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between the trends towards an increasingly interdependent international economy and
towards the absence of authentically global instruments to manage the changes and
overcome the crisis. |

5. ThiS'confused and disquieting picture represents a strong challenge to
economic thinklng and policies, both in the centres and the perlphery Our
response to this challenge is the task to which we shall have to cevote ourse ves
in the comlng years, first by making a calm appraisal of the experlences we have
lived through and then drawing up a balance-sheet of the limitations and
opportunitieés faced by our countries on account of the new realities which have
arisen both in ‘the domestic and international spheres.

6.  This task irivolves formidable difficulties. The first lies in the
unprecedented nature of the problems to which we must find. a response To this is
added the uncertainty preveiling as regards the direction the world ecnnomy will
take and the’ meaning of the structural changes;which are_qccur;ing in the great
industrial centres.  In addition, there is the fact that the grest diversity of
situations ekisting in Latin America dooms to failure any attempt to find general
formulas applicable to the entire region. - The circumstances do not appear to be
favourable for tHe creation of large economic:models with clalms to general
validity, but rather to the elaboration of coherent and well-balanced syntheses,
based on a careful consideration of the lessons of the past and the challenges
raised by the new realities. .

7.' The ECLA Sécretariat has sought to work within this perspective. We would
like now to point out some of the elements on which the recent work of the
Secretariat has concentrated. Among other aspects, this work has been directed
towards understundlng the nature, magnitude and prospects of the crisis now being
experienced by the Latin American countries, and of the world crisis of which that
process is a part; analysing the part played by domestic and external factors in
the emergence of this situation and the interaction between the dlfficultles raised
by the current economic situation and unresolved structural problem5° reviewing
the conditioning factors which must be confronted by the economlc pollcies of the
Latin American countries in the domestic and international spheres appra131ng the
short- and medium-term prospects of the world and Latin American economles, and
reflecting on the objectives, orientations and instruments which could be adopted
in the economic policies of the countries of the region in order to meet the crisis,

bearing those conditioning factors in mind.
/I. THE
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I.. THE SPECIAL FEATURES OF THE CRISIS IN LATIN AMERICA,

8.  .At' the beginning. of the 1980s Latin America had to confront the severest

economic crisis it has ‘experienced since the fateful years of the Great Depression.
This process was undeniably influenced by domestic causes, .but also by a complex ..
set. of factors arising .out .of the performance of the economies of the industrialize
countries. -One of he most outstanding features of the crisis is the.fact that it
extended, to different.degrees and in different:forms, to practically all the
countries of the region. Another striking feature is its .depth and duration. . The.
three-year period 19811983 was characterized by & sharp drop in the product -in -
both global.and per'caeita.terms-, a marked reduction in rates of investment, the -
spectacular intensification of inflationary pressuies, a rise in unemplcyment, and
a drop in real wages. These negative changes on the domestic front. were accompanied
by -others which were no-less negative in the external sector, the most tangible
manifeetationS‘of which have been the payments crises, the 'rise in exchange rates,
the loss of international reserves, and, above all, the unpearable increase in the
external debt service commitments. In short, we are faced with the most serious
eeonomic contraction in the last fifty.years, with heavy destruction iz - .0
under-utilization of the capital accumulated in recent decades-and a six-year .
setback in~the region's social ‘progress, so that its standards of”living were the
same in 1983 as they had. been in 1977.

9. Although the background to:the crisis goes back:to the first half of the
1970s ~when the region coped with the first oil: crisis relatively well, due to a
set of factors in which external indebtedness played a highly significant .role-
its worsening at the:beginning of the 1980s brought about particularly serious’
consequences, since it-put an end to the growth cycie which the Latin American
economies had experienced over the past three decades; in which, from the mid-1960s
on, the investment coefficient began to :increase gradually but. steadily, and
exports expanded and diversified considerably ‘

10. The crisis also marked the downfall of those economlc pollcies which made
too much use of external indebtedness, as a result of the failure (although there
were differences between the individual countrles) to appreciate the proper. role
of international flnancing and the advantages and. rlSkS of indebtedness These
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policies were facilitated by the unprecédented permissiveness then prevailing

in the great international financial centres, inspired by a misplaced confidence

in past ‘experience -which.on this occasion proved to be unjustified- according to
whicii”international inflation would tend to lessenethe weight ofl indebtedness with .
the passage of. the years. '

11. - Owing to the generous.flows.of private capital made available at that time,
the Latin American countries'managec to maintain high volumes of imports which, .
in part, -contributed to achieving satlsfactory rates of economic growth. Those-
rates exceeded the rates recorded in the industrialized countries, and enabled the
countries.of the reglon to cope relatively easily with the -intermational recession
of 1974-1975;<which was due, inter alia, to the adJustment which:the economies had
to-make to the naw energy prices. This, however, was only a.temporat . situation.
12, © The situation remained managesble until the end of the 1970s. At the
beginning ef the present deoade,nhowever; the :isks involved in applying economic
policies:based on the excessive use of externalfindebtedness‘in a recessive:
context became ‘obvious, when the recession inxthe industrialized countries became
more acute, international interest rates suddenly rose,'and_the terms of trade of
the developing countries geterlorated. The increasing burden of>servic1ng the debt
and the decline in export income caused theimaintenance of’an acceptable growth
rate to become increasingly cependent upon the possibility of a*tfdcting nev f’rw'c
of external resources, at extremely high costs.- Furthermore, this p0551billty was
drastically r2duced in 1982.and 1983, when there ‘was a reve“sal 1n the extreme
permissivity shown by the- inxernatlonal financial system durlng the preceding -
decade and a massive contraction'in the 1nflow of new capltal to the region, thus
greatly worsening the recession caused by the economic cycle of the great
industrial centres, because of the increase in interest rates and the decrease in
the export income of the Latin Amerlcan countries. Such, very briefly, was the
evolution of the crisis currenLly being confronted by the region..

. . Rt "
1. ﬂjinlns Lt the crisis: ~structural clcngntef national
- ‘ pollclcs and the excernal cycle " - -

13a In these circumstances, three types of questlons may be ralsed with respect
to thls process: a) How was this situation reached and what features does it |
present in the case of Latln Amerlca° b) What short-term prospects are opened up
to us by the adjustment processes and reactivation policies being applied in the
/centres?
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centres? and c) What ‘are the implications of this-perverée combination of old
structural problems with those which will remain as the aftermath of the crisis, as
far as the development models which the Latin American countries could try out in
the medium and long térms are concerned? - In order to respond to the first type of
question, we must go more deeply into recent events.

14.  If we place ocur analysis in a correct historical perspective, we must
acknowledge that the magnitude and features of the crisis were substantially
influenced by the long;étanding structural problems so often analysed in ECLA
studies.:- However, this consideration should not 'serve to cetract from the
importance of domestic pélicies and the behaviour of the external cycle during the
1970s. Both of these elements encouraged excessive use of external-indebtedness,
mast of which, for reasons which will be dealt with below, was contracted with
private sources,. and which now amounts; at the regional level, to wore than

(55320 billicn. “This extremely high degree of indebtedness, which is the most
important - immediate. cause of the crisis being experienced by the Letin American
countries today, is for its part the expression of a complex combination of both
domestic and external factors. :

15. We have already mentioned the fact that this indebtedness was made possible -
by the extraordinary climate of internafional financial permissiveness which
prevailed at the beginning of the last decade: a situation due:to factors which had

‘existed from the end of the 1960s but which subsequently became stronger due to the -

great international liquidity generated on account of- the. surpluses accumulated by
the petroleum-exporting countries. This gave rise to a powerful resurgence of the
international capital markets, especially through the new Eurocurrency market, and
they eventually had an unprecedented volume of liquid.resources at their disposal, °
the mobilization of which was carried out without any reference to the national -
monetary-authbrities and international financial bodies. In effect, the '

international private banking system was given carte blanche for recycling these

rTesources, which it did with apparent- efficiency during that period. ' However;

because of the competition by the banks in lending their financial surpluses, they
ignored many of the criteria which had guided these operations in the past;-thus
increasing their risk to'an extent which has become evident with the crisis.

16. The economic policies followed by the Latin American countries during that
period stimulated that process, at different rates and in.different ways. I have

/already noted



already noted that recourse to external credit was used to. a considerable extent

in order to surmount the first depression of the mid-1970s and maintain the -
countries' growth rate. This credit facilitated the expansion of domestic spending,’
which was used for different purposes, not all of which contributed to the same
extent to the achievement of that objective. In some cases -perhaps the fewest-:
domestic spending was directed towards programmes of investment in production.
projects which, unfortunately, in,many cases involved very long lead times, were
overambitious, or were based on excessively optimistic’assumptions on market .
behaviour, thus giving rise to a situation in which a considerable proportion of
those investments remained partially idle. In other.cases, . the -increased
indebtedness was.‘used to support indiscriminate policies of greater external
openness which involved a sharp expansion in imports, including a high proportion-of
all kinds of consumer goods. In-some cases,; the external indebtedness served to
encourage policies of exchange .over-valuation instead of authentic anti-inflationary
strategies. -On other occasions, the implementation of macroecondmic policies
lacking in coherency led to loss of confidence and.flight of-capital, with the
resulting loss of reserves and further expansion of external indebtedness. There
were even cases where such indebtedness stimulated a vigorous process of arms
purchases. ~ ,

17.- Cbnsequently, attributing the bulk of the responsibility for the current
crisis in Latin America to external factors wouidAbe incorrect and would endanger the
credibility of the Latin American position. . The same would be true if the analysis
were to stress unilaterally the financial and monetary aspects of the crisis -which
are indeed its most serious and obvious symptoms- while neglecting the real aspects
which are, in the .final-analysis, responsible for it.. Among these aspects mention
should be made of the recession and the economic policies of the developed countries,
which affect the demand for products exported by Latin America; the protectionism.
prevailing in the developed.countries, which thus limit the Latin American countries'
access to their markets; the impact of the crisis on the production apparatus of the
Latin American.countries, as a result of the growing control of financial interests
over the production sectors, the over-indebtedness of the private sector and the
failure of businesses, the under-utilization of existing production capacity, and
unemployment; the negative effects of the excessive strengthening of ‘the national
financial systems in comparison with the production sectors; the contraction in

/investment; the
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investment; the impact:of the crisis on the income of large sectors.of the
population, which have had to bear~an_inordinately,high proportion of the .
burden of the‘adjustment, and --in general- the applicacion of domestic policies
which over-stimulated consumption or investment, fostered curréncy over-valuatior:
gave risé to fiscal deficits or set off proéesses,pf-openingmup to the exterior,
that were -excessive or.too rapid. |

18. - In short, when the causes of the process are analysed, the conclusion .
reached is that they include both domestic and external factors and that - behind
their financial and monetary aspects lie real aspects which have had great
influence on the development of the crisis. All of these factors have come to
bear differently in each country, depending on its stage of development, the
features of its economy or the economic. policles applied by it.

