impartial analysis of the situation and its possible
evolution, as postulated in distinct and clearly-defined hypotheses,
16. The lack of accurate statistics should not be an impediment to ]
the work of quantification that a plan involves in order to ascertain
at least certain orders of magnitude, and there is no better incentive
to remedying such shortcomings than to demonstrate the practical value
of statistics in economic development, apart from their illustrative or
scientific value.
17. Nevertheless, there is no reason to suppose that sufficient progress
has been made in either this field or in that of the technique of
planning; it may indeed be substantial in comparison with the past,
but it is still very little in reiation to the magnitude of the problem.
The technique of analysing past and present trends and of projecting
their future course, on the basis of alternative hypotheses, needs to
be perfected, a clearer understanding should be obtained of the facts
on which it draws, We have but a shaky knowledge of the technical
coefficients of production and capital intensity according to different
technological patterns., It is therefore essential to study the
experience of the more advanced countries in this respect and its
possible application to other less developed areas, Lastly, to cut
short this list, more knowledge should be acquired about personnel
inputs in relation to the whole range of technical requirements, and
according to different technological alternatives, in order to find a
solution to the vitally important problem of training the human potential,
18, But this is not all, A development plaﬁ requires machinery to put
it into effect., The State already has such machinery, ranging from the
ervenditure and investment budget - of which brief mention has been made -
to the tax mechanism. But it is necessary to make operational adjustments
so that these instruments, besides fulfilling their specific purposes,

reach their peak efficiency in development policy. The same applies

/to the
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to the administrative organization of the State, A planning organiza-
tion cannot simply be superimposed upon it, nor should it be merely

a by-product of the State. It is essential to integrate the organiza-
tion of planning in the administrative cadres of the State with the
necessary modifications involved.

19, These various activities have already been started and the work:
being carried out ih several Latin American countries - in which ECLA
has been called upon to collaborate ~ enables these problems to be
regarded from a more realistiec point of view than would have been
possible some time ago when the first step required was to clear the
ground for the establishment of a proper methodology. hThe time may
now be ripe to compare notes with other non-Latin American countries
which are engaged on a similar task, in order to draw conclusions to
serve as a guide for practical action..

All this should be done in relation to the technique of planning
and to the pertinent policy decisions, As stated in chapter IV, these
two aspects should be clearly distinguished., The technique of planning
has to be neutral, but the planning itself cannot be since it involves
the takingvof decisions, and these decisions have to be as rational
as possible. This does not, however, depend wholly on the technique,
although its scientific accuracy and neutrality will undoubtedly be
important factors in the progressive attainment of the requisite degree
of rationality, without which‘no really'éffective endeavour can be

made to influence the economic forces willfully and resolutely,

/Chapter VI
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Chapter VI

INFLATION*

It was not possible to include the text of this chapter in
the present version of this paper. It will be submitted
separately before the ninth session, or included in the
revised printed version of the paper.
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Chapter VII
THE POLICY OF INTERNATIONAL CO-OPERATION

1, On the economic plane

The value of past experience

1, From the new course that the policy of international co-operation is
following, it is plain that there is a determined desire to examine past
experience and analyse the criticisms rightly levelled at this policy in
the last few years, without, however, oﬁerlooking its great merits, The
present chapter is intended as a contribution in this direction,

The criticisms relate to a number of aspects in the economic and
technical fields, In the former, they stress the inadequaby of international
aid, the lack of a programme, economic passivity, the undue importance
attached to foreign private enterprise, the reluctance to cover local

investment and the shortness of the periods for which credit is given,

The inadeguacy of resources and their estimated ageregate volume

2 It is generally agreed that the international resources assigned to
Latin America's economic development are inadequate and should be increased
appreciably, Tentative estimates as to the necessary amount have been made
but they refer to simple orders of magnitude calculated Ly means of the
averages for the input~output ratio, which do not have a very reliable
statistical basis, Although this initial tentative approximation has
proved its usefulness, the time has come to make more precise estimates,
The only way to do so is to have a first-hand detailed kiiowledge of each
country's main investment requirements, in relation to the targets in a
development plan, This has just been unreservedly admitted, and it is
therefore to be hoped that valid conclusions will be drawn without delay
with respect to the amount of international assistence required in the next
few years,

