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Chapter III
INDUSTRIALIZATION POLICY

1. lieasures and instruments of industrial policy

The past evolution and present features of Latin American industry
stem from a number of structural factors that have affected its rate and
pattern of develovment, and have helped to determine the different ways
in which the mamufacturing sector has evolved in the various Latin American
countries, However, regardless of the effect of these factors, it is
obvious that development has also been considerably influenced by all the
different actions taken by public bodies, either as a consequénce of
'provisions and measures deliberately adopted to facilitate and guide the
industriclization process, or by steps taken with other aims. That is,
meny of the factors that have governed the patterns of development of
nanufactvring are related to the degree of consistency, continuity and
“efficiency of what might be termed industrial policy,

The expression "industrial policy" sumons up a picture of a series of
properly co~ordinated measures and instruments used in pursuit of certain
clearly defined aims. Perhaps it should be recognized from the outset that
this has not been the general rule in Latin Ameriéa. Although a series of
provisions and a number of agencies have existed that have undoubtedly
affected the pace and pattern of industrialization, jet their effect has
been haphazerd, or incidental to other aims, or has resulted from the
expectad outcome of the action.taken. This does not mean that there havenot
alo been specific agencies concerned with industrial development requirements,
or that no special provisions have been adopted to stimulate and guide
ranufacturing activities. On the contrary, much has been done on these
lihes, as will be made clear in later pages. However, it must be recognized
that the action and efficiency of these agencies and measures have been
governed by other instruments and provisions of a more general nature.
loreover, the activities resulting from specific industrialization measures

have not always been governed by the same aims and principles,

/Thus it
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Thus it is nolt easy to identify, amohg this body of actions, those
that may be considered as constituting an industrial policy properly
speaking, which can be used as a yardstick to measure the scope and
affectiveness of the quantitative results,

More broadly speaking, econcmic policy as a whole can be included
among the relevant factors, since a sector such as manufacturlng can hardly
fail to feel its effects, Since such a factor as economic policy in
general cannot be the subject of a study of the nature undertaken here, it
must be dealt with in more restricted terms, without losing sight of the
fact that this imposes certain limitations,

The first step is to define certain functions that have been carried
out, and certain types of aims that have been put forward. On a2 somewhat
arbitrary basis, it might be considered, for example, that industrial
policy has consisted of four kinds of action, measures and aims: protection
of domestic industry from foreign competition; general measures for the
control and encouragement of industry; direct State promotion of new
industrisl lines, or of the expansion of existing lines; and industrial
technical assistance and other steps aimed at facilitating the assimilation
of technology.

The present section analyses each of these types of action in tumn,
and a prior warning is in order about the problems and limitations of such
an analysis. In the first place, it deals with functions and aims that
cannot always be clearly distinguished, and which are often grouped together
as the responsibility of a single body or department. Secondly, it leaves
out of acecount important elements of general economic policy that may
strongly influence industrial development, and even excludes certain actions
of public bodies directly concerned with industry. This applies, for
example, to State action aimed at extending or improving basic social capital,

From another standpoint, it must be borne in mind that many of the
provisions and measures of industrial poliey that are included in the
categories listed have the same basic aim, to facilitate the financing of
industrial expansion, In view of this feature, and its intrinsic importance,

the subject of financing is dealt with separately in the second section

/of the
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of the present chapter, and the third section is reserved for the
consideration of the institutional form taken by industrial policy,
that is, the type of agencies responsible for its formulation, application
and controi, and how they are related and co-ordinated.

It is hoped that the foregoing general comments may help to place
in proper perspective the subjects that are deald with below,
(a) Protecting industry from foreisn competition

It is hardly nécessary to refer to the reasons why some degree of
protection from foreign competition has been essential in the past, and
still ie, to permit in the lLatin American economies, as in other under-
developed areas, the emergence of industrial activities that can build up
into a manufacturing sector in line with general development needs, Similarly,
it is generally recoghized that industry in Latin America has developed in
general in an atmosphére free of competition from lmported manufactures, as
a resuit either of deliberate encouragemeﬁt of the domestic industry, or
-of steps taken for other reasons,

Thus it appears less important to evaluate whether or not the degree
of protection has been sufficient, than to study certain features of the
measures and machinery of protection, and their form of application, in
order to assess their influence on certain characteristics of development
and on the present structure of Latin American industry,.

This may well be regarded as a typical example of how the lines of
action of certain basic instruments’of industrial policy are determined by
considerations and aims extraneous to industry itself, although they may
well have a favourable or unfavourable effect on industry, In fact, on the
long-term view the protectionist policy followed by most Iatin American
countries has resulted from action which, either in addition to or instead
of protectionism as such, have had other purposes, such as to increase
public revenue or reduce balance—of-payments deficits., According to the
predominant aim at each stage specific instruments have been emphasized,
while others used previously were neglected ar played down, Although such
changes did not deprive industry of the stimulus of a rather wide-based
protection, they involved certain handicaps, while‘ﬁhe very fact that

/changes were
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changes were likely to take place did not encourage long-term decisions or
the adoption of selective criteria that could help to stress protection for
certain branches in a way that would promote a more rational structure of
industry, In fact a brief glance at the evolution of industry over the
past forty years reveals a series of stages at which the various instruments
of protection and control have alternated or combined, right up to the
present day.;/

During the first stage, which may be regarded as ending early in the
thirties, the Latin Americen countries resorted mainly to customs tariffs,
and the principzl aim was to inecrease or maintain the level of govermment
revenue, although in some countries tariffs were also used to stimulate
certain types of manufacturing,

The crisis resulting from the Depression in the thirties made it
necessary to adopt a series of emergency measures to deal with the violent
disruption of the balance of payments. Exchange controls, and subsequently
quantitative restrictions and multiple exchange rates, were used in the main,
partly btecause they were flexible and more easily adaptable to the conditions
of bilateral negotiation which prevailed during the pericd,

The restriction of external supplies during the Second i'orld War
encouraged the introduction of many new industrial lines, often on very
shaky foundations and with little regard for rational principles and
econoricity. Thus in the immediate post-war years the Latin American
countries had to resort to frankly protectionist measures in order to shield
these industries from renewed foreign competition. The imbalances between
import requirements and capacity to import appeared again, in an aggravated
form, and consequently Governments resorted not only to the same instruments
of direct control that had been so useful in the preceding period, but also
to various other measures, usually in the form of composite systems including,
in order of importance, multiple exchange rates, import permits, auctioning

of foreign exchange, and additional duties and charges.

1/ For a more detailed description of the evolution of the instruments
of import control and other points dealt with in the present section,
see Santiago Macario, “Protectionism and industrialization in
Latin America", Economic Bulletin for Latin America, Vol, I, N® 1
(1964), ppe 61 et, seq.

/In more
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In more recent years; especial;y during the second half of the fifties,
the Latin fmerican countries began to simplify their systems, whose complexity
had become such as to make them ineffective, Thus by the end of the fifties
the prevailing rule was a simple exchange control, or none, a single rate
of exchange or a limited:number, and restrictions in the form of moderate
customs duties, or additional duties or charges of equivalent effect, and
in some cases the reqﬁifgment of a prior deposit on imporis.
More recently a new factor cohducing to substantial changes in tariff
systems and other instruments of foreign trade policy has arisen, in the
form of the aim of regional integration,

Within this long-term development the effect of the various aims pursued

has varied, and even now is in fact very different from one country to ancther,

Firstly, this applies to the use of the customs tariff as a means of
obtaining goverrment revenue., In one group of Latin American countries there
has been a considerable decline in the importance of tariffs from this
standpoint, In Mexico,lfor example, where import cduties represented 34 per
cent of govermment revenue in 1930, the proportion fell to 18 per cent in
1940, 14 per cent in 1950 and less than 13 per cent in 1963. In Argentina
the corresponding figures were an average of 22,5 per cent .in 1935-39,

9.9 per cent in 1940-44, 6.2 per cent in 1945-49 and 3 per cent in 1955,
although the figure rose to 25 per cent in 1960-61 as a result of other factors.,
In other cowntries, such as Chile and Colombia, this source provides only
about 20 per cent of government revenue, In the second group, however, which
includes most of tﬁe Latin American countries that are at a lower level of
industrial development, the proportion of all tax revenue attributable to
import duties is much higher: 50 per cent or over in Costa Rica, Nicaragua
and Panana, about 4O per cent or over in El Salvador and Guatemala, and
slightly over 30 per cent in Ecuador,

This difference does not always relate to the levels of customs charges
on the unit value of imports, but rather to the development of other domestic
sources of govermnent revenue, Even go, it is still significant from the
standpoint of the difference between the two groups of countries as regardé
the possibility of reducing the emphasis on revenue production as a criterion
governing decisions in the tariff field.

/The aim
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The aim of reducing balance-of-payments deficits, although persisting
over the long-term, has varied considerably in importance, becoming paramount
in some periods and much less significant in others. These fluctuations
made changes in the tariff levels less likely, since such changes usually
require legislative measures that take a long time to enact, Hence the
desire to improve the balance of payments has encouraged recourse to such
instrunents as exchange policy measures, quantitative restrictions on
imports, or the establisiment of other charges of equivalent effect to
customs duties, Nevertheless, successive revisions of foreign trade policy
led in many cases to a situation where the levels of customs tariffs proper
also have the purpose of reducing the pressure of the demand for imports,
in view of an inadequate capacity to import,

In brief, what might be regarded as protectionist policy is really
the result of a mixture of measures and instruments that are governed
(in a form that varies according to the country and the period in guestion)
toth by the strictly protectionist aim and by the need to obtain more
revenue or to improve the balance of payments. In any case, whetever the
real influence of the protectionist aim mey have been, the general climate
created resulted in a high degree of protection for domestic industry. The
high average level reflects great differences from country to country, but
in a way that does not indicate any correlation with the level of industrial
development,

In fact it is estimated 2/ that in a group of eleven latin American
countries the arithmetic averages of the level of customs tariffs and other
charges of equivalent effect on the c.i.f, value of imports are as follows:
over 90 per cent in one country {Argentina), about 50 per cent in three
(Ecuador, Paraguay and Venezuela), and 40 per cent in another three (Brazil,
Colombia and Chile), whereas in the other four countries it ranged from
18 per cent (lMexico) to 30 per cent (Lolivia), with levels between those

2/ See "Customs duties and other import charges and restrictions in
Latin American countries: average levels of incidence", Multilateral
Economic co-operation in Latin America (United Hations publication,
Sales N°® 62.11.G.3), Vol. I, pp. 106-123.

Jtwo extremes
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two extremes for Peru and Urnguay. These figures not only reflect general
levels that gré‘relatively high compared with those in the industrial
economies (for example, between 10 and .20 per cent in the Fedeéral Republic
of Germany,'Canadg, the United States, France, Norway and the United Kingdom,
and less than 10 per cent in Denmark and Sweden), but in some cases are |
only part of the real protection applied, since they do not include prlor
deposits on imports, import permits and other forms of qnantltatlve
restriction, Furthermore, since the protectionist aim is not always the
principa} governing factor, the relative levels in ﬁhe various countries
are not'diréctly related to the level: of industriaslization, because of the
influence of the considerations of revenue and balance of payments referred
to above, . .

Consequently it must again be concluded that Latin American industry
as a whole has relied on tariff protection at high.and even excessive levels.'
This description would be incomplete without some additional comments on-
tariff structure, which are essential from two standpoints. ' In the first
place, the real degree of protection is not determined only by the general
tariff level, but also by the differences in the rates applied to. particular '
products and those applying to intermediate imported goods needed for the
production process;< and secondly, it is in fact the tariff structure that
allows the tariff instrument not only to act as a general stimulus, but
also to affect the direction taken by industrial development,

With respect to the first point, the consideration of criteria
extraneous to strict protectionism leads in some cases to situations that
must be'regarded as anomalous. Thus, for example, in Venezuela the average
rate applied to raw materials is higher than that for impotrts as a whole,
and even,hlgher than the average for the group of ordinary consumer goods.
liore generally speaking, if absolute levels are disregarded, and attention
is concentrated on the ratio between the levels of tariffs:on raw materials
and the average tariffs as a whole, it can be seen that in & country such

3/ For a detailed account of this concept of net protection, see
Santiago Macario, op.cit.

/as France
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as France this ratio is less than half that for Argentina, Brazil and Chile,
although these are the three latin American countries in which the ratio

is lowest. That is, at least a part of the protectionist effect of the
Latin American tariffs is lost because there is not enough difference
between the rates applied to raw materials and to the finished products
containing them. This feature has other consequences that are referred

to later in thisz section,.