2.t The debt spiral and financial slowdown

19.  In order. better to understand the behaviour and interconnection of these
differént factofs, the recent indicators'should be examined more closely. The
deot éitpéﬁ;on of.the Latin American countries first began to cause concern at
the end of the 1970s, Dy which time the fegional debt had already reached

US$ 200 billion. This concern was partly allayed, however, by the evolution
of the international cycle and the region's performance in the export field.
In the case of Mexico, for example, the domestic product grew between 1970

and 1979 .at an average of 6.4% per year, while exports grew at an annual rate
of 11.9%. During the same period, the comparable figures for Brazil were 6.7%
and 9.1%, ‘respectively, while in the case of Argentina a very modest increase
in'the growth of the product (2.6%) was accompanied by a rate of export
expansion of 10.7%. The performance of exports during the second half of this’
decade was especiaily noteworthy; they not only recovered the strong rate of
expansion which they had displayed before the crisis of 1974—1975, but even
surpassed ittnsince\betygen 1976 and 1981 the region‘s exports grew at an annual
rate of approximately 9%. Briefly, what happened was that the behaviour of
the international financial and commercial markets, and the performance of

the region in terms of growth and -particularly- eéxports, calmed any doubts
whion might have been raised by the high level of its external indeotedness.

/20. The
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20. The situatior: underwent a radical change at the béginning of ‘the 1980s,
however.- Thus, at the beginning of the present decade, the:international.
economic "situatior. changed course spectacularly, due to the increase 'in interest
rates and the persistent and pronounced drop in the terms of.trade, with
particularly acu .e consequences for the Latin ‘American countries with the
heaviest debts. Interest rates, after having been negative or only slightly’
positive during the entire past decade, rose sharply in real terms (see table 1).
This phenomenor was aggravated by the fact that, a good deal before this, the -
terms of trade deteriorated drastically.

Table. 1

REAL IN EREST RATES ANDjNEf CAPITAL INFLOW
(Pe: centages and billions of dollars)

Interest o " Capital

rates . ' inflow
1973 2.94 ' 8.1
1974 0.1 - 11.6
L1975 -2.21 14.5
1976 -0.22 18.3
1977 -0.50 17.3
1978 1.23 26.4
1979 - 0.66. 295.0
1980 0.86 30.2
1981 6.11 - 37.9
1982 6.91 ' - 16.7
1983 _ 6.71 3.2

Source: ECLA.

/21. The



21, . The negative combination of .the two factors aggravated the difficulties

, created by the very heavy external debt contracted by the region' as the debt
service commitments rose, the income obtained by the Latin. American countries

from therr expor:s diminished Thus, the countries were forced to contract

[new. debts” s;mply to meet the interest'payments on the accumulated debt zFor '

the region as'h vhole, these payments.came to represent about 36 of their earnings
from exports of goods and services ‘in' the period 1982-1983. These figures
highlight the' increase in' the part played by -the external cycle in the worsening
of the reg10n°s situation."

22, During the period 1982-1983 a’ factor which had a singularly powerful
influence in accelerating the crisls made its presence felt: namely, the serious
financial contraction caused Dy the private banking system as a reaction to the
crisis. The private banks, which supplied most of Latin America's external
financing during the past decade and whose loans were grow1ng at a rate of

over 20% per year at the end of that decade, reduced. their credits drastically
during these two years,-causing'a sudden drop in the inflow of capital into
Latin America (see table 1). This drop would have been even greater had it
not been for the intervention of the international finan01al bodies and
esp801ally the Intermational Monetary .Fund.

23. ECLA ‘has placed great emphasis on the. impact of this financial contraction
which came on top of the economi¢ recession caused by the international cycle
through the rise in interest rates and the slump in the terms of trade ¥ 1In
order to appreciate the magnitude of the problems which this contraction has
created for the Latin American countries, one need only consider that if only

the terms of trade in 1983 had reached their 1980 level and the real interest
rates had been 4% less (which would still have situated them far above

traditional averages), the region would have had an extra US$ 25 billion available
in its externallaccounts, which would have made it much easier to meet the
interest payments on the debt (amounting to some US$ 35 billion) without having

to resort to the sharp contraction of imports which had to be carried out in

the last two years. The absence of these conditions, however, together with

*/ For a more detailed analysis of these issues see ECLA document
“Adjustment policies and renegotiation of the external debt", Santiago,
February 1984.

" /the contraction
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the contraetlon suffered in external financing from private sources, made Latin
Amer;ca into a net exporter of capital; thus reversing & historial trend and

in flagrant contradiction with the capital-importer status appropriate to
developlng countries: : :

24. The outline I have just given highlights the profaund changes undergone
by the centre perlpher/ relationship, which has always been an 1mportant element
in ECLA“s analyses of Latin American development. Thus, from the 1950s onwards,
' the sluggishness of world trade and the restrictions of the 1nternational
markets created a favourable climate for the Latin Amerlcan countries' decision
to depend primarily on their internal markets and fullow import subsitution
policies on 4 national and regional scale. As from the mid-1960s, however,
world trade reglstered unprecedented growth. which encouraged the application

of export expan31on ‘and diversification policies by the Latin American
countrles thus glv1ng a néw profile to-the region's external trade. From

the flrst half of the 1970s onwards, .the situation of 1nterna+wonal flnancial
permissiyeness already mentioned earlier stimulated external indebtedness
policies which made possible an expansion in spending, with different objectives
and results, :espeeially in terms of its economic and social productivity. At

. the beginnlng af th 1980s, the intensification of the recessive cycle in the
‘centres together with the rise in interest rates and the drop in the terms

of trade, sharply reduced the Latin American countries' capa01ty for reactivation,
and this situation was further aggravated by the contraction of the inflow of
capital into the region.

/110 THE -
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11 "THE. INEVITABILITY AND TENSIONS .OF
THE ADJUSTMENT POLICIES,

25. Faced with,a. ctlsis. which had such far-reaching repercussrons on the external
income of: the, region,~the countries, were inevitably forced, to make adgustment” '
with high economic and social costs. In view of such a, difficult situation it
would, certainly.be Utopian to try to imagine a "painless" adjustment But the
question that must ‘be asked here. is,whether the. adjustment besides being
inevitable and painful ‘hag, been fair -in tezms of the distribution of its costs
among the different.sectors involved in the crisis, both at, the domestic and the
international devel.. :

26. The adgustment has in: fact assumed strongly recessive features, basically
reflected in the reduction of., imports in order, to obtain a.trade surplus w1th
which to meet .the, external debt. service commitments tpe reduction of spending,
both for consumption and- investment; the erosion of international reserves and
sharp devaluations. .As a natural corollary of the foregoing, the traditional :
pressures on prices were Joined by those arising from the«growing fiscal deficits
which, on the one hand, stimulated inflation and, .on the other, led to serious
cuts in.public.investment, particularly investment intended for the social
sphere, It is not. surprising,. therefore, . that along with ] prooess of destruction
or underutilizetion of installed capital 8 strong concentration of the negative |
effects of the crisis An.the poorest sectors of the population has occurred )
27. In.gpplying its adjystment . poiicies, the region used the orthodox mechanisms
recomnended by the,International Monetary, Fund . which had to fit,within the o
narrow limits imposed by -a difficult payments situation and by an international
financial community that was reluctant to grant new. credits In this context,

the adjustment policies couid not be other than markedly rec9351ve, especially
insofar -as hopes for.a rapid recovery of the world econamy with favourable
effects on -interest rates ;and the tegms of. trade, did not come to frurtion

/728. No-one
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28. No-one could imagine that a way out of the present crisis- could avoid going
through adjustments as palnful as they are inevitable. However, the impact of
international crrcumstances which are beyond the control of national governments,
the delayed reaction of the external cycle and the’ far-reaching &conomic and’
social costs 1nvolved in the adJustment have been causrng growrng ‘dissatisfaction
with the mechanisms appl ed to carry ‘this out.