The reluctance to recognize the need for aggregate estimates and their
use as a basis for an international investment programme may have been due to

the fear of being confronted with unduly high aggregate requests, either

/because the
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because the countries concerned shirk the necessary national savings effort
or because the development targets proposed are too ambitious. But all this
is avoidable, and must be avoided if the policy of co~operation is to succeed,
What cannot be denied is that the amount of the international contributions

~ even at a cautious estimate - is much higher than the figures for the

last ten years,

It is possible, however, that if the different countries! requests are
combined, the total amount will be far higher than the sum that the
international credit agencies judged advisable to grant, If so, the
countries in process of development will have to lower their sights or
take more energetic measures to restrict consumption and increase national
saving, In any event, it is to everyone's advantage that this matter

should be thoroughly examined.

Economic passivity

3. This very concern with the amount of foreign aid may have frequently
led to the adoption of a passive attitude, It was hoped that countries
would submit projects and it is common knowledge that they have not done
so to the extent anticipated, One reason for this is the uncertainty as
to whether the requisite resources would be granted, A country needs to
be sure that, once the figure for aid has been agreed vpcn vy the inter-
national credit institutions, it will be entitled to e il itself of the
amount provided that it presents specific projects and hz2s been carrying
out the plan which it has itself outlined and which served as the basis
for the commitment entered into by the credit institutions.

But there is no doubt that a more positive attitud= w-uld also greatly
help to remedy the situation, It is necessary to ca:.y cut a veritable
promotion campaign, by helping Governments and private :r.terprise to study
investment possibilities and prepare the relevant projiz:ts, One of the
characteristics of economic under-development is the 1lzn% 2f proper
administrative experience and organization for such a ta2sx, and international
co—operation should begin precisely there;

In addition, international resources must be forthcoming in good time,
When in same cases this has not been so, it has made monetary stabilization

/policy extremely
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policy extremely difficult to implement ~ as has already been seen - or has

helped to prolong certain critical situations unduly.

The stress on foreign private enterprise

Lo According to the new concept of the policy of international economic
co-~operation, the assistance of foreign private capital should be appraised
-not only from the standpoint of its direct effects on the national product,
but also with respect to its contribution t o the transfer of technology through
the training of local staff at all technical levels., Considerable progress
has been made in this field, The old method according to which the country
concerned provided only natural resources and labour, and foreign private
enterprise had a monopoly of technique and management, has largely disappeared,
although it still has its strongholds, Apart from such cases, foreign
enterprise is usually an effective means of creating domestic skills,

However, close examination reveals that foreign private investment
is far from having reached the level in Latin America that might have been
hoped, Furthermore, much of such investment continues to be concerned with
natural resources and public services rather than with industzy or farming,
Yet it must not be inferred that the solution of the problem lies mainly in
encouraging investment in the last two categories. This would certainly
alleviate the shortage of national savings, but it wou'd undoubtedly give
rise to other problems, evidence of which is not hard to fiud even now in
some Latin American countries., The importance of this point justifies

further consideration,

Encouraging Latin American entenprigg

5« The technical and economic superiority of foreig:r privste enterprise

compared with its Latin American counterpart is not opzn to dispute, and

neither is its importance in the transfer of technology, But this tranfer

is not enough; it is also necessary to encourage the training in the country

concerned of the entrepreneurs, of the men who organize and manage production

- with all the attendant responsibilities, If there is a marked increase in

the influx of private foreign capital, these nationals of the country,

precisely because their circumstances are inferior, cannot face the competition
/ of their
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of their foreign counterparts either in existing fields of activity or in
new branches, .