This treatment of raw materials is part of a tariff structure that
can be described from a broader standpoint in terms of the distinction
between other categories of products, mainly those for current consumption,
durable consumer goods, intermediate goods and capital goods, Similarly,
to some extent the respective rates should be linked with the level of
industrialization in the various groups of Latin American countries, and in
this respect three different situations are encountered., In the least
industrialized countries the rates are higher for current consuuer goods,
while for other types of goods the rates are below the average; in the
second rroup of countries the accent is on duties on certain irtermediate
products, while they are low for capital goods and at an intermediate level
for conswmer goods, whether durable or non-durable; in the third group,
which includes the most industrialized Latin American countries, the lowest
rates are for current consumer goods, and those for other categories are
higher. It should be noted that this classificétion is based on rather
broad categories of goods, and in all cases the reference is to average
levels of general application, Moreover there are a number of individual
exceptions to this general picture.

Among the first group of countries Bolivia and Ecuador reflect the
pattern rather accurately, since the rates are lower than the average in all
categories except current consumer goods and (for reasons other than
protectionism) durable consumer goods, The same is true of Paraguay,
although the differences between categories is much less, The second group
includes Chile, Colombia, Peru and Uruguay, although in Uruguay the rates
for certain types of consumer goods, such as food products, tobbacco, and

chemical and pharmaceutical products, are much lower than the average, and

/the rate
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the rate for many intermediate and capital goods are much higher; The
third group includes Argentina and Brazil, which both have lower duties -
on current consumer goods, ‘although the rates are still above the average, -
and higher rates on capital goods; Mexico is a case appart, since although-
it belongs to the most industrialized group, there is nevertheless a higher
rate of duty for current consumer goods. However,_it alse has the lowest
general level of tariff rates, and consequently thé main protectionist
function is performed by other instrﬁments such as import permits,

If, in addition to this picture of the existing situation, it can be
established that at earlier periods the tariff structure of the countries
that are now {he most industrialized were similar to those that are further
back on the path to industrialization, it can be concluded that the use of
the tariff instrument breadly reflects a fairly well-defined model of
industrial development.- There will be a series of successive stages in line
with this model, in which the expansion of the industries nroducing non-
durable consumer goods will follow the expansion of other industries,
beginniag with the menufacture of certain intermediate products, and
going cn to the production of durable consumer goods and capital goods, -
in line with the requirenents of capital and assimilation of technology -
usually assoclated with these industrial categories, This has been the
case in the general development of Latin American industry, and these, too,
have been more or less the stages the countries have passed through in the
process of import substitution, although certain-importaqt exceptions must
be recognized, Thus from this standpoint it can be concluded that .
protectionist policy, as reflected in the tariff structurg,\has had
a marked effect on the pattern of industrialiﬁation in Latin America,

Another question is how far the model aaopted, or to which industrial
policy had to adapt itself by the force of events, was the most desirable
and rational in the light of the general features of the economies of the
region. Certain doubts and criticisms have been expressed on this point.

One rsletes to the general discrimination in favour of current consumer
goods in thz tarlif structure, over peribds that différ from country to
country; This preferential treatment is mainly a reflection of the
importance attached to import substitution as an immediate requirement

Jof industrialization
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of industrislization, which involves a minimum of difficulties in the

way of technical and capital needs, although with considerable sacrifice
of productive efficiency and a rational industrial base, The result was
an extensive rather than intensive type of growth (referred to earlier in
this study), although an intensive growth would have encouraged increasing
specialization, as a result of a more critical selection of alternative
forms of industrial development based on long-term criteria,

For similar reascns industry was directed mainly towards production
lines related to the demand for final consumer goods, even though only the
final processing stages were covéred. Thus market considerations prevailed
over those relating to the availability of particular basic resources,
which could heve provided the foundation for a more self-supporting type
of industrialization thet could even have been aimed at exports to other
areas, grealer specialization and intra-regional trade.

Moreover, as the changes in the tariff structure took place when
general tariff levels were rather high, the result was to maintain absolute
levels of protection on such a large scale that there was no pressure on
the industrial branches already established to effect a steady improvement
in their productivity and efficiency. The consequences for costs and prices
of manufactured goods produced in Latin America have already been examined
in earlier sections.

These forms of protectionist policy had the effect, although such
was 1ot thelr deliberate aim, of creating conditions which made it difficult
to combine import substitution with the introduction and expansion of
a substantial flow of exports of manmufactures, Here the question is not
so much that the export aim has been neglected, as that it was impossible

to work towards it within the particular patterns imposed by the protectionist
policy.éf

s g

L/ Yor a dstailed examination of this problem, mainly in terms of
exchange policy, see Nicholas Kalder, "Dual exchange rates and
economic development®, Economic Bulletin for Latin America, Vol, IX,
N° 2 (1964), pp. 215-223.

/These effects
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These effects also underlie the difficulties that are now hampering
the industrial integration of the Latin American countries, The character-
istics of the earlier extensive type of growth have led to the present
situation, where the industries in each country cover practibally the whole
range of manufactures in a given category. The grest differences that exist
reflect the varying levels of industrial development now reached by the
Lstin American countries, and not specialization in particular lines within
a given category based on the country's natural resources and other factors,

This point will be dealt with in greater detail in chapter IV of this
study. Nevertheless, the general considerations set forth above need to be
supplemented here by a final reference to the relationship between the
structure of the protectionist systems and the relative prices of manufactured
products in Latin America,

When this subject was dealt with in chapter II it was concluded that
the relatively high prices of manufactures in relation to the general price
level was the result of high production costs and other factors, which made
themselves felt to different degrees in different countries and different
types of manufactures. Figure XIII indicates that these factors include
the level and structure of customs tariffs, which to some extent affect the
domestic price ratios of at least some Latin American countries.

This figure deals with four Latin American countries - Argentina,
Brazil, Chile and Colombia - which have high tariff charges and are at
relatively advanced stage of industrial defelOpment, and with four categories
of manufactures - food products and tobacco, chemical and pharmaceutical
products, other current consumer goods, and capital goods. The camparison
refers, firstly, to the relative structure of the various tariffs, expressed
for each country as the arithmetic mean of the tariffs for each category,
as a percentage of the average for the average for all four categories; and
secondly, to the price ratios within a single category, deduced from the cost
figures for the sample of products referred to in chapter II, The first
comparison invelves leaving out of account the actual level of the tariffs
and considering only the internal structure for each country, that is, how

/Figure XIII
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FOUR LATIN AMERICAN COUNTRIES : RATIOS BETWEEN RELATIVE PRICES AND INCIDENCE
OF CUSTOMS TARIFFS IN RESFECT OF SPECIFIC CATEGORIES OF MANUFACTURED GOODS
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far the burden is heavier for some categories of products than for others.
The second comparison, on the other hand, involves ratios referred in
each individual case to the group of four countries as a whole, in order
to reflect how far the price of a2 particular category of'industrial
products is higher or lower than that of other categories}
Despite the undoubted shortcomings of such comparisdﬁs, they point
to certain important conclusions. Firstly, it seems clear that for each
category of manufactures there is some degree of_assoéiation“between relative
price and the tariff rate, The exception is chemical and phérmaéeutical
products, where the scattered nature of the results precludes recognition
of any definite effect. For food preparations and tobacco producté,‘the
customs chargés aoplied in Argertine and Brazil are, compared with Chile and
Colombia, relatively lower than those for other categories and the same
applies to the relative prices of these products in the two groups of
countries, The reverse is true of capital goods, éince in Chile and
Colombia tariff levels and relative prices are both lower than in Argentina
and Braszil., For the category "other current consumer goods* the figure
shows clearly thet the two variables increase in parallel form irom the
figures for Colombia to those of Argentina, Chile and Brazil, in that order.
In addition to the cualitative association, certain quantitative
assessments can be made. For processed foods and tobacco products
a considerable range in tariff levels is associated with a small range in
relative prices, whereas the correlation between the two variables is more
marked for capital goods, and still more so for other current consumer goods.
This correlation is not surprising for a group of four countries whose
over-all import coefficient is fairly low, and where the contribution of
imports to the supply of these categories of gbods {except for capital goods)
is very small compared with that of domestic_prodﬁction. In the absence of
other factors - which may well exist, even though they are not explicitly
included in the present analysis - it can be concluded that in many cases
the prices of manufactures on the domestic marketgfend_to fall into line
with the levels of protection afforded by the tariff sjstém,”and are to
some degree independent of the domestic production costs.

~/If that
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If that were so, it would mean that protectionist systems had been
so applied as to bring about consequences that were both unforeseen and
by no means desirable, This underlines yet again the need to make tariff
systems more flexible, and to base the selection of tariff rates on
practical criteria that will ensure that the tariff will act as an effective
stimulus without entailing unfortunate side effects,

(b) General measures of industrial promotion

Industrial development may be considerably affected by the incidence
and pattern of taxation, and by certain features of monetary and credit
policy, both because of the relative effect on this sector in comparison
with others, and because of the possible effect on the actual patterns of
industrial expansion, Moreover these are typical instruments of general
economic policy, and conseguently unless deliberate and systematic action
is taken the effects on industry are likely to be residual because of
concentration on other aims, as previously stated.

From the long-term standpoint, the body of general development
provisions aimed at encouraging industrial growth through indirect incentives
of this type have existed as a fairly widely used instruments of industrial
policy in latin America only since the end of the fifties. Before then
there were legal provisions and systeams of this type, but they were either
not aimed at providing significant stimuli to manufacturing, or else were
not sufficiently selective to act as such.

The actual process of making such instruments a major part of
industrial policy has not been the same throughout the region, In some
countries it has taken the form of specific industrial development
legislation, unifying and expanding the relevant legal provisions, but
in most cases there has been a collection of miscellanecus provisions,
either of a general nature, such as income-tax legislation, or relating
specifically to the development of particular areas or branches of industry.

The failure thus far to formulate an exact body of criteria is made
clear by the fact that not only are the relevant provisions dispersed among
the various laws and ordinances of public bodies, but in recent years there
has been a great lack of consistency: decree follows decree, amending what
has gone before, and even in some cases changing major principles embodied
in earlier ﬁrovisions.

/How far
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How far existing development provisions are rational and effective,
can best be appreciated in the light of three main aims. The first is to
introduce certain discriminatory incentives by favouring industry over
other sectors in such a way as to encourage the channelling of resources
into manufacturing, Secondly, there should be preferential treutment of
certain branches of industry so that the Govermment can not only sncourage
the sector as a whole, but can also influence its lines of development and
invernal structure. Thirdly, the incentives should also encourage'a certain
type of behaviour on the part of existing enterprises, facilitating expansion
and raising efficiency and productivity, _

Broadly speaking the first aim has Been 1argely overlooked in applying
these instruments of industrial pelicy. To make clearer the meaning of
this conclusion, it should be explained thet this section deals only with
such very specific fields as tax provisions and measures for the general
control of private credit, since the other means of industrial development
(protectionist poliecy and direct State promotion, including public credit)
are examined separately, | ‘

On the other hand, there is no doubt abcut the intention to apply
selective stimuli to particular industries, which is reflected in definitions
of industries described as "negessary", "of natioral importance", etc.

The list of the criteria that qualify an industry to be recognized as
of this special character may vary in length, and is not always very clear;
in fact these criteria, as specifically reflected in the legal rovisions,
relate to such conditions as whether or not the industry is engaged in
import substitution, has a contribution to make in the form of manpower
absorption, is locéted in .

d.

vurhicular zones, uses given proportions of
domestic raw materials or, wmore recently, is able to export a ?art of its
output., |

It should also be noted that the deliberate intention is that such
incentives should affect certain important decisions by enterprises, mainly
concerning reinvestment of profits, replacemert of fixed capital at the
right time, and better use of available capital,

/In terms
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In terms of these objectives incentives relating to credit (apart
from action taken through the credit of public bodiez) is usually confined
to special authorizations to private banks to conduct more lomg-term
operations,. issue-bonds and other industrial development securities, or
establich-special funds leor industrial loans, in addition to provizicus
Jrelativg Lo ddficrmitdal reliscpunt rates, Ia othor werds, these ars all
Aneenbives wi a general.netupre . that do-not lend thapsalwes Lo application

“with aoy geeat dsgree of zelsctivity,

Selective apnlication is casier in relation to tax incentives, since
these are granted in on the basis of the nature of the activities they
‘benzfi%,  Existing provislons make this the criterion for the following:
granting partial or-total exsmpiions, of a temporary or permanent nature,

- from the main baxes;.differentiating betwsen distributed and undistributed
~profitsy-establishing special systems-of depreciction of asecels; granting

“total or partial exemptlon from cusboms toriffs con imporbs of machinery or

~raw-materials; reimbursing such charges peid on that part of wuiput is
Subsequentiy exported, etc,

The content and scepe of this body of provisions can be better-
Aappreciated in the ligh% of the following brief account -of its fealures
_An. certain Latin American countries.