29. The hlghest level polrtical expression of this dlsqu1etude was provided at
the recent Latln Amerrcan Economlc Conference convened ‘at - the beginnlng of this
year in Quito9 by the President of Ecuador, Dr. Oévalds Hurtado. ~The Detlaration
and Plan of Action adopted at that Conference b*ohght the' considétation of these
problems into the political sphere, for the first time since the beginnlng ofvthe
most acute phase of the present crisis, "and established the principle that the
external debt servrce ‘commitments and hence the 1ntensity of ' the adjustment,-
should to & larger extent be’ the subgect 'of proposals formulated by the Latin
American countries themselves ' These proposals shdhld basically take into' account
the need to maintaln a certain economrc growth rate and acceptable living
condltions for their societles

30. The basrs for thrs crltical DOSithﬂ, as 1 have said, ‘is primarily a
polrtrcar one. Indeed if the relatlons between the Latin American ‘countries,

on the one hand and thetr creditors and the ‘industrialized nations; on the other,
are not placed on a different polrtical 1evel no" matter what the relative weight
of the domestlc and international factors in shaping the crisrs, ‘it will become
almost imposslble to handle These considerations of -a" political nature should
inter alia: a) Call into’ question the long-term viabllity of a genéral’ adjustment
process in Wthh all the Countriés are srmultanedusly led to reduce their”

1mports and expand their exports at a time when a growing and ever fore subfle’
system of protectlonrsm is berng carried forward by the {ifdustrialized ‘countries;
it is acknowledged that although the deflclt trade performance of the United
criticism continues to be valld as regards the other countries with which the
region trades; b) Point up the fact that, while the various actors involved in
the creation of the crisis -the debtor countries, the international banks, the
industrialized countries, international financial agencies and the very system
of global economic relations itself- clearly have a share of the responsibility

/in this
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in this respect, the cost of ‘the adjustment falls almost exclusively on the
debtor countries; under these circumstances, the international banks not only
have falled to assume a fair share of the costs of refinancing the debt, but also
have increased their profit margin excessively via the costs of financial
intermediation; at-the same time, they have succeeded in having the International
Monetary Fund maintain a supervisory presence with respect to the management of
the debtor countries' domestic economic policy-in order to ensure their ability
to pay, while they have also managed to have State guarantees extended in many
of these countries to almost all of their credits,-including those to which
government guarantées did not originally apply; c) Oraw attention to the abrupt”
restriction of external capital flows imposed by the international finmancial
system and the fact: that Latin America has become a net'capital exporter; this
situation is felt to militate not only against a minimum degree of recovery by
the Latin American economy but also against the reactivation of the world
economy itself.

31. The method of adjustment used by a number of Latin American countries has,
furthermore, warranted theoretical criticism, which has been examined in the
past by ECLA and which has been repeated in some of its recent ‘studies. As
Massad and Zahler stated in a recent study, the magnitude, nature and persistence
of recent external imbalances and their relationship to domestic imbalances
suggest that the current theoretical models for analysing the balance of ‘pavments
are based on various sets of unrealistic and overly restrictive assumptions, and
have prbduced piecemeal and, at times, erroneous policy interpretations and
recommendations with respect to the developments which have occurred in this
sphere. In particular, there has been little analysis of the determinants of
private international financial flows or of the external debt's impact on the
national economy. In addition, assuming that woild economic activity,
international interest rates and other fundamental variables remain ceteris
paribus, the policy prescriptions put the burden of restoring a balance on the
“problem country®”, with little or no recognition of the interdependence of the
external imbalances among the countries, both with respect to their causes and
the responsibility involved.#*/

#/ See Massad, C. and Zahler, R., "The Adjustment Process", preliminary

version, pp. 5 and 6.
/32. Despite
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32. Despite the fact that the region has reacted very responsibly to this
situation, taking measures to correct it which, have had painful economic, social
and even political consequences, doubts persist as to the ability of the.Latin
American societies to continue to endure the sacrifices they are currently making.
Because of this, in various financial and political centres attention has been
called to the possible consequences of the Latin American countries' domestic
situation and particularly to the repercussions which extreme solutions would
have on the stability of world financial markets. Some of the boldest and most
innovative proposals for seeking:- gJlobal formulas which go beyond the policies
currently in place have come from intellectual circles in the industrialized
countries and, - increasingly, from political leaders and the economic authorities
of the Latin American countries themselves. These proposals, however, have yet

to influence the attitudes of the political authorities in the developed countries.
33, One central topic for the-immediate future is the establishment of global
mechanisms to facilitate the servicing of the debt to provide leeway for a greater
flow of imports and, by that means, to permit a process of reactivation in the
Latin American economy. To these ends a set of measures have been proposed in
general terms which are aimed at bringing about a considerable reduction in the
costs of financial intermediation, the rescheduling of interest payments on

the debt in a way which would not absorb too great a proportion of export.
earnings; and an extension of loan maturities. On this occasion, I will not enter
into an.analysis of these subjects, which have been discussed in other ECLA
documents, */ Suffice it to say that, under present circumstances, the financing
of their external debt is the stumbling block for most of the Latin American
countries as far as any economic reactivation policy is concerned.

34. Nonetheless, these .considerations indicate that one of the basic features
of the new development pattern which the region must follow in the future will be
a lower degree of dependency on external finmancing.  This, in turn, will greatly
depend upon: the evolution of their foreign trade and, particularly, on how
successful they are -in expanding their exports. It must be acknowledged here

*/ See, for example, Adjustment policies and renegotiation of the external
debt, op. cit., especially pp. 80-91.

/that the
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that the modest prospects for the international economy, and the slow growth in world
trade which is likely o occur during coming years, will continue to severely limit
Latin American‘exports. - It is probable that this situation will continue to be
compounded by the 'defects of ‘the developed.countriest: growing neo-protectionism.
Indeed;'1n'tecentfyeérs'the-process of opening up- trade, which characterized

the centres°¢éédnomic evolution during the postwar period, has lost momentum

and has been réplacéd’by an increasingly varisted set of protectionist and .
dlscrimlnatory Measyres: lacking in transparency which:have caused a growing,

share of international trade to take place outside the sphere of the GATT .
regulations. This has’ Jeopa*dized progress towards' a new international:.division
of labbur at theé world Level which was precisely one of the opportunities open

to the’ deve}eping'ccuntries for responding to the crisis. . The neo-protectionism
of the ihdustrfalized countries sericusly threatens the chances which the countries
of the regidn'c&uid'have'of reducing the external debt burden in the medium.term
Dy expandlng ‘their tiade. .

35. A number of measires could be suggestéd. for rectifying this situation. First
of all, ‘the Latin Américan countries should take concerted action to combat the.
various types of tariff spreads and non-tariff barriers recently put into-effect.
by the ‘Industrialized countries. ‘Secondly,:a measure which is of great,importance
for Latin America is thu approval of new roles regarding safeguard clauses which
would allow them'to be used only under exceptional circumstances, rather than in
order to place unilateral restrictions on their exports-when the latter.begin to
represeﬁt'tompetitiéﬁ-ﬁor‘producers*in‘the industrialized countries.. .Thirdly,

the production and export subsidies granted by the industrialized countries in
such basic sectors as-égriculture,:stcckwralsing-and industries important to

Latin fmerica shoild also: be opposed, just as the-develeped countries. themselves
closely monitor the‘use of subsidies by the developing countries.; The benefits

‘67 ‘the Generalized Systéms of Preferences (GSP) should-also be expanded.

/1L, THE
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III.. THE IMMEDIATE OQUTLOOK

36. Certainly,"it is no.easy matter to provide a clear picture of the outlook

for the international:.economy in.the immediate future nor, therefore, of the¢ﬂ1
hypothesés which.could serve as a basis for the:adjustment machinery sponsored;by
.the international financinl community and the IMF. ;In a recent article,

Albert Bressand set forth possible scenarios for the world economy.  He stated that
in coming’years; it'will:be possible to think. in terms.of two broad scenarios,
depending upon the type of relations which prevail between the ."real" and the
"financial® worlds. :According to the first -more optimistic- scenario, the-"réal",
economy will‘be able to grow more rapidly -than the size of the "financial dead -
weight" which 1t ‘must carry. If this occurs, some difficulties might perszit in
special sitUations-affecging certain countries or compaﬁies but, on the whqle; the
nightmare: of the external debt would gradually disappear. In order .for this to come
about, nothing more drastic than extensive re-phasing would be necessary. The
second 'scenarioc is the more likely one, however, at least in the absence of .
concerted recovery policies such as those assumed by the first. scenario. In it,
financial adjustment policies would converge on a global scale in a way tending to
produce deflation, and the economic, social and political vulnerability. of the
countries would be heightened rather than reduced. At some point, the cumulative
debt burden might become so great that its repudiation would be unavoidable, or
might even become the means of escaping from the trap.*/ These are the prospects
from the standpoint of the developed countries, and it is a perspective which
undeniably calls to mind the financial problems of the 1930s.

37. These outlooks have their counterparts.in the views of the immediate future.
held in the countries of the region. In the opinion of some observers -among the
monetary au?horities of various Latin American countries, who share the viewpoint
of their colleagues to the North, the reactivation ofthe United States economy will,
in turn, have a reactivating effect on the rest of the industrial economies, which
will give a new impetus to international trade and, therefore, to the external

#/ Albert Bressand; "Mastering the 'World Economy'”, Foreign Affairs,
Spring 1983. ' : .