This does not by any means imply that the assistance of foreign private
enterprise should be forsworn, but only.that it should go hand in hand with
measures to encourage the training and strengthening of domestic enterprise,
In the absence of such measures, the unequal competition may give rise to.
friction and antagonism which may easily take on a political complexion,
6e There is a variety of such measures that cen be taken, The most
important is the establishment of a system of credits énd technical
assistance for domestic enterprises, so that the relative deficiencies
of capital and technology can be reduced and eventually abolished, There
is a considerable potential demand for such action, especially if it is
not conditional on the principle that only foreign capital may be used for
imports of machinery and equipment (a principle that will be further discussed
below), and if operations are adjusted to the methods current in the Latin
American countries, which are sometimes different from those in other
countries, .

Although it is true that the Latin American countries are not in
general ready for large-scale projects, it is equally true that there
are 2 number of more modest ~ although none the less inportant ~ steps
that they could take if such a system were organized° The rapidity and
vigour with which imports of capital goods increase during a favofirable
export phase is enough to demonstrate the fact that this potential demand
exists and could multiply if there were a continous effort to encourage it,

In most cases it would not be necessary to establish new credit
institutions since those existing ones, whether private or official, that
are sufficiently reputable and responsible to undertakc «.ich a task without
the need for detailed control exercised at the source i the funds, could
be used,
7¢ Inthis context, it might also be useful to extend the practice followed
in some countries whereby local capital is invited to associate with foreign
private enterprise on equal terms, or even with a superiority of capital.

In other cases, very promising results have been obtained by providing

part of the capital together with contracts for services to manage the

/industry during
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industry during its first years, until domestic menagement skills are
developed, There have been strikingly successful examples of industries
that originated as State enterprises and eventually passed under private
domestic control, with respect both to the technical side and to ownership
and management,

At a less ambitious level, yet where considerable success can be
achieved if there is proper organization, there have been co-operative
activities of a strictly technical nature, involving concessions of the
right to use certain processes and the granting of assistance against

payment in kind,

State enterprise

8. Indubitably, if the promotion of the national spirit of enterprise in
the Latin American countries were to become one of the cardinal principles

of economic co-operation policy, this and other formulae might be adopted

as a successful line of approach to the difficulty discussed above, Nor
would it be surprising if such a development were to help to solve one

of the problems which often give rise to regrettable tensions: namely, that
of State enterprise, The governing principle in this field has been that

of making international resources available for the establishment of
Government enterprises only if no private capital was fortlicoming to

assume responsibility for the services concerned, In reality, the bias

in favour of State activity in respect of public utilities has been a long-
term trend in the Latin American countries, determined by deep-rooted causes,
In the days when foreign private enterprise pursued a pclicy of exclusiveness,
State enterprise aiforded the only means of developing the abilities of local
personnel, Another reason for resorting to it was the wish to prevent
over—concentration of economic power in the hands of private companies

whose foreign background gave them a degree of supericvity in respect

of capital and technique with which only the State was capable of competing,
% Thus, in face of these two alternatives -~ foreign enterprise or

domestic enterprise in the hands of the State ~, the foregoing consider-

ations have frequently weighted the balance in favour of the second solution,

/although the
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although the testimony of experience has seldom said much for the State!s
édministraﬁive capacity. These, however, are not the only possibilities.
 The contribution of international resources might conéeivably serve to
’éncourage‘domestié'privaté‘enterprise to ‘undertake ‘such activities,
especially in cases where direct interest attaches to the satisfactory
operation and expansion of the service in question beeause of the need to
cope with a rapidly incfeasing demand, This"applies, for example, to
electricity services; credits ‘granted to consumers and workers for the
purchase of shares might be a way of reducing this problem to terms very
“different from those in which it presents itself today.