.. --The promoticnal system estabilshed in Argentina in 1944 by means of
Act We 14630, which remrined in foree until 1957, defined as bsing "in the
national inverest® industries that used cniy domestic rswnaberials and
whose output supplied the domestic market, togethsr wivh those produeing
“essential items or items of Izportance to the national defence. The
-benefits granted to the protacied industries cons'ib ralnly of additional
custonis duties on competitive icreign items and imsort quotas for such
items, subsidies, preferential credit arrangements, and in some cases

- exemption of import duties on imports of the mechinery or raw materials
“used, or both., The maximum period for which such benefits were granted was
. five years, but this could be extended by the Government. This syshem

functioned effectively up to 1932, when the consideration of applications

.for these benefits came to a stop,

- /In 1959
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In 1959 Act N° 14781 abolished this system of protection and promotion,
and replaced it by another giving the Government extensive powers to
formulate a flexible industrial policy, stipulating only the aims and
instruments to be used, in very broad terms. However, the resull of the
absence of any complete body of regulations was that the system outlined
in the legislation was never established,

Betireen: 1961 and 1962 various decrees provided for systems of
sectoral promotion (for the steel, petrochemical and pulp industries) and
regionsl promotion (for Patagonia and the north east). In 1963 decree
Ne 5332 repealed the provisions of the earlier legislation and laid down
new provisions, and in 1964 decree N° 3133 amended the 1963 decree, and
was embodied in the regulations established by Act N° 14781, now in force,

The most recent decree establishes an optional system of benefits
for enterprises or investors, consisting essentially of the following:
reduction of payment of taxes on interest, on a percentage scale declining
over a period of ten years; excmption from the stamp tax on certain types
of contracts; facilities for bringing the ncasssary foreign vechnieal staff
into the country; granting of special rat:s Icr gas, electricity, fuels and
transport, and priority for machinery. There are also other special
benefits for certain priority activities, The aprlication of these
incentives is confined to particular sectors, inciuding steel, petrochemicals,
pulp, rining (excluding petroleum, gzas and cesrtaiu cres), forestry and
reforzstation, fishing and whaling, etc., and construction,. Thz promotional
measures are applied in particular in Patagonia, the north east and the
north west, and in those arees other activities are included.

In addition to the sysiem of Federal promoiiin, there are also
certain provincial devel:pment laws, based on exepiion from provincial
and municipal taxes and the granting of loans and subsidies,

In Brazil there are no general provisions for industrial development,
apart from the tariff and exchange system. However, a number of laws have
been enacted, both Federal and State, to promote specific brenches of
industry or to develop particular areas of the country, on the basis of
total or partial exemption of taxes on income, sales and consignments, for
periods that range up to ten years,

/The criteria
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The criteria determining which activities are to benefit are not
always the same, although those relating to the use of domestic raw
materials and to import substitution predominate,

An example that illustrates the goverrnment policy of incentives is
the option available to juridical persons to use 50 per cent of their
income tax in activities prémpted by the Superintendencia de Desarrollo
del Nordeste, or SUDENE (the agency for the development of the Nordeste
region of Brazil), In the area covered the various States have enacted
legislation granting tax incentives, on the basis of different eriteria
and periods, for the industries that are established in their territory,
Furthermore, the Superintendencia da Moneda y Crédito (Currency and Credit
Agency), responsible among other tasks for the fixing of differential
rediscount rates, has established a more favourable rate for operations
in the least economically developed regions, which include the Nordeste,

Thus industrial promotion takes the form of a collection of measures
adopted by various agencies, based on principles that are not always the same,

Colembia is another country that has no specific industrial development
legislation, The incentive measures are dispersed among different laws and
decrees, but may be classified into three groups, according to whether they
relate to taxes, currency and credit, or tariffs and exchange rates.

The tax measures include Act N° 81l of 1900 oa income tax, which
provides for the following: (a) an exemption form income tax for corporations
that establish, in addition to the compulsory reserves, au extraordinary
economic development reserve of up to 5 per cent per anmmm of their liquid
trade profits for the purpose of increasing the production of raw materials
and import substitution ifews, Natural persons mav benefit from the same
exemption if they are engaged in the specified actisibties provided that they
invest in those activities the amouiit of the exaﬁption; {b) an income tax
exempbion of up to 100 per cent for existing or new corporations vhose sole
purpose is the conducting of basic industries, provided that they use at
least 60 per cent of domestic raw materials; (c) the same exemption is granted
to corporations which have the permanent and exclusive aim of conducting
industries related to the production of iron, and which use over 50 per cent
of items produced by Lcerfas Paz del Rio in their processing operations.

/Other provisions
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Other provisions relating to taxes that represent a stimulus to
industrial activities provide for an exemption on liquid income from
exports (excluding exports of unprocessed coffee, petroleum, bananas,
raw hides and precious metals), and authorization for acelerated capital
depreciziion when machinery is used for a working day of cver tem hours.

The monstary and »edit measures inelude: (a) awthorize’ion of
commernial banks. {contsined 3n decree NO 384 of 1950) to gramt loans for
periods of up to five years for economic development projects, at rates of
interest lower than the standard rates, this being made possible through
rediscounting by the Bank of Colombia; (b) authorization under decree 1564
of 1955 for commercial banks to issue industrial credit bonds for periods
of up to ten years and at an annval interest of up to 7 per cent, together
with an obligetion imposed on cammercial banks to buy industrial bonds for
an amount of 5 per cent of their total callable capital; (¢} the establishment
in 1963 of a Private Investment Fund, under the Bank of Colombia, which
provides credits for periods of up to ten years at rates of intcrest of
between 8 and 10 per cent, and {d) the pessibility of obtaining credits
for feasibility studies for new industries.

In Ecuador, an Industrial Developmerit Act (Ley de Fomento Industrial)
was promulgated in 1957, and abrogated in 1962 by an emergency decree {(N° A7)
which amended the previous legislation and gave a new slant to State policy.
In December 1964 the Industrial Development Act now in force was passed,
and estatlished new incentives for private enterprisas,

The provisions of this law are specifically and exclusively applicabls
to transforming industries, whether new or already in existence, and the
basic principles underlying it are the expansicn of oxports and import
substitution., The benefits it confers comprise totzal exemption from
various taxes and duties currently levied on the following items or
activities: (a) statutes of comporations and amendments thereto, as well
as the issue of securities or shares and transactions relabting to these;

(b) working capital; (c) exports of industrial products; and (d) imports of
raw materials not produced in the country and used in the manufaciure of

/goods for
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goods for export., Partial exemptions from duties and taxes on imports

of new machinery and its spare parts are also established, and new
industrial enterprises are granted a 20 per cent reduction of sales taxes,
for a pericd of three years.

Apart from these general benefits, special income tax deducticns are
authorized for enterprises that reinvest profits or use credits to make
new investinent, and for those that allocate funds to research, training
of personnel and contributions to technical education agencies,

Each of the categories in which the enterprises covered by the law
are classified enjoys specific tax and tariff concessions over and above
the foregoing,

Lastly, all registered industrial concerns are entitled to take
advantage of a system of accelerated depreciation in eight years, a period
which can be reduced to five as an alternative to income tax exemption.

In addition to the Industrial Development Act, other legislation
establishes special investment conditions for parts of the country regarded
as emergency areas,

The Transforming Industries Act (Ley de Industrias de Transformacién)
passed in Mexico in 1940 granted exemption from certain taxes for a maximum
period of tcn years in the case of new industries considered as essentizal.
As in the other latin American countries, however, the chief stimulus to
industrialization was long provided by tariff protection., The year 1955
witnessed the promulgation of the legislation on the development of new
and essential industries (Ley de Fomento de Industrias Huevas y Necesarias)
which is at present in force,

The criteria determining eligibiliby for the benefits accorded
under this law relate to the measure in which the industries in question
contribute to import substitution, the development of exports, the expansion
of employment and the use of domestically-produced equipment and raw materials.
The concessions established under the Act comprise exemptions or reductions
in respect of import, export and stamp duties, taxes on trade earnings,
and income tax,

/Furthermore, the
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Furthermore, the Income Tax Act (Ley del Impuesto sobre la Renta)
exempts from income tax up to 10 per cent of the profits of trading
companies that build up reinvestment reserves and up to 100 per cent of the
profits of industrial firms, aéricultural and stock-breeding enterprises and
fisheries that comply with the same requisite.

The 1962 income legislation included an announcement that a fund was
to be created for the development of exports of manufactured goods, on the
basis of a supplementary tax on certain non-essential imports.

Besldes the Federal laws, there are also State acts, passed between 1941
and 1964, establishing tax incentives for the development of industry and
of other sectors in the States concermed. Their underlying principles are
not all the same, nor are the incentives they offer.

- In Peru, Act N° 9140, passed in 1940, empowered the Executive to
grant exemptions -from duties and taxes for the purposes of protecting and
encouraging industrialization, In conformity with this legislation, _
successive decrees accorded tax exemption to a number of branches of industry,
such as the manufacture of synthetic nitrogenous fertilizers and of man-made
fibres, the metallurgical and canning industries, and the industrial activities
established in the Selva area, ‘ .

Subsequently, in 1959, legislation on industrial promotion (Act N° 13270)
was promulgated in favour of new and established industries, diffevent
incentives being offered to those producing goods classified as basic items
and to those mahﬁfacturing products of any other type.

The following are the special concessions granted under this Act:

(a) total or partial exemption from import duties on new machinery and
equipment not competing with similar domestic products, and on raw materials
or intermediate goods not produced.in Peru; (b) exemption from several -
taxes dﬁring the enterprise's first few years in operation; (c) authorization
to reinvest a proportion of profits tax-free; (d) provision for accelerated
depreciation, in proportion to the degreé of utilization; (e) authorization
to revalue fixed capital whenever a devaluation of the currency takes place;
(£) reduction of profit tax rates for enterprises established in the
provinces; (g) the right to adequate tariff protection; (h) drawback
facilities in respect of exports of manufactured goods; (i) protection
against dumping and unfair competitive practices.

/In several
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In several of the Central American countries, too, there are industrial
promotion laws of relatively recent date, Thoseé of Honduras, El Salvador
and Nicaragua were péssed in 1958, that of Costa Rica in 1959 - although
it abrogates another enacted in 1940 -, and that of Guatemala in 1960,
Almost all of these offer as an incentive partial or total exemption from
import duties on capital goods and raw materials used by industry, as well
as income tax reductions,

Over against the measures aiming at the indirect encouragement and
promotion of industrial development, mention may also be made of specific
restrictions incorporated in anti-monopolistic and price~control legislation,
and other more general provisions relating to public health and town
planning,

The political constitution of several of the Latin American countries
expressly forbids the formation of private monopolies, while the State is
authorized to keep in its own hands certain branches of industry or
exploitation of natural resources, or specific services, considered to be
of public interest. 2/

In other countries, where the constitution does not contain such
prohibitions, special legislation has been passed. In Argentina, a law
promulgated in 1923, ammended by another in 1946 and supplemented with
procedural regulations in 1949, established sanctions for acts creating or
seeking to create monopolies, In Chile, Act N° 13305 (1959) stipulated that
no monopely could be granted to indivigual entrepreneurs in respect of
industrial or commercial activities,

Article 28 of the constitution of Mexico was supplemented by an .
organic law in 1934, and in 1955 the Penal Code stigmatized cornerirg,
practices militating against free competition in production or trade, and
others of a similar neture as "offences against national consumption and
wealthi,

5/ See, for exerple, the following articles in the respective political
constltutlons. Ecuador, 198; El Salvador, 142; Mexlco, 28; :
Nicaragua, 87 and Venezuela, 97,

/As regards



ST/ECLA/Conf,23/L.2/Add.1
E/Cl.12/716/4dd.1
Page 23

As regards price controls, cdifferent conditions seem to prevail,
since several of the Latin American countries have not yet adopted legal
measures to authorize them. In Argentina, they existed up to the year 1959,
the date of expiry of the extension period of Act N° 12130, repressing
agios and speculation; no price controls have since been re-established.