/environment on
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envir@nment on which the:developing. countries’ 'economies: rely 3Thié 'is- whdt*has
been called the "locomotive.theory”.. -With & reduction in real interest rates:and’
an improvement;in the prices-of the -developing countriesi:exportiproducts;. the
debt problem ceuld-be. managed-on better -terms.end would provide . leeway for: ‘=
Initiating econumié reactivation policies. i -On the other hand, there arelviéwpoints
which call Into gusstion, the.gignificance and durebility ofsthe recovery iri-the -
lar@e imdustriag centres, op;at least the possibility of transmitting the recovery
taking place In the United.States in zecent months:td the bther centres and, with
.even mors ~eaS©ﬂy te the peziphery.  From the forms? - viewpoint, the main features-
are the persistencs, of high reel interest rates; a slcw raterof: investment, *
UﬁeﬂﬁiﬁyVEﬁ@ no. idie cepaelily in the industrialized: LD&ﬂLEgesi &nd an-overvalued
United States dollar. .From the second viewpsint,” i¢ is noted’that in.order -for’
the reccvervzﬁﬁ the,centres {o be transmitted to the periphery, it will ‘have to
have signlfiﬁaﬁb ef?ﬂc s.on interast rates end the texms of,trade,!and-external
finanﬂiag flews, %owards the reglon will, have.to be resumed. Certainly, if we
consider the Impact cf the, cconomic recovery-in the. United States-on these three
factors during 1983, the conclusions sre not overly encouraging. The expected
drop in real interest rates has nct come asboub, there has been no pronounced
reversal in the tendency of the terms of trade to deteriorate, nor has a positive
reaction on the part of sources of private capital been cbserved, except to the
extent stri@ ly ”°“@8Sﬁ?y in orxder to contribute to the financing of a portion of
the intersst payments owad by the Latin American countries.

38, Even so, one indis pensab:e prerequisite for en economic recovery in the
countries of the reglon is the rscovery of the industrial economies. From this
standpoint, wnet is cccurring in the United States and probably, to a lesser
degree, in cther CECC countrles is a positlive development. Thils view of the
situation, howsver, sust be modified by the fect that the monstary and fiscal
policies and h;@n interest rates prevailing in ths United States are an important
contributing Factor m@ the contraction of global economic sctivity and are reducing
e developing world., AL the same time, it seems clear that

T

the @@@@xsuﬁiti@s f@r
the countries of the vegion shouid leok for siternatives to the severe adjustment
imgilemented in recent years, seexing Instead development

¢

g
policies which th
strategies which stress seongmic growih. As noted ebove, the foregoing involves
the adgoption of mecheniszs Dy the internationel community which will make possible

/a more:
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8 more tolerable form of administering and refimancing the external debt of ‘these -
éountriesQ .These mechenisms would free a greater volume of ‘Tesources for
increasing theizcbasic imports. (particularly those linked to their development
processes) snd- they :should bé epplied in parallel with a-greater degree of import
~substitution-although we know' full well .that -these strategies have their
limitations. -On the exiernal .front, tradeand financial policies should be combined
with one snother -end with domestic.reactivation-policies so that they can be
brought :to hear en the objectives of increasing ‘investment, expanding basic |
'impprﬁs,aﬂdfinitiating a.sustained recovery ‘process in’the Latin American countries.
39, It is clear, nevertheless, that the rate of expansion of production and the’
room for manceuvre. in-economic policy will continue to be restricted’in many of’
our countries for.a fairly long period:of time because' of external constraints.
Aecordingly, the growth rate will not only be lower than over the two past decades,
but will depend far more closely on' an increase’’in domestic saving, the fullest

and most effective use of available human resources and installed éapacityl'and

on increase in production devoted to covering internal-defiand.

/1v  THE
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i¥. . THE LONGER-TERM QUTLOOK AND. ITS MAIN DETERMINANTS

40. The fore(ioing considerations suggest that neither short-term economic policie
nor the major sbjectives of the . development ;strategy can:remain unchangedvby~the
effects and le:sens of Xhe CriSlS of the 1980s, Jjust as.the corresponding
instruments will elso Jhave to be revised. . Towards the end of the:1970s, 1t was
thougnt, that caneerted actlop with: respect to the different:structural constraints
which marked the pest development of the region.could result,in more:dynamic :
economic growth rates ,end that, given such rates,: the sppropriate conditions' could
be created for 1ay1ng the Foundations for sustained economic development and the.
progressive SOlJtsOﬁ of . the mass of social problems which had mounted -up:. . The-
emergence of new and unfOPeseen prcblems and .the_atmosphere;of uncertainty..-
surrounding the evolution of the world and Latln American -economies: do not:allow.
us to think in terms of an 1ncrementallst and pragressive process today, but rather
draw our ettention tq the presence of severe breaks or discontinuities.
Neverthelessg this should not lead us to adopt defeatist or _despairing positions,
but rather to seerch moxe intens;vely fbr innoyative answers,{p these new -
situations.

41, The lessons of history teach us that great ‘crises present both risks and
opportunities, : It would probably berunrealistic to postulate: radical’ changes “in
the development poliC1es.ofnthe Latin American countries in the ‘fiddié of one of
the worst recessions the region has undergone in this century and in'-viéw 6f ‘the
unpromising international. setting, which would make such cheﬁges'pOIitibeliy'Ehd
soi:ial;y-u,mf.‘easj;ble.° However, we must-alse remember that a ciisis“sitUation has
often preceded the adoption of sweeping changes: in the United Statés,”the New’
Deal was a respanse to the crisis.of. the:1930s; the sconomic recovery ‘and’’ B
integration.of Europe, in turn, arcse in response-to the destructioicelsed by ‘the
®ar, while the development-strategies based.on;the.industrialization and’ *{rward~
directed growth® of the Latin American countries themselves also.grew dut of the
Great Depression and the war. Thus, just as. in that era,  the current érisis could
provide the basic elements.for an-in-depth:revision-.of the development styles and’
ecohomiclpq%ieies of the Latin American countries. :» Im.order:for this!té‘Rappen,
extreme experiments whose economic and social costs could exceed the political -
tolerance of these, societies would have to be avoided, and some measure of  balance

/and rationality
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and rationelity wouic have to be incorporated into these'strategies in order to
ensure thair economic efficiency, by learning from the experience which has been
gained. ' '

b2, - Tua snalysis of the options available for such policies requ1res a
dispassionata. intzrpretation of the various experiences of ‘the region in' the recent
past and in thaUight of them, the amount of leeway there can ‘be for economic
policy te operaste !n. Experlence indicates that strategies which were inltlally
inspired by the mast. progressive' objectives and which were based ‘on 'a broad consensu:
ultimately-1os% that subport because they did not attain a reasonable level of
efficiency." Thare is slso a general awareness that’ in-Tecent years the external
vulnerability of {he Latin Americen economies’ has increased con51derab1y and that”
the governments® room to manbeuvre hds decreased accordlngly The amounit of leeway,
however; . 1s certainly not the same for all the countries of the reglon, because thelr
socio-political: situations, economic structures and forms of 1nsertion in the
international set{iry are not the séme either. What is important is to determlne,
within the properienalytical fremework, the amount of leeway uthe balance of
limitations end oppoetunitizs. which each Latin Américen country hes.

1. External determinants

43, ‘As in the pest economic history of the region, the 1eeway-enjoy%d by the
governmencs as. regartds polwcy options will continue..to be linked to the type’ 'of
relations which are established with the great centres.: Predicting the future v
nature of thesg rela'jons entails, first of all, setting out a h&pothesis’tégarding'
the behavioyr of. the world economy and of international financial and ‘trade flows
over the medium and long term.

44,  The emergency situations in which we find ourselves as a result of the“criais\
make such an undertaking rather unusual in Latin America.: Nevertheless, it is’
imooriant tiwat it be done. Measures for overcoming the crisis may appear to be
reasongble if it is assumed that; when it is over, the world and Latin American
economies w11l resume their course of growth within stfuctures similar to those
which prevailed during the past three decades, but they do ‘ot appear so reasonable
if it is sunposed that these:economies. will undergo ‘sweeping changes at 'both the ™
world ang.latin American levels. 'The studies concerning the present crisis are not
devoting enough attention to the theory of long-term recessionary cycles) ”Accbfding

/to some



- 21 ‘e

to some observersy tne worid economy may be entering into another dawnward phase of
the CYCles described by Kondratteff lﬁ the 19205, characterized by the emergence of
imbalances between the requirementsiof the process of: economic expan51on, on the
one hend and the supplies of food? raw materia159 inputs and technology available
to sustein thls procese, on the other hand. it 1s interesting to note- that, if
these. historicel oycles ere indeed a fact then thelr recessionary phase could not
be avercome through a mere projection of past trends, but: would call for a; creative
responee:"Schumoeter has' lveddy positéd that the: emergence of ngw combinations of s
-produets, tecnnolcgies ‘and ‘ehtreprensurial behaviour is a necessary prerequisite for
coning out of 'a cycle’y ‘recessidnary: phase. :- The passibility that we are experiencing
such ‘&' onase s suooorted by the ‘fact: that factors-related.-to productivity,. . -
investment, technological innovation;” huméni-resource-training and the emergence of
new productive activities as dynemicisectors in'the development process have come to
be ofgincéeaéing inporteﬁce'in”thé'evolution'o? sthe: world: economy: .. The -possibility
that this nybotnésis is-correct obliges us‘to lbok beyond. the adjustment.policies. in
order to Prepare ‘ourselves ‘for future gonditions, while, it’also offers .brighter,, or
at least moré dynamic) prospects foi the' developing countries, to the extent that
they have the ¥dpacity to réspond actively to the new situation:

45. Whatever 'thé likelihood of siich’ an outcome, it would be.excessively optimistic
to supo6§é1tn§t*dorin§ thé course 'of ‘the 1980s the:region will be able to gaip
aceess to e'voldme of externdl capital:flows 'similar. to.that which: existeq during. ,
the past "dechde. ~ It'is ‘more appropriateito think in. terms-of:a.much more restrictive
éxterhal context ahd of''a mood of. greater restraint in the design of resource ..
allocetion polidies’” The present decade: will. clearly:be marked by a. pronounced
selectivity on the part of the sources of international credit, -both in terms of

the countfies’ invdived dnd-thé final destination. of - resources, and th;s selectivity
will surely chardetérize international economic policies as'well. - .., .