Financing of local investment expenditure

10. Another of the factors which have helped to limit the capacity to
absorb international resources is the stipulation that they be used to
"cover only imports of capital goods and not the internal part of investment.
The aim pursued is very laudable - that of encouraging the national

savings effort, ‘ C '

It is thus understandable that in the case of the State this limiting
condition should lead to the reduction of expenditure or of its rate of
expansion, or to an increase in taxation, or to the flcating of internal
loans to finance the Government'!s local investment, But it may well
héppen - and indeed is often the case - that the produét of these measures
is not sufficient to cover the whole amount requirec. In such an event,
insistence on the procedure referred to inevitably conduces to the
inflationary expansion of‘credit, unless the investment project is shelved
altogether,

Similarly, in the field of private enterprise therc are cases where
merely abstaining from the distribution of profits, c¢r placing new issues

" of shares on the market, is enbugh to defray the local part of investment
expenditure, But in other instances this proves insufficient.

Consequently, cdesirable as it is to promote the greatest possible
savings effort in each specific case, the serious drawbacks of the-current
procedure, especially when no active and well-organized stock market

exists (as is the case in most countries), cammot be disregarded.

/The stipulation
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The stipulation under discussion here need not be taken as a principle
based on solid theoretical grounds, but should rather be envisaged as a
practical method of ensuring that savings possibilities are exploited

jto the fullest possible extent. Consecuently, there is nothing to prevent
its being applied with great flexibility.

11. Nevertheless, the .value of its results is.still open to doubt. Even
on the assumption that the practice in question were strictly applied,

and that the whole of the local expenditure on the projects submitted to
the iﬁternational credit institutions were financed with domestic
resources, this would still not mean that all the said savings possibilities
had been turned to account, t might well happen that the State would
discontinue certain internal investments in order to comply with the
foregoing requisite, and that while some entrepreneurs would earmark all
their profits for the same purpose, others, which did not resort to
international credit, would distribute them without using them for
investment,

Hence it is clear that the problem could not be dealt with in temms
of individual operatidns, but only by investigating all the savings

' possibilities of the economy as a whole and the measures whercby they could
be efficaciously exploited, This undertaking ~ the detsrmination of the
volume of saving which could be obtained from internsl sources - is one
of the essential points in a programme, as well as one of the decisive
factors in its evaluation, On the same basis, the irternational credit
institutions would in their turn have to establish the amount of their
contributions. This does not mean that the current practice of studying
each specific savings possibility would have to be dispensed with, but
that it could be applied with all the flexibility nec=zzsary to avert
undersirable consequences, What is essential is that the programme as

a whole should be steadily implemented. = Otherwise, there would be
grounds for reconsideration of the amount of international.resources to
be contributed, unless valid reasons could be adduced to justify the

non-ful filment of the internal effort programmed,
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12, Rightly considered, what really matters is the achievement of the
éavings effort and not the relation of its volume to the amount of capital
goods imported, The proportion pf a country's aggregate investment
represented by sucH external purchases depends not only upon the capacity
to ﬁmpdrt, but also onythé couﬁtry's ability to produce capital goods
itself, It is conceivable that the more economic procedure may be to
manufacture capital goods at home and import consumer goods, Again,

the country concerned may be able to produce capital goods and yet lack
sufficient savings to cover their total value. In such an event,
recourse to international contributions would be fully warranted,

. Thus, two different aspects are involved. One concerns the
economic merits of the manufacture of capifal goods as compared with the
production of goods of other types, whether consumer goods or raw
materials or intermediate products, The other consists in the relation
between the internal capacity to save and the volume of investment., If
these two aspects are confused, mistaken decisions may be adopted.

13. This last problem has no great practical significance at the present
time, but may shortly acquire it if the advance towards the common market
considerably stimulates - as seems likely - the production of machinery
and equipment in certain countries, Were this to occur, the substantial
reduction in the proportion of capital goods imported might force up the
coefficient of local investment expenditure until it exceeded the
domestic savings coefficient, There would then be no reason why
international resources should not be used to cover the difference,