In Chile, the Goverrment is empowered to declare such products as it

deems necessary to be essential goods, and to fix and control their prices,
Ecuador's Industrial Development Act establishes "the fixing of prices

at levels prejudicial to consumers" as a reason for the temporary suspension
of the benefits it accords, In Mexico's case, price controls are grounded
on article 28 of the political constitution, and the pertinent regulations
are found in legislation on the teirms of reference of the Federal Executive
in the economic field {Ley sobre Atribuciones del Ejecutivo Federal en
Materia Econdmica), under which price controls are applied to foodstuffs

and clothing classifiable as current consumer goods, essential raw materials,
products of basic or staple industries, etc, In Venezuela, the Ministry of
Development controls the prices of essential goods, and those of the products
of protected industries.,

Neither anti-monopolistic measures nor price controls seem to
discourage investment in industry, and the same might be said of other
provisions which in some instances stipulate that specific registration
formajiities must be complied with, or official authorization obtained,
before new manufacturing activities can be undertaken.

It is not difficult to infer from the foregoing account that these
instruments of industrial policy do not as a rule iaply preferential
treatment for the industrial sector as a whole vis~3-vis other sectors of
economic activity, Except for occasional measures, the provisions designed
to channel the credit operations of private financing agencies are of
a general nature, and are dictated mainly by the needs of short-term
economic policy., As far as taxation is concerned, the fact that in most
of the Latin American ccuntries a very high proportion of fiscal revenue
accrues from foreign trade duties and charges and from indirect taxes means

that the incidence of taxation on the profits of industrial enterprises

/is rather
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is rather light than otherwise, The same is true of other activities,
‘and it is even likely that the position of industry may be relatively
disadvaﬁtageoﬁs, not on account of differential rates or régimes, but
because leés tax evasion takes.ﬁlace,_owing, in turn, to the predominance
of the corporation or joint-stock company - which is subject to stricter
control - as the legal organization pattern of menufacturing enterprises,
Neverthless, the incentive that could be provided through taxation should
not be under-estimated especially in relation to those countries where
direct téxation has become comparatively important,

On‘thé other hand, this relativéiy neutral operation'of tax machinery
in respebt of industry as against other sectors is certainly not the
prevailing characteristic of the provisions in forces when it comes to
discrimination by branches of manufacturing, or by the allocation of
profits, or by'the use mads of available capital resources., The efficacy
' of the incentives established in these comnexions can be viewed in broader
perspeﬁtive in a later section, when the provlem of the financing of
industry is considered as a whole, and an attempt is made to assess the
contribution deriving from the enterprises! own internal sources, chiefly
in terms of reinvestment of profits, amortization funds and the consiitutien
of other reserves. Application of the prihciple of selectiveness by branches
of industfy has undoubtedly exerted a significant influence on the orientation
of industrial development, and mey do so to'a still greater extent, provided
that,tﬁé type of activity eligible for the benefits conceded is defined
with precision; the criteria embodied in the relevant legislation seem to
be formulated in unduly general terns,

The efficacy of such stimuli is more open to question where influencing
the location of industries is concerned. In the first place, the equali~
gation of incentives depending upon local - as distinet frém national -
taxes or dutics sets up industrial "decentralization" as a generally
desirable objective, without particularly favouring any épecific location,
.Secondly, tax advantages at the napibnal level seem very inadequate, even
when glven locations are specified, in comparison with the disadvantages
connected with external economies and other institutional factors, which
call for the use of more direct instruments of promotion,

/From ancther
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From another angle, a provisicnal conclusion might also be suggested
to the effect that the instruments under discussion are likely to prove
more effective in relation to new developments than in respect of existing
industry, and will thus help to widen the range of manufacturing actiﬁities
rather than to improve the productivity and efficiency of the enterprises
already installed. lore detailed study should therefore be devoted to
what exactly is meant by the references, so frequently recurring in the
legislation in force, to the "newness" of the activities eligible for the
benefits it accords,

lastly, it must be pointed out that in view of the mode of presentation
adopted, the foregoing data do not give a sufficiently clear idea of one
of the unfavourable features characterizing the use of these instruments of
industrial pelicy, namely, the lack of continuity caused by frequent changes
in the nature, the scope and even the orientation of the provisions
established, The result is an atmosphere of uncertainty which weakens or
frustrates the effects that should be produced by the stimuli and incentives
offered.

(c¢) Direct State promotion

In addition to the general incentives deriving from protectionist
policy and from other measures and instruments designed to encourage the
installation and expansion of manufacturing indusiries, as outlined in the
preceding sections, an enormous amountof work is done in the field of
direct industrial promotion, It has followed widely varying patterns,
both within one and the same country and from one Latin American country
to another; even so, however, within this diversity some common features
can be discerned, which it is useful to bear in mind in evaluating the
possible scope of direct promotion as a basic instrument of industrial
policy, in the broadest sense of the term,

Accordingly, it is worth while to review in broad outline the
activities carried out in this field at least in some countries of the
region, more for illustrative purposes than with any intention of presenting
a complete and systematic picture, for which much more thorought supplementary
research would be required.,

/Table 33
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Table 33

SEVEN LATIN AMERICAN COUNTRIES: MOST IMPORTANT PUBLIC INDUSTRIAL PROMOTION AGENCIES

Gountry and agency Date of Type of aotivity Sectors served
foundation
Argentina
Offise of the Secretary for : :
Teade and Industry Guidanse and sc-ordination Industry and mining
Baneo Industrial Genegral mmotion, sapital Industry and mining

Looal development sorporations
and institutes

Braz:.l

Ministur of Industry and Commerse

Banoo Nacional de Desenvelvimento
Eoondmico

Benso do Brasil (Agrioultural
and Industrlal Credit Portfolio)

looel banks
Exsoutive Groups

Chile

Development Corporation

(Corporacifn de Fomento de
la Produsoién, CORFO)

Banco dol Betade

GColombia

Institute of Industplal .
Davelopment (Instituto de
Pomento Industrdal)

Caja de Crédito Agrioole,
Industrial y Minero

Banoc de la Repdblica (Priva.te
Investment Fund)

Banoo Popular (Speoial ?\md)
Yexdoo

Nacional Financlera S.h.

Banco de Méxioo

Banso Nacicnal de Fomento
Cooperativo

19l

' 1960
1952

1933

1953

1940

1963
1963

1954

Banoo Nacional de Crédite Egidal -

Pinanoiera Naoional Azuoarera

contributions and eradit

Goneral promotion, eapital

contributions

Orientation and general
co~cirdination

Genersl promotion and
oradits

- Credlt

Credit

Promotion of specifie branches

of 1ndusttw

General promotion, sapitsal
contributions and eredi‘!s

. Credit

Promotion and ocapital’
econtributions

Credit
Credit

Credit

Genepral premotion, capital
sontributions and, sredit

Credit
Credit

Credit
Credit

Industry and others

Industry and others

Agriculture and industry’

Industry and cthers

Industry and others

Industry and others

Industry

Agrioulture, industey
and mining

Agrioulture, industry
and mining

Small- and medium-3cele
industry

Industry and others
Industry and others

Smalle and medium-soale
industry

~ Agrisultural industiries

Sugar industry
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(Conmission for the Financing

of Smalle and Medium-Soale
Industry) o , A
Vonszuelan Corporaticn for Guiana
{Gorporacién Venozolana de
Guayena)

Ministry of Mines and Hydrocarbons,
Veneozuelan Inatitute of
Petrochemistry (Ministerio de
Mnas e Hidrocarbures, Institute
Venozolano de Petroquimiea}

1960

Credit
Promotion end capital

contributions

Promotion end oa.pitali
sontributions

Country and. egency TR !’Eﬁ:a::on Type of sotivity Svetors served

Poru - . . g
Banco Industrial 1936 General promotion, eapital Industry

: contributions and eredit

Ministry of Development and Capital contributions Industry, eleotrio power
Publis Works {Department of and others ‘
Industry and Eleotris Power) .
Dovelopment corporation-and ‘Capital contributions Industry and others
looal boards and oradit

Venezuele )
Ministry of Development _t‘iiscelleneous funoctions Industry and others
Venozuelan Development 1946 General promotion, oapital Industry and others
Corporation {Corporasién oontributions and oredit
VYenezolana de Fomento )
Banco Industrial de Venezuela 1337 Credit Industry and mining
Ministry of Development Small- and medium-scale

industry
Several branches of industry

Several branches of industry

/Table 33
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Table 33 presents in sumarized form some indications of the most
important public bodies concerned with the promotion of industry in seven
Latin American countries: Argentina, Brazil, Chile, Colombia, Mexico,

Peru and Venezuela., A4s can be noted, the oldest of these institutions

- except for those specializing in credit operations -~ were first
established in the second half of the thirties, but others are of much
more recent date. Up to a point, this coincides with a striking change in
the importance attached to indusbrial policy, whose reliance upon indirect
instruments alone has given way to active and deliberate participation in
the promotion of new industries, either by setting up State enterprises and
maintaining them as such, or by transferring them to the private sector
once they are consolidated, or by getting private enterprise to back them
from the staxrt, in which case undertaldings are proposed and assistance in
their executicn is provided, or support is given to those already launched by
individual entrepreneurs,

It is difficult to judge how far the strengthening of this type of
State action has been the result of a definite intention to speed up the
industrialization process, and how far it has stemmed from the broader aim
of intensifying goverrment incentives to over-all economic development,

The nature of the agencies listed in table 33 seems to weight the scales
in favour of the latter, as they are not usually connected exclusively with
manufacturing industry, but are also concerned with other sectors of the
economy, What is more, in several cases, at least during an initial phase,
the bulk of their efforts and resources have been channelled towards
activities only indirectly related to industrial development - investment
in infrastructure in the main, although the latter objective has gradually
been acquiring more importance in their subsequent operations,

The types of activity carried out by these agencies have alsoc varied
considerably. In some instances, they might be described as general
promotional procedures: basic economic studies for the purpose of defining
enterprises that it would be expedient to develop; suggestions as to special
incentives for their encouragement; contacts with the private sector to

J/awaken its
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awaken its interest; assistance in the establislment of the enterprises in
question, etc.é/ In other cases, the bodies concerned operate mainly by
channelling credit resources so as to facilitate the finanecing of the
installation or expansion of such industries. The same ends have often

been served by means of direct contributions of public capital, resulting
in the establishment of enterprises in which beth the State and private
interests participate in varying degrees, lastly, the work of these agencies
has frequently taken the form of setting up State enterprises, some of which
have permanently retained their public character, while cthers have been
transferred to the private sector once they have achieved operational
conditions capable of attracting private investment,

It is not always possible to identifly a given agency with any one
of the specific participation patterns described above, since it often
happens that one and the same agency operates in all these various ways, the
nature of its intervention being determined by the specific requirements of
the undertaking concerned, This circunmstance has given direct State
promotion policy great flexibility, and has enabled it to exert a particularly
marked influence on the intensity and direction of industrial development,

The measure of its real success has of courss been contingent upon
the resources at the disposal of the instrumental agencies, as well as on
the more general definitions of economic policy by which they have been
actuated in each period.

A preliminary impression of the results achieved can be deduced from
the scale and nature of the enterprises owned and run by the State or
developed by the public sector, Table 34 sums up, in relation to eight
Latin American countries, data or their number and on the chief activities
in which they have engaged, together with some indicators of their relative
importaﬁce within industrial activity as a whole or the corresponding
branches of industry.