46" 1 havé aleeedy s8id that the evolution of: international trade will hayve a
“decisive infiluencd 'of “the ‘external contéxt: The. application of, effective and lasting
‘solutions can anly Come’ as 'a result of an-increase in.the,capacityhforAgenerat;ng ,
foreign exchange; Bréught™about by an expansion: in the-volume and:an-increase in the
prices of -exports; This.is why it is. essentiei te eek ourselves about the ‘behaviour
of internationec markete Will they tend to. beoome ncre open or. will current
protectionist trends become more oronounced? It this regard “the document submitted
by ECLA and SELA at the request of the President of Ecuador, Osvaldo Hurtado, states

‘that
/%Latin American
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et American: ékports of basic commocii ties -and manufactures -the expansion

.of which is gssential for the region's development- Pace in the markets of
t%e sndustrialized countries'a sat of tariff barriers (gradest according te. the

degree of processing ofthe exports) as:well as nop-tariff barriers. Both

i types, of protection “neve a 1lm;f$me ard diseﬁlmlnatory character and are
gredually bringing about ‘& situat?on wnere the central countries have . . .
lCGJﬁ&@O the!cepacity to manage s they wish: their; trade with the developlng

-ceu“nrles and especially Latin America, ahis management may take place in a

.se}ec ive and neritcontinuous marner er; i cessary.i'may be. broader, MOTe .

-.iftensive eng more freguent®. 1/

A’no thoze ‘optimistic view holds sway: in the North. In the opinion of Bresseqd,

the ere during which fees trads sepved as' en zor@awizatLOﬂl principle may

‘well hébe come to' ariehd. He goes.on the say:that,-in his. judgement, this. does not,
imply thet fres trede is'not desirable-from; & mormgtive polnt 051X1¢W3'1Egi§ ngtrg
prescriptivé} blt, rethera diagnostic Problem, *54

47, - CGiven'this situstion, ‘deep concern must-be expressed with _Tespect ;o the
possibie-consdguances’ of ah exacerbation of; protectionism.and of, an even greater
loss of tiénsparency in-international trade, in,yiew of the. impermtlve need for the
Létin’@métiééeﬁbbﬂetries to.increase their\exports,_ All:of.. the above suggests that
it would be'unwist to predict very different Lrade congitions from the present ones.
On the contrazny, just:thetmaintenance‘of these condltlons, w1thout any further
‘Geterioration) Would sesm to:be & significant gcnievenene,;;ggainsy the same .
backdrb;;\it'evcn aopeers Inappropriate to anticloate world;trade growth rates .
resembliﬁd tross df the 1960s end 1970s, when annual rates.of 8% were, reached._

: i\ioh'ethﬂes:9 beering in mind the, drematic decrease in interpational trade which

took plate ‘i the esriy years of this decade, it seems possible that there might be
a modest” recovery;which would have favaurable-effects on the external tradg of
Latin Pﬂerfca:and the evoiution.of the terms of-{rade.,,:

48.  In'referzing to externel determinents, T began by.saying,thqgftheif@gstw
problem which must b2'cleared i ‘relates tosthe nature of -the;cycle being,experienced
by the world-economy ‘and te'ihe possibility that we are-witngssing the e@dﬁdf one ...
prolonged cycle and the commencément of ancther. I alsp stated that thishhypotpe§is
would open Up new-prodpacts ' for Latin America. Hence the importance of, reflecting
upon the effécts that the- s*ructural changes now occurring ln ;the productlon and

e 1

w/ ”Bases Por a Latln Amerlcan response “to the intérnational economic crisis",
document prepered by the Executive Secretary.of ECLA and the Permanent Secretary of
+SELA at the.request of President. Oevaldc Hurtadog |6 May 19839 p. 58.

a%/. Q. Bressand, op.cit.
/consumption patterns
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consumption patterns of. the large industrial centres will have on.international
economic relatins, the international division of labour and the structure of
comparative advantages on the basis of which the developing oountries have .operated
in recent decades. ,The pattern of industrial expansion which prevailed in the
advanced countries during the postwar period is in the course of being exhausted,
as demonstrated by the decrease in the eector°s profitability, the decline of the
industries which led the process ~such as the iron and steel and the . .

metal manufactures industries- and the resulting transformation of production _
structures. In contrast with the past, when technological innovations -were often
prompted by market forces, currentltransformationa'appear to be led by technological
change. The greet strides forward in knowiedge made recently and the rising
educational level of the labour force have combined with the 1ntensification of
competition among the. great industrial centres and w1th the need to develop :
technology whioh is appropriate to.the energy shortage and the need to. maintain the
ecological baiance It should therefore come as no surprise that the preaeminence
of ‘technical progress® and ‘efficiency’ in the political and economic debate at
the national and international levels has been observed.*/ This pre-eminence of’
technical progress causes the leadership of industrial development to be assumed by
new sectors such as electronics, biological engineering and computer science, to
name only a few. This, in turn, 1nfluences 'social relatlons in the centres and thei1
linkages with the perlphery ' .

49." It should be remembéred that cne of thé major causes of ‘the changes being
undergone by ‘the centres is the growing competition of manufacture= from the
developing countries. At the same time, we know very 11tt1e about the impact which
these changes will have on the international insertion of the countriés of the
region. This could jeopardize their potential advantages 1n food production or in
the- provision of inexpensive manpower but could also broaden ‘their opportunities
for gaining access to the latest technology and for participatzng on a more
diversified basis in the new international division of labour " The world is in the (
midst of a third industrial revolutlonp which is certain to give rise to new types
of relations between the centres end the peripheryB and which will surely entail

%/ Fernando Fajnzylber,.“Le industrlalizaoién trunca de América Latina"
Mexico City, 1983, p. 271.

/some dangers
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some dengers but also some opportunities; it'is important that these should be
understood and anticipated so that they may be incorporated into the de51gn of the
development strategies of the Latin American countries.

50. The majof trends in the contemporary international system are another factor
of external“origin'that has influenced and will continue to ‘influence the
periphery’s relations with the centres. The increase in 1nterdependence represented
by the many types of links existing among the different groups of countries by
virtue of an increasingly broad variety of interests has made the traditional
pattern of” centre/periphery relatlons more diversified and more complex and, although
on the one hand it has heightened the external vulnerability of the developing
countries, on the other hand it has expanded their range of p0531bilitjes The
emergence of global problems such as those related to energy, the environment, arms,
etc., has also helped to inyolve.the developing countTies to a greater extent in the
solution of those problems. - Worsening EastLWest tensions and the attempts to
extrapolate them to the various developing regions of the world have also had.an
influence mgenerally negative- on North-South relations. |

'éa Domestic determinants.

51. Although the traditional influence of external factors on Latin ‘American
development has become more pronounced in recent years, the markedly restrictive
trends being prOJected onto the international scene 1ndicate that the options open ,
to these countries will depend -perhaps to a greater degree than in the past- on a
number of domestlc determinants The‘first such factors relate to the long-standing
structural shortconings wthh are:summed .up by’ the region > economic and social
unduidevelcpment Thus, still inadequate rates of capital formation, the weakness
of their structurcs of production, unbalanced and incomplete 1ndustrial development
the Lackwardness of agriculture and the 11m1tations of their technologlcal
developmcnt contlnue to be features of the Latin Amerlcan economic picture The
trend towards concentration in income dlstribution also per51sts, and there are
still no solutions to the major problems posed by the 1nequality among different ,
social groups, the marginality of broad sectors of our societies and the insuff1c1ent
capacity of the economy to generate employment what is more, these problems have
even tended to become more acute at least in relative terms. These are the elements

/included by
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included by.Dr. Rall Prebisch . in his description of the syndrome of peripheral and
imitative capitalism which has prevailed in the countries of the region during
recent decades. . : : ‘ ‘

52. In addition to these difficulties, the problem of the acceleration of
inflation, which has increased notably in recent years, is particularly severe in
the majority of the countries, in close connection with the problems described
above. These inflationary pressures, which are very difficult to handle even when
it is a matter of "old-established inflation®, can become much harder to control in
countries which have only recently fallen victim to this syndrome with its
inevitable social and even political traumas. Recognition of these facts makes it
even more essential to have effective international co—operation bodies which, by
eventually attenuating the repercussion of these problems, may provide the countries
with greater leeway for reducing any depressive effects of anti-inflationary
policies which might be superimposed on the recessive effects of adjustment policies
53. The restrictions imposed by the latter may, as a result of the need to service
the external debt, continue to be one of the most rigid determinants of the options
facing the Latin American countries in the longer term. Even if interest rates or
the terms of trade improve,.the servicing of. the debt will continue. to be very
burdensome. and to absorb a very substantial share.of whatever resources the region
may generate.. It must be borne in mind that, as things now stand, the majority of
the debtor‘countries must allocate some 30% of their export earnings to make
interest payments, which certainly constitutes a tremendous curtailment of their
investment capacity and a kind of mortgage limiting their future development.

54. However, the presence of these problems, both old and new, should not lead
us to overlook the notable development experienced by Latin America over the past
three decades and its significance from the point of view of the region's capacity
to respond to the crisis and tackle new options. In the statements I made in
Guatemala City, La Paz and Montevideo, I analysed the growth and change experienced
by the Latin American economies during that period and pointed out how they helped
to explain what on other occasions I described as being the region's increased
capacity to defend itself against the contingencies of the external cycle. I believe
the violent impact of the crisis on the region in the past two years due to the
external and internal factors to which I have already referred has not cancelled out
the advances made in the past 30 years, nor has it vitiated that increased defensive

/capacity I



- 26 -

capacity ‘T mentioned, so that'my earlier analyses-are still valid. At the’
Montevideo meeting in 1981, I said that in order to'gain an idea of the magnitude
and scope of that process of growth and change, it was enough to repeat that in
the course of the past three decades the ‘global product of Latin America has
increased five-fold in réal terms while that of manufacturing had grown more- than
six-fold. At the same time (and in particular over the past decade), agriculture
had made ‘considerable’ progress'and diversified significantly,-financial activities
had been’expanded and modernized; and thé investment coefficient ‘had risen gradually
but steadily. 'Of even greater importance, howevVer, was the fact that in the course
of those 30 years (and, here again, more nbtably in recent times), there had been a
marked improvement in both ‘the ‘level of educatiof and’ the structure of skills of
the labour force in nearly all'the countries of the region. As'a result of that
progress and changs, Latin América now possesses a broader, more diversified and
more flexible production base than if the past.