14, Misgivings are sometimes expressed in connexion with the possibility
that if the international contribution were in the upshot allocated to
finance imports of consumer goods, a large proportion of these might be
constituted by nonwessential or luxury items, Here too some elucidation
is needed, The important point is that a éountrvahich is endeavouring
to increase its investment in order to expedite its development should
restrict its consumption of such goods to the greatest extent possible,
whether they are imported or domestically produced. The desirability

of importing goods to satisfy the consumptioh thus restricted and
producing capital goods at home, or vice versa, should be determined on

grounds of economic expediency. /Credits for
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Credits for capital goods in the common market

15. The lack of international credit to finance internal investment
expenditure has already given rise to situations in which a country has
imported capital goods when they could have been domestically produced
at comparable costs, for the simple reason that in the first case it could
obtain plenty of credit, but not in the second, There are also Latin
merican countries which have been.unable to export certain types of
machiinery and equipment, despite favourable conditions in respect of
price and quality, because they are not in a position to grant sufficient
credit, :

Herein lies one of the most serious stumbling-blocks liable to be
encountered by the common market if the problem is not solved, In brief,
if a country producing capital goods has not yet enough savings to finance
the whole of its own investment, it is idle to suppose that a system of
export credits can be organized without additional external aid, unless
by recourse to inflationary expedients which are better avoided,

16, 4nd this leads to another aspect of the guestion, namely, whether
international contributions should benefit the countries exporting or
those importing capital goods, This is another of the problems that
could be satisfactorily solved under a development programme., Once the
volure of the contribution had been established, the countfy concerned
would have to be left at liberty to use the fﬁnds provided to purchase
its imports of capital goods from the source that best suited its
interests, The most=favoured-nation treatment granted one another.

by the members of the common market should suffice to encourage production
“and trade in respect of such goods without the need for credit incentives.
If, however, the system is to operate satisfactorily, it would be
desirable for the more advanced countries which do grant export credits
to draw upon their resources in order to contribute to this type of
aggregate financing of the investment requirements of countries in
process of development, Such a course of action, épart from simplifying
the problem under discussion, would remove one of the most persistent

“obstacles to the full restoration of international multilzateralism,

/Credit periods
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Credit periods

17. Another aspect of the prevailing system of export credits is the
relatively short peried for which they are granted. This has laid very
heavy burdens on the balance of payments of certain countries and has
involved the need for new credits to ease the strain, From the point of
view of individual operations, this policy of short-—term credits is
readily understandable; what is more, as was pointed out elsewhere, it
usually signifies an incentive to enterprises to use their profits for
expediting amortization, and thus helps to raise the domestic savings
coefficient, But from the standpoint of a country as a whole, it is
apt to create very disturbing situations, which militate against
monetary stability itself,

Some means must therefore be found of reconciling the desirability of
rapid amortization from the point of view of individual operations with an
amortization system consonant with the possible development of a country!s
capazity to save, as well as with its ability to transfer its savings to
amoitization and imports of capital goods, Herein lies another of the
advantages which only a programmecon offer, A programme alone, with the
structural reforms at which it aims, can enable savings and transfer -
possibilities to be gradually improved until the established target is
attained. ”

2. At the technical level

Technical assistance and development programming

18. International technical assistance has also been a source of widely
varying experience of which advantage would have to be taken in the
revision of the relevant policy, Such experience testifies to the full
value of technical assistance for countries in process of development,

and at the same time reveals basic flaws which must be eliminated, These
shortcomings may be reduced to three main points: (a) teehnical assistanee
has not kept in close touch with the requirements of economic development;

(b) since the form it has taken has been determined mainly by pressure of

/temporary circumstances,
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temporary circumstances, it has not been systematically planned with
clearly-defined objectives; and (c¢) resources have been inadequate,

19, The first point is closely related to the need for a development
programme, Only by this means can real requirements in respect of
technical assistance be ascertained and an order of priority established on the
basis of their nature, their degree of urgency and the resources

required to meet them, As long as no programme exists, all that can

be expectedis a morecor less satisfactory succession of individual
undertakings which often depend upon the diligence and the particular

bent of the officials concerned - both at the national and at the
international level — rather than on a precise analysis of requirements.