. s

&/ See the next section for a separate discussion of more specific
activities, such as technical assistance in the field of industry,
training of technical personnel, and so forth,

/The information
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Tl}e information given makes it clear that as a general rule State
effort has been channelled in the direction of basic industrial activities,
calling for relatiVely substantial investment, in absolute terms, and
entailing, in the conditions iorevalen‘t in Latin America, relatively greater
riskse In this sense, the role of State enterprise has not been to compsete
with private capital, but rather to meet the growth requirementé of '
industrial sectors which private enterprise was not in & position to
serve, either becauée of the aggregate amount of resources needed. or
because of the risks involved, .Thus, the iron and steel industry,
particularly duri‘."qu the forties, and subsequently others which to ‘a large
extent implied the opening-up of new fields for Latin America's industrial
production, came into being as public enterprises, benefiting by external
resources that could be drawn ‘upon -through State channels,

In relation to industrial production as a whole, State enterprises
have not attained significant proportions, to judge from the two cases in
vwhich an evaluation of this kind is available, -In Argentina, thedir
contribution to total industrial output has amounted to only 1 per cent,
while the enterprises in the hands of the Federal Goverrment of Brazil
have accounted for a little over 6 per cent of the country's industrial
product, On the other hand, as can be seen in table 34, their importance
has been prepbnderant., or at any rate considerable, in specific sectors
of industry, especielly steel-tmaking and the manufacture of petroleum
derivatives, fertilizers and other chemical pmducts.'y

Qualitatively, as distinet from quantitatively, it must be fecognized
that their contribution has been of a different order, inasmuch as they have
paved the way for the develLopment of new basic industries, The switch-over
from the provision of indirect industrial develp'pénent incentives to direct
promotional activities seems to have cqrzfespondéd to a stage when radical
chaﬁgés in the structure of industrial capacity vere bécoming"impefatively

.2/  In addition to the State enterprises llStEd in table 34, a fair number

- have been set up for the purpose of directly supplying public-sector
agencies, Cases in point are afforded by the manufacture of furniture
for Goverrment offices and of clothing for the Amed Forces; engineering
and railway workshops; etc,

/Table 34
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Table 34

. BIGHY LATIN AMERICAN COUNTRISS: RELATIVE IMPORTANCE AND CHARACTERISTICS OF ENTERPRISES

C4NED BY THE STATE OR DEVELOPED BY THE FUBLIC SECTOR

Relative importence

Several enterprises promoted by
central Government sgencles,
inoluding the Department of
Monopoly Control (Direceién de
Estaneos), and others established

by the municipios

tanufacture of cement
fertilizers and spirlts;
pasteurization of milk

; Approximste number and nature of .

Country ‘ enterprises Prinsipal activities

Argentine _ . . ) .
A considersble number of enterprisas, Steel-making, manufuotur® In the aggregate, 1 per oent
insluding dependencles of the of metal produots and of total industrial produce
Direocién General de Fabrisaciones mashinery, motor vehicles, tion; 60 per ocemnt of produc-
Militares (14), of the Diresoidn potroshemicals tion of steel ingotse; 5 per
Nacional de Fabricaoiones ¢ psont of that of metal produsts
Investigaciones Jeronfutioas, or and maohinery; and 4 per ocent
DINPIA Group (11), and of the of that of motor vehisles
Direceldn Hacional de Industrias
del Estado, or DINIE Group (38).
& large proportion were later.
transferred to the private seotor

Brazil . ‘

' Several impdrtent enterprises in Steal.making, petroleum Foderal Governmment snterprises
the hends of the Pederal Govornment, refining and the munufaceé acoount for 6,9 per cent of
besides those developed by State ture of petrochemioals, the total indusitrial product;
authorities {separats oc¢nsideration motor vehioles, rubber 85 per sent of petreleum
iz glven to most of those in whoee refining; per cent of
establishment BNDE took part) produotion of stsal ingots;

end 1 per cent of that of
motor vehicles

Chile
A sonsidersble mumber of enterprises Steel.making, manufacturse Almost 100 per oent of steel
promoted by the Development of petroleum derivatives, production and manufaoture
Corporatien (CORFO) through various metallurgioal, metal- of petroleum derivatives
types of partiecipation (eontributions, trensforming and fishing {excluding fuel oil) 20 por
loans, loan guarantees); some kept in  industries, production gent of sugar productlon
the handa of the Stata, others of oement, beet sugsr,
transferred to the private seotor, chemionls, textiles and
end yet others in which the latter weod manufactures
has played a predominant part from
the outset

Celombia
Several enterprises developed by Steel-making, petroleunm 100 per sent of steel and
the oontral Government or through refining, manufacture of caugtio sode production
the Institute of Industrisl alkalis, fertilfzers, 60 per cent of petroleum
Development, gome transferred to tyres, spirits, salts refining; and 40 per oent
the private sestor; in additien, of production of fertilizers
meny soall enterprises owned and
run by departmental authorities

Esuador

/Table 34 (oonec.)
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Tabla 34 {cone.)

Country

Approximate number and nature of
anterprises

Prineipal aotivities

Relative importance

Moxloo

Venezuela

Several State enterprises developed
by sgencies other than the Naaional
Financlera, and & large number
promoted by this latiter through
various types of participation,
inocluding assistance in the expansion
or consolidation of existing
enterprises

Several erterprises developed by the
aentral Government and others by
lecal devalopment agenciez, in
addition to the tobaceo and salt
monopolies

Apart from the private ooncerns
which the Venezuelan Development
Corporation {GVF) has helped to
build up, State enterprises inolude
the Siderdrgica del Orincco an
several sugar mills '

Steelwmaking, manufaciure
of petroleum derivatives,
metellurglcal and metale
transforming industries,
production of fertilizers,
cement, sugar

Stoeelemaiking, manufaoture
of fertilizers, tobaoce
prodiots, cement,
petroleum derivatives

Steel-making, sugar
produotion

Taking into mooount State
snterprises only: 45 per sent
of production of steel ingots,
20 par ocent of sugar producs
tion and 100 per cent of that
of petroleum derivatives

CVP sugar mills acoount for
40 per cent of the country's
production

/necessaryy and
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necessary, and were not being carried out more or less spontancously by
private enterprise with the requisite speeds Once a start had been made
on the introduction of these changes, the appropriate conditions for thé
more active participation of private capital were also created, with the
result that in neny instances undertakings already consolidated by the
competent public bodies were handed over to the private sector, and
financial resources were thus recovered that could be used to further
other new lines of development. From this point of view, the role of
public institutions has been "promoticnal! rather than Yentrepreneurdial"
in the true sense of the word, Hence, the operational conditions and
performance of the whole group of State enterprises that have retained
their public character cannot be strictly evaluated, for it must not be
forgotten that although their efficiency is often fouid to be relatively
low, it was precisely those registering higher levels oflproductivity '
that were transferred in many. cases to private interests,

As has been pointed out, the establishment and expansion of publie=~
gector enterprises has constituted one of several forms of direct State
promotion, often closely linked to the activities of a single,agencyﬁ
This mskes it difficult to differentiate clearly between the'vgrious
types of operation undertaken by any given body. In order, therefore,

' ‘to form a brozder picture of the scope and patterns of sudh.promotional
action, a few data illustrative of the modus operandi in selected Latin
American cowntries. may usefully be assembled, '

In Argehtina, the development of the iron and steel industry has
been mainly in the hands of the Direccidn General de Fabricaciones Militares,
an autonomous agency set up in 1941 as a subsidiary of tﬁe'Waf Office, One
of its dependencies is Altos Hornos de Zapla, -which up to 1959 waslthe only
plant in the country producing pig iron, with a maximum annual capacity of
60,000 tons, Also under its control and guidance is the Sociedad Mixta
Siderfrgica Argentina (SOMISA), which was established in 1947 on the basis
of public funds representing S0 per cent of the total capital, ,SOM;SA'S
first blast furnace (whose annual output is currently about 700,006‘tbns
of steel ingots) .was brought into operation in 1960, and a year later its
statutes were amended, an increase in its capital being accompanied by

/the equalization
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the equalization of the shares of the publie and private sectors. The
Direccién Nacional de Fabricaciones e Investigaciones Aeronfuticas (DINFIA)
had its origin in the Fébrica Militar de Aviones established in 1927, and
subsequently undertook the manufacture of military and civil aireraft,

later joining forces with foreign companies to promote the development

of the motor-vehicle industry, Astilleros y Fibricas Navales del Estado
(AFNE) has been uainly concerned with shipbuilding and repairs and the
nanufacture of explosives. The Direccidén Nacional de Industrias del

Estado (DINIE) was formed to act as a controlling and co~ordinating

agency for the Siate-owned industrial establishments transferred to it

by the Executive, a function for whose discharge no specific agency

existed, and which acquired great importance upon the purchase, in 1947,

of a group of so-called Yenemy capitalM enterprises. These concerns,

which had been more or less at a standstill since the war, included chemical,
metallurgical, textile, electrical and other manufactures; from 1957 onwards
they were handed over one after another to the private sector, only the
petrochemical industry remaining in the possession of the States

The first public agency for the granting of industrial credit was
the Banco Industrial de Argentina, established in 1944, The volume of
its operations became so significant after the nationalization of bank
deposits in 1946 that during the period 1947-51 it came to provide 60 per
cent of the total credit resources available to industry. The further
change in the banking system that took place in 1957 substantially reduced
its contribution, which represented only 14 per cent in 1959-63,

Lastly, some more recently established local development agencies
have served to strengthen the promotion machinery; they include the
Corporacifn de Fomento del Rio Colorado, formed in 1960, and the Corporacién
de Fomento del Rio Chubut and the Instituto de Desarrollo del Valle Interior
del Rio Negro (IDEVI), both set up in 1962,

In Brazil, one of the chief promotional instruments has been the
Banco Nacional de Desenvolvimiento Econdmico (BNDE), founded in 1952 to
further the implementation of the Economic Re~equipment Programme, and
empowered to operate through various procedures, ranging from the extension
of conventional types of credit to subscribing for shares, underwriting and

/so forth,
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so forth, Its Initial activities were primarily channelled towards the
development of railways and electric power, but later on inereasing
importance was graduvally attached to manufacturing industry, which absorbed
49 per cent of the Bank!s resources in 1957-63, as compared with only

10 per cent in 1952-56, It has been the principal source of financing
for the steel=-making programme, and has even acquired a controlling share
in some of the major enterprises; at the same time, it has granted and
endorsed loans and has subscribed for shares in metallurgical, metals
transforming, transport equipment, shipbuilding, electrical equipment
and chemical industries, besides discharging other promotional functions
of a more general nature, It has also had something to do with the
installation or expansion of severel State enterprises, although two of
the most important are exceptions, i. Be , Petroleo Brasileiro (PETROBRAS),
which includes refineries and petrochemical complexes, and the Companhia
Siderurgica Nacional, which dates from 1941 and contributes about 45 per
cent of Brazilt's total output of steel ingots,

Furthemore, to facilitate co-ordinated action on the part of the
various Federal hAgencies responsible for the formulation and execution
of special industrial development programmes, the so-called "Executive
Groups" were organized as dependencies of the Industrial Development
Commission of the Ministry of Industry and Commerce, A decree issued
in June 1964 reshuffled the existing groups to form seven: the metal-
transforming group, which absorbed the motor-vehicle, agricultural machinery
and engineering industries; the netallurgical industry; the group
manufacturing textiles, leather products and derivatives, which absorbed
the textile and leather industries that had formerly operated separately;
the chemical industries including those manufacturing rharmaceutical
products and fertilizers; the cinematographic industry; the group
manufacturing electrical and telecommunications eguipment; and the
food processing group.

The industrial promotion machinery also comprises certain agencies
responsible for the development of specific areas, such as the
Superintendéncia do Desenvolvimento do Nordeste (SUDENE) and the regional

/banks operating
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banks operating in Amazonas, the Nordeste, the Extremo Sul and elseuhere,
_An Agricultural and Industrisl Credit Portfolio was specn.f:r.cally established
in the Banco do Brasil to strengthen the credit facilities ava:lable to’

the sectors in question, . :

Direct State promotional activities in Chile Haye been channelled
mainly through the Develomment Corporation (Corporacién de Fomento de la
Produccin « CORFO), Set up in 1939 to stimulate the expansion of the
national economy as a whole, during its first ten years in oper_'atiozi'GORI"O
allocated ono-third of its resources to the development of manufacturing
industry and about 40 per cent to electric power developﬁent; Its main
sources of financing have consisted in State contribﬁtions and external
loans, most of the latteér having been extended by the'ﬁ{porb-lmport Bank
‘(ED{INBANK) and the International Bank for Reconstruction and Development
(IBBD), In addition to its general nmmot:.onal actzv:.t:.es s it is authorized
to make direct contributions, even amounting to the whole of the capital
required, to become a partner or shareholder in enterprises alrea@' existing
or in process of formation, end to grant and endorse loans, It has been
concerned in the development of basic national industries, such as steele
making ~ the Compafifa de Acero del Pacifico (CAP), established in 1947 and
subsequently handed over to private enterprise —~, petroleum productsy and
beet sugar, Similarly, it has made contributions » has granted or encorsed
loans, and has @'.vén dirceect help through preliminz-y studies and organiza-
tional assistance, in cormexion with the establiciiasnt or expansion of a
wide range of activities, including the metallurgical, netal~transforming
and i‘lshing industries, and the manufacture of wosd proda ts, textiles,
chemicals and pharmaceutical products, cemsnt and asbestos cement, ebca

The Institute of Incdustrial Develomment (Instituto de Fomento
Industrial)} has been the principal agency responsible for the direct
promotion of industry in'Colombia, Established in 1940, entirely on the
basis of government funds, it was entrusted with the task of promoting
the installation and expansion eof basic industries, and primary transforming
industries using domesticslly—produced raw materials, that private capital.
or enterprise could not have developed satisfactorily on their own account.