55. I do not think it necessary to spend more time on the analysis of this
process; since I have referred to it more extensively in statements made in the
past. < I should, however, like'to note that thé growth and transformation of the
Latin American economies and societies represents, together with the negative
factors I have already mentioned, 'one of the basic issues which the new development
strategies of the Latin American countries should take as their starting point.

/V. DEVELOPMENT
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V. DEVELOPMENT POLICIES:  SOME OPTIONS

56. It would be pretentious to present a new economic paradigm for Latin America
at this'time. I have already given the reasons why I believe this cannot be done.
There are mahy good reasons for ‘being modest and prudent in these circumstances.
The most important, of course, is the well-known diversity of situations in the
different countries of the region; the difference which exists between countries
~as big as contifents-(such as'Brazil) and the micro-States of the Caribbean is
enough to dlscourage any generalized scheme. In addltion to this reason there is
the no less convincing one of the unknown quantlties represented by the process of
change and the ‘economic policies of the big industrial centres, and hence of the
shape which relations bétween them and the Latin American countries might assume
in the future. Recognition of these limitations does not’ detract however, from the
importance of the task of working on the basis of alternative medium and long-term
hypotheses and scenarios and moving forward on the b351s of a set of non-
controversial ‘points around which'a future development pattern might emerge These
points are related both to the maJor development obJectlves and to the renewal of
the instruments’of economic policy.  Without attempting to deal w1th them
exhaustively, I should 11ke to refer to certain aspects Wthh appear most relevant

‘ '

- 1ﬂ: Concerning the objectives of a development policy

57. It seems important to draw attention to three objectives which development
policies should seek in the future: greater efficiency of the economy, accompanied
by a considerable increase in the rate of development; greater equity in-the -
distribution of the fruits of grawth, and greater autonomy of the development
process. . '

58. . These three objectives are of course very. closely related, but are not always
easily brought.into harmony with one another, as.the evidence of history shows. It
is therefore worth reflecting on the experience of the Latin American countries with
regard to these options. Those which tended to favour economic efficiency at any
cost sacrificed social :progress,  giving rise.to an accumulation of problems which
finally jeopardized the initial progress made and created explosive situations from
the political point of view. In other cases, where the development strategy
concentrated solely on social objectives, the result was uncontrollable forms of

/economic populism
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economic populism which shortly fell victim to the general inefficiency of the
production system. Thus, experience shows that the most feasible options are
those which, instead of unilaterally giving priority to some of these objectives
'over the others,‘seek to, reach all those goals harmoniously, taking a global view
which can be achieved only w1thin the framework .of an integral economic and social
development project in which the thrust 1a balanced serene and realistic.\

a) Growth .

59. As regards the growth objective, it is worth ,mentioning some ECLA
_publications in Wthh some p0531ble scenarios for . the. longer term are proposed

To 1llustrate our analySis, it seems appropriate to refer to.a scenario which
deals with the impact that would be produced on.the region by a.growth rate of the
product of the order of 3 5% 1n the OECD countries up to the end of this decade,
with annual growth of the region S exports of about 3% and a real .interest rate
of close to 6%, With this hypothesis (which assumes more favourable conditions
than those prevailing at present) the region could achieve average growth of
approx1mately 4% a year, during the rest of the 19805.. With, that growth rate,.
Latin America would not return to its 1980 levels, of per capita income until
1990, so that it would have lost a whole decade from the point of view of .its
economic and social progress, with the consequent worsening of the living
conditions ‘of the population These con51derations show the 1neluctable need to
embark upon policies and programmes qualitatively and- quantitatively

different from those which are nurturing this téndency, 'soithat the problems
created by extreme poverty, failuré to meet basic needs, ahd unefiployment can be
dealt with more. effectively. ‘

60. It is important to stress, as I already noted, that in any scenario for the
economic development of the region in the medium term, the external opportunities’
will be much more restricted:than in the past.' This means that the deveélopment
of the countries of.the region. should be based to a greater extent on a process
of internal accumulation, the mobilization of* their own resources and the use of
their own markets instead of relying basically on the inflow of foreign capital
and on external markets... In other words, as noted in the ‘documents' prepared
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by the Secretariat of the Commission, the region will have to learn to "do more
with less".*/ .This calls ~on the one hand, for a substantial increase in domestic
savings and on the o her, for greater efficiency in the use of the available
Tesources, espec1ally labour and the 1nstalled production capacity. -

6l. .The concept of *fficiency has had various connotations in economic literature
and in the attempts made to incorporate it into economic policies. In recent years
this efficiency was sought basically through the market forces and external .

- openness. _While_it is true that some of those attempts have been successful in
terms of the achievement of greater competitiveness of activities exposed to
competition from the external market, it is also clear that, when applied
unilaterally and-in circumstances such as those ‘which now prevail in the
international economy, this policy.may produce the opposite results to those .
expected. Thus, if not accompanied by coherent domestic policies and support.
systems appropriate for the stage of development which each country has reached,
this could lead to a severe weakening of their: production capacity. In mixed
econamies 1ike those of the majority of the Latin American countries, it is
necessary. to. bring the quest for effic1ency through the use of the market forces
into harmony with the necessary presence of the State by applying global policies
in support of the systems of production and by being very ‘consistent in the
handling of the main macroeconomic variables.

b)  Equity o o

62. In the development of Latin America, the tendency towards inequality in the
distribution of income is a chronic problem.. Suffice is to recall, in this regard,
the size of the social sectors suffering from critical poverty, unemployment, or
underemployment. . These and other difficulties have been aggravated as a result

of the recession of the 1980s. One of the imperatives of the development
strategies, therefore, both immediately and in the long term, is to give more
importance to obJectives linked to equity of growth -which, moreover, it is
essential to pursue if the necessary expan31on of domestic markets is to be achieved.

*/ See ECLA, The international economic crisis and Latin America's capacity
to respona to it, Santiago, July 1983.
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63.  As: regards ‘immediate goals, decisive impottance_is attaohed to the design
'of programmes. for taking care of the most’yrgent needs, such as the need-for
employment or for ‘goods to'satisfy basic needs, by ensurlng that available"
manpower and capital are mobilized more effectively and that better use is'made -
of idle production capacity.: In the medium and long term, there‘is a need to -
seek to enhance .the quelity. of investment so-that, - in addition to making™’
economic growth more dynamic,' it will :also help to make good the big social
defects which now. mar. © development, ~ In all these areas, the region has: already
outgrown the: simplistic approaches which relied merely on the nominal -

- redistribution of income. In recent.years, the Latin American countries have
carried out a:number of experimeénts which show that there are specific and
differentiated mechanisms, according to tne particular'cases, for pragmatioally
reconciling equity with efficiency.*/

c)f Autonomx

64.  In addition to the objectives related to dynamlc and equ1table growth, there
is the need to seek a reasonable. margin of autonomy in the development process,
without which the countries are at the mercy' of .external forcestand.do not manage
" to acquire the necessary ability to take advantage.of'the'potentialabenefitS'of‘
their international economic realations;  If the countries.of the .region are to
be abie to develop ways of fitting more actively ano independently. into the
external economy, that ecomomy must begin to show signs of becoming less
restrictive than in recent years, by, for example, puttlng into practice some of
the structural reforms which .the developing countries have been proposing over
the past 20 years. ‘However, there is -also a need for a more dynamic¢, pragmatic
and selective development strategy on the part of the latter countries. 'In:’
addition to the increase in the importance of external factors and the -

.. #/ On the subgect of the most effective polic1es for tackllng extreme
poverty9 see ECLA/UNDP, ;Se puede superar la pobreza? Realidad y persgectivas
en América Latina, Santiago, Chile, an L obreza critica en

Ta nlfez: América Latina y el Caribe, Santiago, Chile, 1967

/consequently greater
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consequently greater international vulnerability of ohr)ecohomies,'hote’must be
 taken of numerous successful examples of the management of our ‘external’

economic relations in certain specific sectors.®/ v

65. The autonomy of the Latin American countries' developmert would also be
considerably strengthened if the processes of integration and regional a
co-operation were made more dynamic, since they are called upon to'play a role "
of renewed 1mportance in the development strategies which the countries’ formulate
to confront an internmational scenario which-is restrictive and uncertaln ‘similar
factors should be taken into account in redoubling the efforts to increase Latin_
America's DartiCipation in the process of South-South co-opertion o

C2. Regarding some key instruments'“

66. Along with the reformulatlon of the objectlves of development policies,
some of their key 1nstruments will also have to be reviewed. At this time, I
will confine myself to a few comments about some of them which seem to be the:
most important for confronting the challenges posed by a new.type of economic
and social development and which are related to the driving forces behind .
economic growth the role of the State and of planning in the process, .and to’
external economlc relatlons