It has become evident in practice that in such circumstances a considerable
proportion of the resources used must inevitably be wasted,

Thus, the technical assistance rendered is dictated by immediate
circumstances in a fashion conducive to imprevization,or at least to decisions
which are not prompted by definite aims whose fulfilment entails a systematic
progizime of worke There are three fields in which such systematic action
is reyuired, namely: (a) surveys of natural resources; (b) technological

research; and (c¢) technical training of the human potential.

Research on natural resourees

20, Mzking a survey of a gountry?!s natural resources is a céstly operation
which, i{ its object were the acquisition of purely scientific knowledge,
would tzke a considerable time or require very substantial funds, Since
funds are limited and time presses, it is advisable to organize research
in terms of the requirements of a pfogramme, and with due regard to the
probable development of domestic and world demand for the resources in
question. What is more, the probleh arises in all the Latin American
countries, and as it cannot be fully and simultaneously solved in each of
them individually, a technical assistance programme covering the require—
ments of the region as a whole, and, here again, establishing a reasonable
order of priorities, will need to be forﬁulated.

/Technological research
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Teehnological research

21. Technological research relates to ways of utilizing the above-~
mentioned resources and of adapting modern technology to the conditions
prevailing in the Latin American countries. With respect to procedures
for the utilization of natural resources, a series of problems arises

on which, except for some fragmentary initial attempts, no systematic
research hazs hitherto been conducted. The field of research is also

wide, and could only be rationally approached on the basis of requirements
clearly deriving from an economic development programme,

Naturally, this does not mean that the institutes of technological
research should not at all times be ready to assist in an advisory capacity,
on request, in the solution of immediate and adventitious problems. But
if they duvote a major share of their energies to this work, they will
do so at the expense of problems that should be tackled with foresight and
in terms of the present and future requirements of a development programme,
22, As regards the other aspect ~ the épplication of modern technology
with dus regard to conditions in the Latin American countries -~ problems
of productivity are increasingly becoming a motive of concern. Here too
it is highly- recommendable that the objectives pursued should be established
in advance. To begin with, the pessibilities of increasing productivity
are considerable in all branches of sconomic activity in the Latin American
countriess But it is not a matter of indifference whether this is achieved
by economizing in manpower, or by saving on raw materials or fuels, or by
improving the yield of capital; the incidence on acountry!s economy differs
widely from one case to another., First, therefore, it is necessary to
determine the direction in which teehnological research should be channelled,
in order to formulate a programme adapted to the requirements of the
country concerned, instead of abandoning it to the vagaries of circumstance.
23+ Apart from this, where the saving of capital is concerned - so important
a consideration in the LatinAmerican countries —, the problem does not
merely consist in improving the efficiency with which the existing stock
of capital is utilized,but is of much breader scope and virtually
unexplored, It is, in fact, that problem of disequilibrium between modern

/technology and
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technology and investment capacity to which reference has so often been
made, Since it is impossible to revert to technological patterns that
have been left behind, there are only two ways of approaching this
difficulty: (a) research on new patterns which will enable capital
to be saved rather than labour; and (b) the appropriate selection or
combination of available alternatives whereby this aim can be achieved.
This is among the problems which by their very nature can be tackled

and solved only at the international level,

The human potential

2L, The technical training of the human potential, from skilled workers

to technical experts, is of considerable importance, both tecause of the
colossal magnitude of the problem and because such training must be adjusted
to the structural changes in the economy. This whole question is a matter
of increasing concern in Latin America and international technical assistance
night be of great value in dealing with it. In this connexion, two aspects
present themselves, The first of these relates to the help that might be
givein in defining the terms and the present and future dimensions of the
problem, and the second, to the best ways and means of solving it. In

some cases, the necessary effort can be more satisfactorily organized at

the national level; in others, by groups of countries or in Latin America

as a whole,

Limitations of financial and human resources

25, The resources hitherto allocated by various organizations to technical
assistance in Latin America have proved all too limited in relation to
requirements and the necessary rate of progress. If the systematic programme
of work so briefly outlined above is to be carried out on comprehensive
lines, much more ample resources than those at present available will be
needed, and the action of the organizations concerned will have to be
co~ordinated to obviate dissipation of effort., But nothing can replace
co~ordination at the national level, and for this only a clearly-defined
order of priorities deriving from a development programme can provide a
sound basis,