/Since then
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Since. then it has acted as the promoter of about twenty important industrial
concerns, through such procedures as subscribing for shares, granting
credit and endorsing loans, Its activities were most effect.iva during ,
the period 1940-50, when it launched basic enterprises in such fields as
steel-making, soda, tyres and 50 on, which, with significant exceptions
such as the soda plant, were subsequently transferred for the most part
tc the private sector, In 1963, amendments to the statutes of the | '
Institute authorized it to carry out the operations tjpically undertaken
by finaneing corporations and augmented its capital, although the additional
State contributions did not immediately materialize, B
Promotion through publie credit has been supplemented by other
activities, including those of the Caja de Crédito Agrario, Tndustrial y
Minero, and, in 1963, by the.establishment of a Private Investment Fund .
in the Banco de la Repfiblica, The interest felt in ma.k::.ng access to credit
easier for small- and mediumescalé industries has led to the constitution
of a special fund for that purpose in the Banco Popular, S
In Mexioo, direct promotional activities are particularly important
in view of the substantisl share of public investment in total investment
(47 per cent in 1961-63) and the considerable proportion of the former '
which is chanielled into the manufacturing sector (38 per cent in the
same period, including electric power investment), The leading promotion
agency has been the Nationsl Financiera S.A., founded in 1934, The
Fettoral Governmerit's initial contribution té its funds was afterwards
reinforced frow other sources: for example, in 194). share certificates
were issued which enabled it to channel substantial volumes of savings;
since 1942 it has been able to obtain external lda.ns, which have allowed
it to conduct its credit operations with greater flexibility and on easier
termms as regards repayment®deadlines; the ownership of stock has represerited
yet another in flow of resources; and, lastly, in 1964 it sold part of its’
equity on the open market, thils beconing a semi-public ‘eorporation. L:.k;e
other promotional agencies, it is authorized to grant credit, subseribe
for shares and bonds, provide technical assistance and carry out over—all
studies to guide investors, Although investment in infrast.ructure

/= electric power,
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- electrie power, transport, irrigation = accounted for about two-thirds
of the resources channelled through the Nacional Financiera up to
March 1964, its direet contribution to menufacturing industry has been
of great significance, As a shareholder alone, it participates in more
than 60 industrial enterprises - to which its contribution exceeds
1,000 million pesos =, in addition to a long list of others in whose
installation or expansion it co~operated through the various procedures
indicated, Only part of this list represents the development of State
enterprises proper (particularly in the fields of steel-making, metallurgy,
and the metal-transforming and fertilizer industries, etc,), while there
are others in which Nagional Financiera has not been concemned (petroleum
and petroleum products, food, cement and other branches of industry).

Besides the Nacional Finapeciera, the Baneo de México has also played
an important role as a promoter, mainly through industrial loans, The
same end has been served by other gredit agencies geared to the satisfac-—
tion of more specific¢ requirements, as in the case of credit for small=
and medium-scale industry (Banco Nacional de Fomento Cooperative) or for
the industrial processing of agricultural commodities (Banco Nacional de
Cr8dite Egidal and Financiera Nacional Azucarera),.

In Peru's case, the Banco Industriel, which was established in
1936 but had litile operational capacity during its first twenty years
of financing plays a considerable part in promotional activities,
Although it was founded as a semi~public company, no contributions of
private capital were made to begin with, so that its funds were severely
limited until new legislation gave it access to other sources; in 1959
it was authorized to issue bonds, and later it enjoyed the co~operation
of the Inter-American Development Bank (IDB) and other financing
institutions. A series of amendments to its statutes also broadened
its terms of reference, with a view to empowering it to adopt promotionél
procedures other than those strictly relating to credite For example,
in 1961 it obtained authorization to participate in the formation or
expansion of private enterprises by subseribing for shares to an amount
not exceeding 50 per cent of theix eapital, so long as not more than

/35 per cent
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35 per cent of resources was allocated to direet investment; and in 1963
it absorbed the National Institute of Industrial Promotion (Instituto
Nacional de Promoeidn.Industrial), which carries out research and technical
assistance activities,

Since the Banco Industrial is primarily concerned with the provision
of credit, the promotion of State enterprises proper ~ apart from the
Empresa Petrolera Estatal, the Corporacién Nacional de Fertilizantes
and the tobacco and salt monopplies - has been undertaken by other
bodies, In 1956, for instance, the Corporacién Peruana del Santa
established the Sociedad Siderfirgica de Chimbote S.A., which by now
satisfies about 35 per cent of the country's requirements in respect
of rolled steel producte; the Department of Industry and Electric Power
of the Ministry of Development, with the cow-operation of the Reconstrue-
tion and Development Corporation of Cuzco (Corporacién de Reconstruceién
y Fomento del Cuzco), gave assistance in the installation of a plant for
the manufacture of synthetic nitrogenous fertilizers; and Arequipatls
Rehabilitation and Development Board (Junta de Rehabilitacién y Desarrollo
de Arequipa) has been promoting the establishment of a new cement factory,

Lastly, in Venezuela several of the most significant of the industrial
enterprises reccently launched are also linked to the promeotional work of
public agencies, The Venezuelan Corporation for Guiana (Corporacifn
Venezolana de Guayana), set up in 1960, is responsible for the development
of a large industrial complex of which the most important gomponents are
the iron and steel and the aluminium industries, with others allied to
or deriving from these; while it is a function of the Venezuelan Institute
of Petrochemistry (Instituto Venezolano de Petroqufmica) to foster the
industries manufacturing fertilizers, -other petroleum products and sodium
chloride, L

In the field of more general promotion activities, the most out~
standing contribution is that of the Venezuelan Development Corporation
(Corporacidn Venezolana de Fomento — CVF), which was set up in 1946 to
encourage economic development as a whole, It is empowered, Inter alia,
to carry out direct promotional. operations through the organization,
development and administration of productive activities on its own account;

/to underrite
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to mderwrité and purchase shares in private wndertakings that are entering
or expanding production, and to issue stock certificates. As regards
direct px-omot:.on, however, its activu..tles have been chiefly confined to
the establishment and consolidation of sugar mills, the major emphasis -
having been laid on its credit operatlons, which, moreover, have begn
inereasingly chanfielled towards manufacturing industry, In 1948-58,
this latter seotor benefited by onlv 26 per cent of the CVF credits
granted, while in 1959~63 its share rose. to 86 per cent, In 1962, the
credits extended by CVF totalled about 74 million bolivars, whereas
only a little over 2 million were allocated to the purchase of stock,
Credit operations ih favour of indugtry proper have covered the various
branches of manufactui'ing productidn, but in recent years have been -
mainly concentrated in the i‘o]l.qwlng industries: chemicals (27 per cent);
food and beverages‘(zﬁ per cen't)' and textiles (10 per cent). |
Tt is worth wh:n.le dram.ng attention to the new credit procedure
initiated by CVF in 1962, with the primary aim of backing small and medium—
scale mdust“iallsts. Under the so-called "plan for the hire of. fixed |
assets with ont:non to purchase" the Corporation, after evaluating and
approving the pro;ject concerned, finances the i‘:i.xed assets, and the
" private entrepreneur contributes only the working capital and his own
entrepreneunal ca.pacitv, pa.,]lng a monthly sun for the hire of the fixed
capital, 'These 1nsta3.m~f:is are regarded as amorhization peyments, after -
deduction of :Ln't.erest, co that on the expugr of the hire-purchase period,
which is usuallsr 96 months,‘ the entrepreneur can buy the equipment by
paying a sme.ll residual sum, In a llttle over two years, about 60 credits
of this type, representmb over 33 mz.llion bolivars, have been approved,
Since 1958, CVF has also been provid:.ng technical assistance %o
private mdustr'y, “in connexion with problans relating to production,.
organlzatlon, i‘inancmg and other economic questions, technical . super—
vision and so forth, as well as through market reports and studies,
engineering studies, mspec‘tlon and purchase of machinery, etc,
Simlarly, it has stimulated and partlcipated in the establishment of .-
regional devalopment banks, pr:wate financing associations and enterprises

/for the
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for the development of industrial areas = these last in conjunction with
certain municipios -~ and has helped to finance exportse

Besides CVF, the Banco Industrial too has played a part. Uounded
in 1937, it operated to most effect in 1947=56, during which peried its
armual eredits averaged 46,1 million bolivars, as against CVF's 13.4 million,
Subsequently, the latter agency became the executing instrument of develop-
ment policy, and increased its annugl operations to 76,5 million bolivars
in 1958-62, while those of the Banco Industrial were reduced to a yearly
average of 13,8 million, In 1962, the Corporation wnderwrote an expansion
of the Bank's capital which gave it control over 98 per cent of the total
capital. Since then, the Bank has operated under the guidance of CVF, and
has confined itself, de faeto, to granting credits for working capital,
through promissory notes, discounts and letters of credit, for periods
‘ranging from 90 days to 2 years,

Lastly, to serve more specific ends, the National Commission for
the Financing of Small~ and MediumScale Industry (Comisitn Nacional. de
Financiamiento a la Pequefia y Mediana Industria) was established in 1959
as a dependency of the Ministry of development, During its iirst three
years in operation, this agency granted about 2,000 loans to siallw-scale
industry, amounting in all to about 30 million bolivars, and in 1961 extended
its field of a.ctii}ity to include industries on a medium scale,

Feom this general background informmation on the public agencies for
industrial promotion in selected Latin American countrie.s, and on their
aims, sources of funds and patterns of operation, it can be inferred that
the reglon now possesses a considerable stock of widely-varying experience,
vhose careful evaluation could be of great use as a means to perfecting
future efforts, Susch an evaluation would probably lead to conclusions
beyond the scope of the present study, although one of them may be indicated
mainly for illustrative purposes, It would seem that instruments of direct
premotion -~ wnderstood in the broad sense of the term, as including State
enterprises, participation of. government agencies in the organization and
expansion of private concerns, the allocation of public funds to the
purchase of shares in these latter, the provision of State credit for
industry, and the channelling of more substantial resources into the

/manufacturing sector
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manufacturing sector - have had a stronger influence on thé intensity

and pattéms of industrial growth than the instyuments of indirect action

to which reference was made in earlier sections, with the exception of

pm‘Eeéfibﬁist measures, The develorment of many of the so-called tdynamich

mdus‘bries, in particular, is linked to the direct pxomotn.onal activities

of the State, Steel-making, certain branches of the basic chemical

industries, the metal~transforming and motor-vehicle :.ndustrles, and

others of equsl importance, have often come into being as State enterprises

(in some instances remaining as such, and in others passing into the hands

of the 'pri.xrate sector), or as a result of promotional activities on the

part of publis agencies whose scope extends far beydnd the mere use of

indirect incentives to create a favourable climate for industrial investment.
- The importance of these methods of promotion may differ considerably‘

from one country to aﬁother, not‘only on account of cérta.in general

characteristics of the economies concerned, but also in accordance with

the stage of industrial development they have reached, It seems to have

been the phases characterized by the introduction of new enternrlses with

far-reaching implications in respect of capital requ:l.rements or assimilam

tion of technology that have made thé most intensive demands on State :

promotional activities, as a means of facilitating changes in the structure

of industry or the fuller and more éi‘ficient 'utilization of natural resources

whose mdustrlal proccssing may call for' heavier additi. -ar!al Investuent in |

infrastructure than private capital can afford,

T4 should be noted in passing that alongside inter~countiy dli‘ferences,
changes in the degree of intens:.ty of State promotion in specific perlods
can slsc be deduced, in those countiiés where the machinery cencerned hagi
alrea.dy e.cqu:.red a measure of effectiveness by the early forties, In son{é ”
~ especially Brazil and Mexico.— dlrect State promotion seems to have been '
steadily ga.mmg in importance, In others - among which Argentina and
Chile =bould proba.bly be included = efforts in this direction seem to have
slaockaned, a.f‘ber a burst of a.otlvity wh:.ch was reflected in highly '
significant mdustrlal ProOgress,