. ¥/ See, in thls respect the studles published by the ECLA/UNDP Capital
Goods Project, such as La situa01on y las perspectivas de la produccidn y el
abastecimiento de bienes de capital en América Latina, Santiago, September 1983
(mimeo). See also the publications of the ECLA Export Promotion and Development
Project, particularly the final report of the round table meeting on the ., .
financing of exports of manufactures in Latin America- (Santiago, 1981) and the
final report of the Latin American meeting of export credit guarantee agencies
(Santiago, 1981), as well as the book E1 financiamiento de las exportaciones en
América Latina (Santiago, 1983). It is also worth referring to some of the
publications of the Programme of Joint Studies on the International Relations
of Latin America (RIAL), which is another joint UNDP/ECLA project, such,as
América Latina y el Nuevo Orden Econdmico Internacional, Belgrano Press, '
Buenos Aires, 1982
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a), The driving forces of growth
67. What should be the driving forces behind economic growth in this new
stage of regionel development? When this topic is considered the discussion
tends to beeome divided into two -usually opposing sides in the intellectual and
political debate,‘ tha® which stresses policies based on the domestic market
and that which opts for the opening up of the:economies involved ahd the
expansion of exports. The -first position:reflects to some extent Latin America s
4diverse experiences with development during the period since the war The
advocates of [the, second. v1ewpoint, whose popularity has - been more recent '
commonly point to .conspicyous examples of successes, such @s those achieved
by the countries of Southeast Asra, without duly explaining all the central
elements that have played a role in’ the development policy of those. countries
and which accompanied the birth and consolidation of its export-based -growth
model. They generally omit all those elements relating to government support
policies for the systems of production, the selective protection‘appliedgin.respect
of the domestic market,'the income distribution'and land ownership policies; and
the specific geogrephical and political features of thelr economies. In the
case of tatin America, when discussing these options, another gap. in the debate
usually occurs, in that insufficlent consideration is given to the substantial
differences existing among the countries of the region with respect to the size
of their - economies, thelr resource endowment their level of development and
their forms of international linkage -all of which,are essential elements in
defining the context for the discussion of these policres.-, S
é8. Over timev Latin America has adopted dlverse ‘options. in connection with its
development processg and these have taken on individual features according to the
countries and the’ drfferent historical stages 1n which they have been chosen..
Thus in the 195039 faced with “strong population pressures and growing '
urbanization, moved by the desire to incorporate technical progress- into their
production processes, end confronted with some international markets which were
either closed or lacking in transparency, most of the countries in the region
opted for industrialization based on the utilization of domestic markets as the
basic driving force for growth. The efficiency of this option notwithstanding,
it risked facing severe constraints after a time, due to the predominance of
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limited and disconnected markets. At. that p01nt ECLA orew attentlon to. the dangers
of these constralnts and, as early as, the mid—19505, proposed the flrst experlments
in expanding these markets by means of the estaolishment of reglonal or suorcglonal
1ntegrat10n schemes Later{on Dr.,Preblsch, who played a leadlng role in the .
formulation .of these proposals, advoceted from hls p031t10n as, Secretary-General of
;UNCTAD the opeang-ep of world markets to exports 01 manufactures from. the peripheral
countrles In this way, originally as the result of contlngent past eyperlences,

the flrst stages of Latin American lndustrializatlon took place Ay descrlptlon of
this phase must not .of course, overlook the protectionlst excesses which were
,present in some of these polrcres.,,

69. In more recent perlods, w1th a more dynamic and open internatlonal .market,. the
countrles of the reglon were able to apply svstematlc and con51stent policies Wthh
enaoled them to expand thelr exports activel/, largely as a consequence of their
prior stages of 1ndustriallzat10n, wthh gave rise to a 31gn1flcant oody 0a .
,experlence on the part of the publlc authorltles and greater entrepreneurlal
capacity in this fleld This provrded momentum, w1th consideraole success . in some
cases, for the expan51on and d1versrf1cation of exports of manufactures, so that

the internatlonal markets came to play ‘an ever more important role among the -factors
which stimulated demand and promoted development Just as, the industrialization
policres hased onllmport substitutlon encountereqfcertaip,constraintsband“u;timately
shut themselmes within highl/ protectionistmframeworks,Lhowever, these,policies of
as. regards the ellmlnation of protectlonism anq the reductlon of the State 5 i
promotional role .-As, Streeten noted.very perceptively some time, ago,lthe inefficient
use of resources may be due to causes, which have na dlrect or even. 1nd1rect
connectlon with 1ndustrializatron oased on a high degree of, pIOtBCLlOHlsm It is
JUSt as possible tpghave inefficrent,export expansion, policies as .it. lis_to.have
inefficient import substitution policies.*/

¥/ See Paul Streeten, “0utward—look1ng lndustrlalizatlon and trade
strategies”, North-South Round Table, 1982, " "
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9, ¢ When one analyses ‘the slump and the setback in the evolution of the Latin
'Amaricen ecornies in recent years, with their aftermath of social and 'ecomomic
'e?fects, as weil” as the extremely ‘sérious problems created by foreign indebtedness
and the currently existing international uncertainty, it must be concluded that
serious mistakes were frequently committed ‘in leaving the dynamics ‘of growth
'entirely up “to external stimuli. " Under such circumstanées, and always exctpting
the major differences existing among the various countr1bs priorities should be
:given among the generators of growth in the future, 'to those connected with the
enlargement ot the domestic market on all fronts. This attitude should not fail
should it accept a repetition of already known' sources of ine ricirnr/ that would
end up’ by eroding this' process " For that reason it is” important to recognize :
that batter Utilization of the domestic potential of our etonomies must necessarily
be linked to'a growing degree of external’ opening, albeit & more dynamic and
selective one than in'the past.® The latter involves the 1ntelligent use of
government ‘action, ‘the enployment of the countries' import capacrty, and at the
dame tine, a vigorous effort on behalf of the expansin and diversrfication of -
exports of both traditional and manUfactured goods With tHe “wo objectives -better
Utilization of domestic markets and selective opening up to the exterior- thus
conceived, an effort must’be made ‘o find the ways -in which' 'the two may be
combinéd 1n' sccordante with the individdal situations of the different countries,
so' that they become complemehtary, rather ' than antagonistic, sources of growth.
71,7 The strengthaning of the ‘domestic markets also involves giving an impetus
to the region“s egricultural development ‘which'is far fraom having reached its
'phys cal and technological bounds, and which ‘could give Latin America a
privileoed position within the Third World in this area.” It also involves, of
‘couUrse, an’ exploration of ths new possibilities for industrial development both
in the production 6 consumer goods to meet the people ) basic needs and in the
development of more complex activities in‘which the region is’ particularly °
deficient m3uch as the production of capital equipment- or which~would-give-it
a possibility to accedé more rapidly to the new technologies Economic "
complementerity among the countries of the region should constitute a basic
element of this policy, especially as regards these mare complex sectors. In
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reconciling the aims of strengthening domestic markets and achieving a selective
openinguup of the economies,.a. determining element will be the develqpment of
apprOpriate more dynamic technologlcal polxcxes that are attributed more priority
than in the past.- b L _

" Seen from a histoxzcal perspective, the debate regardxng the different
‘options that should be favoured as the generator -of growth appears to be too
simplistic and removed from the historical situations experienced by thse
countries which asre today.put forward as examples of,alternative.optiqns.‘ Nor
must it be forgotten that each country®s take-off point-strongly aﬁfectelthe]
‘changes which ‘it is capable of making in its development .strategies, not only on
the economic level, but also the political and social. Seme projects aimed at
bringing about deep-rooted’ structural changes based on the domestic market, for
the benefit of the majority of the population, ended up by Jeopard121”9 the
efficiency ofi-the production system,. cresting strong inflationary pressures and
generating serious external bottlenscks. - S :

73. One of the major tasks .facing the region is to seek, within each country, a
dynamic balance between the strengthening of .the domestic market and an external
opening.capable of generating increasing amounts of foreign exchange earnings. This
balance calls for the execution.of structural changes.in the orientatiqn'of
irwestment” and 1n’ macroeconomic policies. Under these circumstances ii is more
necessary than ever 'to have international mechanisms for co-operation‘capable

of givinglsubstantial'and imaginative support to the efforts of the region's
countries in the difficult task of reallocating r850urces,.streng§hening ?heir
cabécity of ‘eccumulation and imbuing their production systems;w;tp a greater
measure of flexibility in orderpto enable them-to face up. to thefchanging'
conditions of the ‘external cycie.

b) Modernization of the State:

74, A basic element in the new development policies of our couetrles will
necessarily be the modernization of .the State.  In the future, the latter should
support'%he'céntrai objectives of the development policies mq;e”delieerately,
control to a greater extent the process of.-external opening, and mediate among
the complex and conflicting demands of the different social.grpube, At the same
time, it should intensify the efficiency and selectivity. of its agﬁ%yitiee.
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75, The' subject of the State is not new-in the intellectual and political debate,
50%& et the world and at the Latin American levels. In:.recent years the need to
modernize the State has become one of the major challenges to both capitalist
ecenomies and to Countries with centrally planned economies. - In: one case, it was
a matter o? “the ¢risis bf the "Welfare State", while in the other, it was a queston
of the crisis of the bureaucratic State.::"The analysis of:the Latin American
‘situation could be" enriched by those experiences, although they contain some
e?ements ‘which'&té peculiar to the countries.in question. In this part of the
world the- State ‘was- not the result of -a national. project; but of,the superimposi-
tion of various subprogects whlch were designed to respond pragmatically to the
number of heterogeneous functions without any .overall view of the o ential
oojectives of its aciion or the most effiecient-way of achieving them. In this
way there was a gradual enlargement of the:functionsitraditicnally exercised by
the liberai State, and its’action began to.extend- to.the vast,and complex field
of maceoeconomic pollicies and ‘the ‘management of a significant portion of the
’country s resources and’ &ts production activities.’ ' The results, in many cases,
were inefflciency and’incoherence.. At the same time, and as a natural outcome
of e process of’ development of the region ‘over the past thirty years, civil
society enlarged and became quite: diverS1fied in those countries,. acquirlng a
grow1ng capacity “for hendllng an increasingly broad range of interests and
competing With the State for that management..