/It is
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It: is not merely financial but also human resources that are
limited. The only solution is to train personnel, and train them
quickly. Perhaps preciéely because of the fortuitous and sporadic
character of technical assistance, insufficient stress has been laid
on this aspest, and the necessary effort to train Latin American
experts has been neglected, This undertaking should be embarked upon
without delay, both because knowledge of the environment is indispenséble
for the success of technical assistance activities, and because the
experience thus accumulated becomes part of the heritage of the Latin
American countries themselves, and may serve as a foumtainhead for the

wide dissemination of technology.

Technical assistance in economic programming

26, The work of programming itself calls for technical assistance. This
is something relatively new, for while it is true that collective programming
already has long years of experience behind it, the programming now to be
undertaken relates to ﬁhe system of private enterprise, which it endeavours
. to infuse with the maximum degfee of dynamic validity. Certainly, the
experience referred to is of considerable interest, but in order to tackle
Latin America's problems under this head ~ and those of other countries in
" process of development — new trails must be blazed and new creative forces
unleashed, | |

"his is an aspect of the question to which increasing importance is
being attacnad by international institutions, and now that the principle
of programming is fully recognized in international co—operation policy,
the way lies open for its more energetic implementation. In the preliminary
phase already completed, groups of experts on programming techniques have
been sent to some of the Latin American countries at these latters?!
request, but it has been impossible to meet the needs cof all those
interested for want of firancial and human resources. Even‘so, the
experimsnt has been very successful and instructive, and may serve as a
~point of departure for the expended and more systematic organization of
this type of technical assistance,

/27. From
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27. From all that has been said in the foregoing pages, the following

is the primary conclusion to be deduced: a development programme is the
most satisfactory basis on which to establish international co-operation
in both the economic and the technical sphere, Upon this same basis, -
credit and technical assistance institutions can decide what form and
amount of co-operation they consider appropriate, It would be desirable
for this part of the work to be carried out, within their respective
purviews, by both types of institution in conjunction., After study of
the programse, each organization could decide upon the contribution it
was prepared to make and the form that contribution would assume, Both
in the economic and in the technical field, the contribution in gquestion
would have to be established for an adequate period, so that the national
authorities could rely upon the availability of the resources approved,
provided that they submitted satisfactory specific projects, complying with
the requisites which the Governments themselves had considered to be

essential for the success of the programme,

Technical assistance and political decisions

28, Here a clear line of demarcation must be drawn between two different
aspects.s It should be remembered that a development programme is not a
purely technical operation, but involves highly significant political
decisions. For these decisions the Governments alone are responsible,
but there cannot be the slightest doubt that the technical business of
elucidating problems and formulating alternative solutions may deeisively
affect them. Thus, for example, the national effort to raise the savings
coefficient and reach programme targets can be achieved only on the basis
of certain internal measures — mainly fiscal -~ that represent politieal
decisions as serious as those which, in another direction, might be
involved in the reform of the land tenure system with a view to the
attainment of agricultural production objectives.

In other words, the very dynamics of & programme must necessarily
generate these and other problems. The process is logically inevitable,

What is more, the measures adopted by Governments to solve them will

/afford the
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afford the most important yardstick with which to measure the value and
efficacy of the programme, not merely from the domestic anglé, but also
from the point of view of international co-operation.

'Fortunately, Latin America shows a clear awareness of the need to
refornm thé economic and social structure in order to expedite development
and reduce the disparities in income distribution. And unquestionably,
those whose determination to launch such reforms induces them to assume
grave political‘responsibilities will find lively encouragement in the new
turn that international co-operation policy is taking,
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