/(d) Technical
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(d) Technica ‘assistance to ‘indust ard other instruments designed to
facilitste the assimilation of technology _ '
'The foregoing review of general industrial development measures and

direct State promotiocnal activities suggests tbét.a very substantial
proppftidn of the efforts made has been directéd towards encouragingithg
installation of new manufacturing activities. This hae been a basic |
objectivef‘but it would'be a mistake to overﬂook the imporﬁance of éoncurfent
action whose prlmary aim has been to secure the neceasary 1mprovement in the
productivity and efflclency of existing enterprises. '

. lierce the need tc supplement the observations formilated above with.
solte ref ererce to this other the of reSponslblllty assumed by the competent
public bodies, 1nclud1ng, in particular, technical assistance to private "
enterorise, tralnlng of skilled personnel, technologlcal research and similar
acbtiv ;uﬁes. ' o

The story of the technical assistance glven by development agencies
to private 1ndustny varies greatly from one country to another, B

In the case of Chile's DeveIOpmgntiCorporatlon, for example, direct
technical assistance had become fairly important by the énd of the forties,
when it$ field-of application ranged from the formulation of projects to:
the rinancial and technical reorganization of enterprises; but it subsequentky
declined, and soma of the technlcal experts left the official agency to
become dlrectors in the establishments they had helped to consolidate, The
much more recently created Venezuelan corporatlons prepare projects for
transm1331on to prlvate enterprzse, and give advisory asslstance, on a small
scale as yet, in matters relating to menagement, finanecing, organlzation,
inventories o?*équipment, etc,  The Bragzilian Association for the Develop-
ment of Basic Industries (Associacao. Braéileira‘para o Desenvolvimento da
Indistria de Base - 'ABDIB) co—ordinates 1ndustr1al act1v1t1es under 301nt
equlpment ‘and installation. programmes. The Colomblan Institute of Techno-.
logical RBsearvh (Instituto de Investlgaclones Tbcnolégicas), established
in.1955, prepares specific projects for various types of industry by contraet
with the interested parties, and, .in addltion, provides technical assistance
to small - and medium-scale industry. in respect of‘organizational problems,

/Furthermore, in
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Furthermore, in several of the Latin American countries credit
institutions give advice on accounting and legal matters to entrepreneurs
requesting their co-operation,

Mention must alsoc be made of a special form of technical assistance -
first made available less than ten years ago - provided by certain
productivity centres through courses for executive persomnel and in other
ways. Mexico has an Industrial Productivity Centre (Centro Industrial de
Productividad), established in 1955, whose objectives are the organization
of courses for supervisors, managers and senior administrative personnel,
and the diffusion of the idea of productivity. The National Centre for
Action to Increase Productivity (Centro Nacional de Accién para el
Incremento de la Productividad), set up in Peru in 1960, also carries out
technical assistance activities through its Advisory and Consultative
Services (Departamento de Asesorfa y Consultas), The Venezuelan Institute
of Productivity {Instituto Venezolano de Productividad) and the Colombian
Institute of Management (Instituto Colombiano de Administracién), both
established very lately, are private foundations, under the sponsorship
of the Agency for International Development (AID), which offer technical
asslstance to executive personnel, although on a small scale,

Yet another form of co-operation consists in the guidance given by
State agencies concerned with economic and technical research, It ranges
from the outlining of a national development programme - in the case of the
planning offices in certain countries -~ to the recommendation of specific
articles whose manufacture it would be expedient to undertake.

In this latter connexion, the Central American Research Institute for
Industry (Instituto Centroamericano de Investigacién y Teenclogia Industrial,
ICAITI) has embarked upon the study of various branches of industry. In
Peru, the National Institute of Industrial Promotion (Instituto Nacional
de Promocién Industrial) has likewise carried out studies of industrial
activities, accompanying them with recommendations as to the general lines
that should be followed. The Industrial Research Department (Departamento
de Investigaciones Industriales) of the Banco de México has conducted
systematic research on the various branches of industry, and the Ministry
of Industry and Trade (Secretarfa de Industria y Comercio) and that of

/Finance and
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Finance and Public Credit (Secretarfa de Hacienda y Crédito Publico)
undertake surveys designed to furnish interested parties with the
preliminary background data required for the prometion of industrial
activities in Mexico., The Mexican Government has issued lists of articles
whose manufacture is ecohomically feasible and necessary for the purposes
of industrial integration.

No less urgently needed than the technical assistance activities of
public bodies is their co-operation in the task of training personﬁel.

The available supply of skilled labour has tended to lag behind the real
requirements of industrial development, largely on account of the general
bent of the region's educational systems., Admittedly, however, the number
of new tschnical schools has risen considerably in absolute terms. The
technical schools run by the Federal Government and the National Industry
Services (Servico Nacional de Industria) in Brazil, the technical schools
and institutes of technology dependent upon the Ministry of Education
(Seeretaria de Educacidn Publica) in Mexico, and the national and provineial
industrial schools in Argentina have all increased in number., But in none
of these countries have they sufficed to produce a large enough supply of
workers trained in up-to-date production techniques, with the result that
other soluﬁions have been put forward in recent years,

One of these expedients has consisted in the establishment of training
centres for workers already in employment, who are given short and practical
intensive courses. This has been the sort of aetion initially taken by the
National Industrial Apprenticeship Service (Servico Nacional de Aprendizagem
Industrial - SENAT) in Brazil, by the National Industrial Apprenticeship
and Employment Service (Servieio Nacional de Aprendizaje y Trabajo Industrial)
set up in Peru in 1961, and by Colombia's National Apprenticeship Service
(Servicio Nacional de Aprendizaje), established a little earlier. All these
institutions display very similar characteristies. Chile has been experi-
menting for some years in the creation of centres for intensive manpower
training, and new labour training centres were established in Mexico in
. 1963, A1l these agencies train workers for a number of sectors, with
special emphasis on agriculture, industry and trade,

/The system
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The system of'ih-Service training, supplemented by special courses,
has also been tried out. Typical institutions of this‘kind are the eight
industrial centres recently set up by the Venezuelan National Instltute
of Educational Co-operation (Instltuto Nacional de Cooperacidn Educativa
de Venezuela), and, at the level of intermediate personnel, the Institute
of  Technology (Instituto de Tecnologla) of the Universidad Nacional de
Ingenieria in Peru. .

Lastly, the State enterprises themselves, and some of the leading
private firms, have helped to build up the supply of technicians,
especially in specific branches of indﬁstry, by training their own wbrkers.
~“Cases in point are afforded by PETROBRAS, in Brazil; and by DINFIA,
in Argentina, When DINFIA launched Argentina's aireraft and motor-vehicle
industries, it trained staff for the original enterprise and then for the
new ones that were gradually installed. , ‘

With a view to systematizing these efforts on a broader basis, some
countries have begun studies on human resources at the national level,
as a groundwork for future programmes relatlng‘to the tralnlng of technical
and scientific personnel. .

The shortage of activities of théltype under . discussion is probably
most marked in the field of tephnolbéical research. Tradition has assigned
research work mainly to the universities, and its functions have been
primarily scientific and geared to the training of professional workers.

To meet the need for studies of problems relating to specific manufactured
-products or branches of industry, ad hog institutes have been set up, such
as the Institute of Technology (Instituto de Tecnologfa) and the Research
Institute (Instituto de Pesquisas) in Brasil, the Textiles Institute
(Instituﬁo Textil) ~ & dependency of the Universidad Nacional de Ingenieria =
in Peru, and the Materials Research and Testing Institute (Instituto de
Investigeciones y Ensayos de Haﬁeriales)'of'the.Universidaqldg Chile.

‘Only in the last few yegfs have specialized institutions been
estapiished‘in somme of the Latin American countries. Among these, the
Mexican Institute of Technological Research (Instituto Mexicano de Investi-
gaclones Técnologlcas), set up in 1950, carries out studies and experiments
in reSpect of domestlcallyhprcduced raw materials and the possibllities

/for their
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for their use, as well as on the techniques best suited to the country's
characteristics, Although the Institute is now a private corporation,
it was originally a dependency of the Industrial Research Department

of the Banco de México.

The Central American Research Institute for Industry (ICAITI),
established in 1955 under the Integration Programme, is concerned,
inter alia, with research on natural resources, the study of Central
American industry with a view to the improvement of production methods,
the adaptation of technigues, and the provision of technical serviges.
Although it has been able to cover these ambitious objectives only in part,
it has carried out studies on specific branches of industry, including the
manufacture of pharmaceutical products, building materials and leather
goods,

In Argentina, the National Institute of Industrial Technology
{Tnstituto Nacional de Tecnologla Industrial), established in 1960, is
responsible for research on industrial processes, studies on standardization,
testing of materials for strength, and quality control studies, At the
present time, it has over 20 centres in operation, with & coverage ranging
from welding and die-stamping to applied mathematics, management techniques
and industrial bacteriology.

It is also comparatively recently, in most of the Latin American
countries, that the standardization of industrial products and processes
has become a matter of interest., One of the first agencies to be created
with this end in view was the National Institute of Technological Research
and Standardization, established in Chile in or arcund 1950, and dealing
not only with industry but with all technical activities. The Brazilian
Techriical Standards Association (Associacao Brasileira de Normas Técnicas)
lays down specifications for the standardization of equipment and processes
of importance to industry. In Venezuela, the Venezuelan Commission on
Industrial Standards (Comisién Venegolana de Normas Industriales), attached
t: the Ministry of Development, was instituted in 1958 to study and formulate

/industrial standards
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industrial standards and supervise their application. A similar
responsibility is carried by -the National Institute of Industrdal |
Standards and Certification (Instituto<Nacional;de Normas Técnicas
Industriales y Certificacién), established in Peru under the 1959
Industrial Promotion Act (ley de Promocién Industr ial)..

All these.are, in short, fields of actlvlty in which 31gn¢f1cant
efforts are being made, whose Scope is not easy to evaluate. correctly,

An indirect pointer to their 1nadequacy is the extent to which latin
American enterprises are 1ncre351ng1y resorting to other ways and means
of facilitating their technical progress, particularly through agreements
or arrangements with foreign firms, | ’

For example, in recent years‘the use of foreign licences or patents
has become a.good ‘deal commoner, as & means of obtéining readier access
to more efficient techniques and the latest scientific discoveries resulting
from research whose costs wouid be too high for industries in most Latin
American countries to afford. ‘

The moves made in this directlon have been distinctly -successful
from the strictly technical standp01nt, since old—establlshed firms have
been enabled to modernigze’ thelr procedures and new enterprises to enter
production with a high level of efficlency, apart from the fact that the
prestige of the trade names they represent gives them easier access
to markets, ‘

These advantages, however, bring dé:tain dréwb@cks in their train.
In the first place, ‘thé ¢ost of royalties seems Quite high, as it varies
between 3 and 5 per cent of gross sales values, or even more in the special’
case of the pharmaceutical industry, and these proportions in turn may
represent from 6 to 10 per cent of the fixed'capital of the enterprise,
which is unquestionaﬁly a heavy burden, in 1955 as much as 32,2 per cent’
of the remittances of United States maﬁﬁf#cturingAcompanies operating’ '
in Latin America corresponded tb“réyaltieg,.énd‘that;between 1961 and 1963
the reyalties received by industrial consorfia in the United States from

/their Latin
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their latin American subsidiaries averaged 46 millions dollars yearly.8/
In addition, there are the royalties paid to European firms, on the
amount of which no precise information is to hand,

Secondly, contracts of this kind are usually tied to commitments
not only to purchase special parts from the firm granting the licence,
but also to finance the expenditure entailed by the periodic visits of
inspection of the technical experts who supervise production. In some
instances, the licensor enterprise also imposes other conditions; for
example, exports to third countries are prohibited, or may be effected
only through its own representatives abroad. In other agreements,
stipulations are made as to types of advertising, distribution systems,
ete., and production under trade names other than that to which the
contract relates is almost always forbidden. All these restrictions
may, among their other consequences, hamper the expansion of intra-
regional trade and militate against Latin Americals chances of exporting
its manufactures to other parts of the world.