76.  The growing participation which the State necessarily assumed in the
distribution strugglelamongvthe various social groups frequently_had a great
deal to do with its expansion and crisis. As'I stated a moment ago, the
llmiiaiions on the State's ection in Latin Amerlca today are not guite the same
as those Whlch ‘sheped the crisis of the "Welfare State" in the industrialized
countrieso “In the' latter ‘case,” the crisis of the State was due mainly to the
nexcessive social’ expenditure, -after this had played a significant role in
'1nv1gorating the ‘economic development of  those countries during the post-war
period In the case of - Lat1n America, the social policies of the State were
_,aimed at meeting the' demands of different: social groups, but in the 1ong Tun
this tended to go beyond 1ts capacity for actlon, because a multiplicity of
particularistic policies intended to channel resources toward given groups were

accumulated and superimpased on one another. Hence the reform of the State in
/Latin America
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Latin America, as regards its social function, constitutes another of the
requisites for attaining a more egalitarian growth_mith full participation by
all. ‘ : :

77. The criticisms expressed in connectlon thh the State, from the 1deologlcal
standpoint tend either to consider that everythlng the State does is bad by
definition or to demand that it should assume the majorlty of the fUnctlons
necessary for furthering economic 'and social development In the former case

it is held that the State should be relieved of all those funotlons save for the
traditional ones, which should be exercised by the automatic operation of the
market. In the 1atter the State would once again be strongly present in each of
the sectors involved in the development process, in a way not signiflcantly
different from that of its early stages. The eyperience of recent years, however,
clearly shows that while not everything the State does is. bad, nor should it
carry out‘all the development projects. At the same time, it has also become
clear that the market forces, while capable of introducing a greater degree of
efficiency into the economic system, cannot of themselves provide answe;s to

the complex problems of modern society -espeoially in the area of social needs-
nor can they foresee or anticipate the course of events; as a result, they lack
the “social horizon® and “time horizon®" which are essential for directing the |
process of development in the medium and long run. ‘ |

78. Uncer the existing critical conditions in which a high degree of efficiency
is required from the entire economic system in order to make a new development
project feasible, a thorough revision must be made of both the objectives and

the 1nstruments on which the State's action is based. This revision should extend
both to the formulation of macroeconomic policies and to the management of the
resources and productlon activities entrusted to it. The management of any mixed
economy must necessarily rest on the full and active utilization of all of the
instruments of macroeconomlc pollcy avallable to governments, with the greatest
degree of coherency possiblea At the same time, no development project will be
feasible unless it is inscribed within an overall view of the nationa; economy
and its external context, and within certain medium and long-term forecasts on
which a modern system of national planning can be based.

/79. State
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79, With the sems crlterion, an effort should be made to ensure that the '
managemeni of State enterprises, which with the passing ‘of the years have become
one of the main scurces of the fiscal instabillty of the region s qovernments,

attains & maxlmom degree of efflclency Inasmuch as in many ‘cases these '
enterprises account for & considerable propOrtlon of the country s productlve
capital, it would not be passible to enhance the efficiency of the economic
system in general without first’ achiev1ng a grow1ng degree’ of efflc ancy in
that’ oatt of the’ system e

8C. The modernization of the’ Latin American State is certalnly not an easy
matter9 and lnvolves dec151ons of a politlcal nature "which are frequently bound
to come lnto conflict with vested 1nterests, w1th the views of certaln leaders,
or with the' expectations of partlcular soc1al groups ' The need to ovorcome the
temptations to move’towards ‘either a popullst State or a lalssez-faire State

and to progress instead towards a State vigorously committed to ‘economic and -
sgcial objectives without any decllne in its’ efficiency’ and ‘contribution to the
general v1tallcy of the system, 1sseen at present to be one of the major
polltlcal tasks of Latin America. This new State will be better equ1pped to
reconcile conowic eff1c1ency with 5001al equity in its policies, while at the
same time creatlng a system of 1ncent1ves and disincentives which persuades the
other magor agent of the development process -the pllvate sector- to modernlze
itself and contribute to economic growth within the objectlves of general
interest ‘

e) External edonomic rélations

81, ln the toregoing considerations the crucial importance of the external -
sector in the’ comlng stages of the reglon's development has been clearly brought
out. Ce rtalnly lt is nothing new to underscore the signiflcance of the relation-
ship hetween internal development and the external sector On the one hand, 1t
is obvious that ‘the sutmountlng of the ex1st1ng payment problems will depend in
the final 1nstance on ‘an 1ncrease in the capac1ty for generating forelgn : '
exchange earnlngs by means’ of “trade.  On the other, in earlier paragraphs it
was maintained that the very enlargement of the domestlc markets 'will depend on
the capacity to generate forelgn exchange ‘at the rate requ1red ‘for the efficient -
progress of that enlargement.
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82. This makes it essential to act on three simultaneous and complementary
fronts: that of the efficacy of export promotion policies; that of the
strengthening of the regional market, and that of the full exploitation of the
international markets. C | , : ,

83, The events of recent years made it possible to advance and acquire
experiehce in the coherent management of export promotion policies; they also made
1t possible to appreciate the dependence of the latter on clear and sustained
stimuli deriving from adequate price systems and support for coth internal
promotion and penstration of the international markets. The results of the
experience with exports in the 1970s, which are certainly instructive despite

the costs of the overpromotion observed in some cases, leave no doubt as to the
existence of a considerable potential and, in some cases, an idle capacity that
should be mobilized. - o :

84, A clear definition of the role of the regional market is undoubtedly
necessary, for in the present circumstances regional co-operation is especially
important. It would be utopian to expect it to furnish a solution to all our
problems, but it would likewise be futile to join negative and éimplistic currents
of opinion that keep on repeating, without many grounds for doing sa, that no
progress had been made in this area, On the contrary, it would appear appropriate
to recognize the projects and experience built up, without being complacent with
regard tothe great potential for regional co-operation that is as yet unexplored.
85, In the first place, it is necessary to appraise this potential for
co-operation, as well as the diversion of trade from outside to within the region,
as this would contribute to a more adequate use of production capacity. But it

is also necessary to augment the trade flows on the basis of. pragmatic proposals
and instruments for regional co-operation and links in keeping with the present
conditions and circumstances. In many cases, the mistakes made may be attributed
to the setting of over-ambitious targets whose cost was difficult for the
economic and holitical authorities, to evaluate, so that this often hindered
their fulfilment and led, sooner or later, to inevitable frustration. Considerable
progress has now been made in this terrain, however, and the reforms and

attitudes adopted recently by the integration schemes themselves and bilateral
policies recognize the need to proceed with a great deal of pragmatism. It
therefore seems necessary to insist on these pragmatic approaches in every way
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possible, both bilateral and multilateral, public as well as private. This
obviously ¢alls for political definitions and a clear preferential attitude .on
the part of the'governments in order to'givé the necessary political -impetus to
the possiblé modes ‘Bf regional co-operation and complementarity.

86. It is likewise essential to continue penetrating the internaticnal markets
where thé appearance ‘of  important ‘new competitors and the growing protectionism

. of the centres make .it essential to forge. a clear alliante. between the ‘private -
sector -and’the' State ‘in our ‘countries. ' It will be difficult to tackle the stormy
stages of the future unless.interests are'clearly harmonized and complemented; *#
as is‘done’in ‘all the other countries of the world without exceptiom:: The : -
opening of markets necessarily invelves a growing diversification of customers.:
And in this corfection, without losing sight of the- fact’that our-traditional =
markets will continué to hold 1the greatest potential; a:vealistir but persistent
aim should be to give support to co-operation with developing ‘countries ‘and
regions;’‘ This is a difficult tatk, as it ‘is extremely hard to enter the North-
South ‘charhels which' today predorinate in-the:trade and co-operation telstions

of the dévélopihg"wdrld;'nevertheless; these ‘aims fust be incorporated -in the
foreign policies of our countries as both d political and economic option:’

FINAL' CONSIDERATIONS - -

87. It goes without saying that no attempt'has been made in the thotights above
to propose or build a new model for the region,-and even less to pretend to exhaust
the many targets and instruments of the new stdge of its eccnomic development., ¢
All that is sought is to call attention to several aspects that will require
important definitions and to which consideration must-be'given in the devising:

of the new development policies. ' :

'88, There is a key factor; ‘that has necessarily had to'be kept out of the .
appraisal, but‘ which it vould'be naive to overlook, namely, thé political®"
element. There ¢an‘be no doubt that' the‘mobilization of social efforts to™.

- construct the new ‘stages of ‘the ‘econdmic development process’imust ‘be framed :

within explicit political projects. ' The'permanent and ‘irrevocable- ethical aim

of building open, ‘plufalistic sccieties:with' full participationiassumes -

fundamental -importance under the present circumstances. - 'Indeed, it seems .

/inconceivable to



- 41 -

inconceivable to try to harmonize the many social demands that have been
postponed, nor those that will necessarily arise, without democratic and
participative processes making it possible to arrive at the new social compacts
that will permit the attainment of major goals. This awareness appears to be
spreading throughout the region. It will be the responsibility of the political
leaders and of their parties to make this essential éontributibn‘to a society
vhich, in governing its own deétﬂyg will arrive at great consensuses that will
permit, if not the elimination of conflicts, at least the reduction of the social,
economic and political costs they involve.