8¢ United Gtates Departmento de Commerce, Survey of Concurrent Business,
August 19640
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2. Ehe ilnggplgg of 1ndlst“1a1 develonmegt

A number of the measures and 1nstruments of 1ndustr1al pollcy descrlbed
are mainly concerned with the financing of the sector's development, Such
is the case with the generai.credit, regulations, the.organization,and
control of the transactions undertaken by institutions in the capital
market, a number §f.tax pfoﬁisions - covering depreciation, reserves and
reinvestment of profits - and the activities of State agencies responsible
for industriél qévelopment. Consequently the efficacy of these measures
and instyumehts can only be gauged by analysing the characteristics of
industrial financing and fhe importance of the contribution made by each
of the principal sources of funds. . |
In its broader sense, the problem must be tackled as part of a more
general evaluation of ¢conomic development financing, in which the level
and origin of aggregate investment resources are taken into account amd
the share of manufacturing industry can be weighed against those of the other
sectors of the econcmy, But a study of this kind does not.come within
the province of the present section, whose main purpose is to examine
the internal structure of industrial financing, and will only touch very
briefly on the basic but more general questions of whether its volunme
has been consonant with industrialization req%irementé\@nd whether resources
have been satisfactorily distributed among the different economic sectors,
It is of particular interest here to examine the results of what
may be regarded as two kinds of industrial policy measures connected
with financing: the first designed to strengthen the sources of the
external funds used by enterprises - chiefly the stock market and credit
policy - and the second to encourage the mobilization of potential
donestic recources in the form of depreciation reserves and profit
reinvestment, A useful starting-point for this examination would be the
studies that have been undertakep'on the sources and uses of funds in
respect of certain industrial enterprises surveyed in various Latin American
countiries, although allowance would have to be made in a comﬁarative
analysis for the differences in the sample methodologies and period of coverage
It should also be borme in mind that the samples mainly deal with privately-

owned natiorial concerns with the legal status of a corporation, Moreover, .

/they cover
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they cover only those forms that were already established by the time the
surveys were launched, and thus reveal the financial characteristics

of industrial expansion rather than of the introduction of new manufacturing
lines,

Table 35 presents some of the more significant findings of these
studies, adjusted to make them more comparable,ég/and adds similar data for
France and the United States which help.to highlight the nature of the
problem in the Latin American countries,

It is apparent from a comparison of the figures that in Latin American
industry domestic sources usually accounted for a smaller proportion of .
the total funds used during the periods in question than in France and
the United States, Moreover, the proportions supplied by undistributed
and depreciation reserves vary widely from one country and period to another,
as illustrated by the two countries on which studies for different years
are available,

In the United States depreciation reserves constituted an unvaring
proportion of the total funds in 1945~56 and 196U, whereas in Labin fmerica
they ranged widely from less than 7 per cent in Brazil and 10 per cent
in Chile to over 30 per cent in Colombia (1953~58) and Beuador, and in
Argentina expanded from 12 to 26 per cent between the two periods under
consideration. The contribution of undistributed profits is equally
irregular, but tends to move in the opposite sense, Up to a point, this
connexion between the two kinds of domestic funds is traceable to the
lack of a clear-cut depreciation policy. In fact, depreciation reserves

9/ These limitations will be remedied to some extent by duscussing
State-owned and foreign enterprises separately and by distinguishing
as far as possible between the different strata of a corporation on
the assumption that modes of financing suitable to the lower category
could be adapted to the requirements of industrial firms with another
form of legal status,

10/ One of the problems that cropped up was whether rescurces that are
generally officially classified as capital contributions can be described
as internal or external sources when they consist of profits distributed
in the form of bonus stock and are thus essentially funds retained for
reinvestment, In table 35, the original figures for Brazil, Colombia,
Bevador and Venezuela have been adjusted to allow for this factor,’
in accordance with the criteria set forth in the statistical annex,

/Table 35
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Table 35

oummosxwzou OF FUNDS FOR FINANCING INBUSTRIAL DEVELOPMENT W SELECTED LaTIN AMERICAN
(ON THE.BASIS OF.ENTERPRISE SAMPLES) AND GYHER COUNTRIES: ) '

' { Paroaniﬂs )

Domeatis funds o - - Bxtarnal funds
Total . . papoiri- DePTeolatiol qopel  Capital . Other
Argentina {1960-51) Lo.0 14.0:" © 2640 60.0 " 9.0 '5i.o
© o, (1952-55). 60,0 . 47,80 . 2.2 ho.o . A 3046
Brazil ° (1959-637 43,2 % 68 56,8 8.2 148.6
thile (19&?-61) ' 52.3 42,3 10.0 | 477 4.5_. - ls.2
_+Colombia (1956-62). k9.9 39.2. 10.7 © 5040 T 121 . 379
(1953-58) 60,7 23.3 3743 39.3 37 2546
Ecuador (1953-57) 5645 22,7 33.8 43.5 12,6 3049
Uruguey " (1960) 42.0 oo . 58,0 16,0 42,0
Venezuela (1961) . _ 5045 7 21.3 29.'2 . 49,5 10,6 389
Untted States  (1960) - : 64,0 34.0- 30.0 36,0 2.0 . 340
(1945-56) | 58,3 28.1 30,2 41,7 18,1 23,6
Praneo {1955) S 633 ore aue 36:7 12.1 25,6

' /that -are
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that are too small to meet real replacement requirements, generally
because of the underestimation of net worth, are supplemented by resources
that are officially listed as undistributed profits but actually constitute
a depreciation fund, If the proportion recorded for depreciation reserves
in the United States is taken as the norm, the undistributed prcfits that
are not merely a supplement for inadequate depreciation reserves would
supply from 10 to a little over 20 per cent of the total available funds

in the Latin American countries as against about 30 per cent in the

United States,

In the circumstances, the part played by external funds is naturally
larger than it would be in an industrialized economy. The compcsition of
such funds is also very varied, comprising both new capital contributions
and other sources in the form of short and long-term loans, suppliers!
credits and special funds, In assessing their respective signilicance,
it rrist b2 remembered that the figures refer to the percentage compositdon
of the total sources of funds and throw no light on their absolute volume
or thelir relation to other variables such as the industrial preduct,
which could be used as a yardstick, Accordingly the fact that certain
external sources account for a larger share of the total does not
necessarily mean that their machinery is particularly effective, but
simply thet domestic funds are more inadequate than usual,

This applies to some extent to capital contributions, which form a
substantial if highly variable proportion of the total amount of funds
available, In spite of this some of the typical machinery for drawing
upon these resources is still rather rudimentary in Latin America and
has even deteriorated in a number of countries as the following analysis
indicatsas,

The information available on the structure of the other external
sources is nolt detailed enough, In the United States, long-term loans
accounted for 14 per cent of total funds in 1960, short-~term loans and
suppliers! credits for a further 14 per cent and special funds for 7 per
cent,

/The latter
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The latter are a particularly important source of funds in some
Iatin American countrleg, amount,ing to as much as 11 per cent of the
total in Argentina (1960—61) and 20 per cent in Ch11e, the only countries
in which enterprlseg enter this source of funds as a separate item in
their books,’ Sugh:respurces are, however, very uncertain, since they -
consist of funds éarmarked for taxes and social security contributions
which, pendlng payment are used by the firms for other purposes, This
practice is pa: tlcularly common in times of inflation, since it enables-
part of the’ burden to be shifted on to’ the tax and social insurance systems,

Loans and suppllers' credits received by Argentina and Chile
respechively togeuher constitute 40 and 23,2 per cent of the total in
comparison w1th 27 per cent in the United States and 25 per cent in France,
However, the data for Argentina indicate that 30 per cent of the total,
ic€uy thfbéQQ£arteb; of the funds deriving from this type of source,
consisted of:ﬂuﬁpliers' credits, short and long-term loans being only
10 per cent, This pr0portlon is much smallér than in the highly industrialized
ecenionies of France and the United States, Long-term loans are not classified
individeally except in Chlle and Venezuela, where they account for 1.9 and
23.1 per cent each of the total: amount of funds, and thus compare with
France and the United States in two entirely different ways: one adverse
and the other favourablc.;l/ _

These data'may give the impression that bank loans and supplicrs!
credits are, in general, relatively effective sources for financing
industrial enterprises in Latin America, But the same reservations apply
to thess as to éapiﬁal dcntributions, for reasons which will be szt forth
in sors detail léter, Moreover, type of resource should be set against
the demands for sales eredits with which Latin Amerdcan industry is
besieged, so as to determine the net balance available for financing the
growth of industrial activities from these two S0Urces,

1%/ The cor:zesponding preportion in France was 10,3:per_cent in 1955 and
in the United States 3.8 per cent in 1945=56 and 14 per cent in 1960,

/A comparison
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A comparison on these lines will show that conditions for industrial
financing are extremely unfavoursble (see table 36), While United States
industry grants credits equal to half its receipts from suppliers and
banking agencies, the proportion is far higher for Latin American industry,
and in two cases a net deficit wés recorded which had to be supplied from
other assets,

‘It should be pointed out once more that the observations made so
far concern industrial corporations as a whole on which information has
been obtained through the samples of enterprises, There are, however,
some significant differences to be noted, -

Corporations represent & relatively small proportion of the actual
number of industrial enterprises, although their share of the sector's
cepital, output and employment is a good deal higher, For instance, in
1959, 6nly 6,8 per cent of all industrial firms in Brazil were corporations,
but they accounted for 68,5 per cent of total production, In Colombia the’
preportions in terms of number of establishments and industriel value added
were a little over 4 per cent and 53 per cent, In Venezuela 6,5 per cent
of the industrial firms in 1963 were corporations and held slightly over
60 per cent of all industrza].capltal. and in Chile, 8 per cent employed
L5,9 per cent of the industrial labour force in 1957,

Despite the dearth of first-hand information, it might be interesting
to review the sources from which the smaller corporations obtain their
funds since the results would be fairly representative of other foms of
industrial organization as well (parinerships, limited liability companies,
etc.). However, for the reasons given earlier, this is not feasible except
in the case of Chile, where the enterprises included in the sample were
classified by size,

The pertinent figures show that small enterprises have a much smaller
volume of domestic sources (39 per cent) to draw on than the big enterprises
(5445 per cent), mainly because of the limited rature of the depreciation
reserves which are as little as 5.7 per cent of the total (see table 37).

/Table 36
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Table 36

ESTIMATED NET CBEDITS USED FOR FINANCING INDUSTRIAL DEVELOPMENT IN SELECTED LATIN AMERICAN
COUNTRIES Q/kON THE BASIS OF ENTERPRISE SAMPLES) AND IN THE UNITED STATES

(Peroentage of total funds available}

funda b/ Use o/ resourass

Apgentins {1960.-61) 40,0 2947 10,3

{1952-55) 1 25.1 30.4 =543
Brazil {1959.62) 48.6 4/ 43.8 4.8
Chile {1949-61) 29.2 28.1 9
Colombia (1558-62) _ 379 &/ 24,9 130
Venezuela {1961) _ 38.9 g/ 19.1 19.8
United States (1960) 28.0 14,0 14,0

y Fower sountries are covered than in table 35 because of deficilencies in the eslassification of
the use of funds.

b/ short and long-term loans end suppliers® oredits received by industry.

o/ Seles credits extended by industry.

d/ Including other funds,

/Table 37
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Table 37

CHILE: SOUACES AND USES OF PUNDS BY SIZE OF ENTERPRISE, 1949-61

(Parcentages)
Iarge-sosle Mediume=soale Small
induatsy industry industry
Sources
Domegtis 5h.5 LE.5 19,0
Undistributed profits 43,7 38,6 1349
Depreciation reserves 10.8 749 5.7
External ' 45,5 53:5 61,0
Crpital 3.9 - 5¢5 18.7
Long~term leans 1.5 ' 3.4 1.5
Short«tarm loans 18.6 34,2 41,9
Other 23.5 10.4 69
Uses

Pixed ezpital 25,6 20,1 21.5
Working cepital 7L.1 7842 77.4
Inventories 41,1 33.8 38,7
Credits 24,8 38.3 34,8
Cash and bank deposita 3.1 4.6 3.4
Sescurities 2,1 1.5 -0s%
Gther asgeta 3.3 1.7 1.1

Source: El financiamiento de la industrie en Chile, INSORA, University of Chile, 1962,
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A fair proportion of external funds amounting to 10.7 per cent is made
up of capital contributions, Other sources are of minor importance,
accounting for only 6.9 perhcent. Bank and suppliers® credits, on the
other hand, play a notable part, especially short-term loans (41,9 per cent)
although their net effect is. largely invalidated by the high proportion of
credits granted by industry itself., =~

If the f¢nanp1ng characterlstlcs“of small corporétions”are looked at
in the aggregate, it may be concluded, in Chile's case at least, that
partnerships and family-type concerns would have even slenderer depreciation
reserves and fely more heavily on short-term loans,

Side by side with the features they share in common, the funds used

by the individual branches of the ﬁanufacturing sector are likely to display ™

marked differences in composition'é§ well, particularly between the
slow-growing end the dynamic sectors. Unfortunately only one of the studies
available (on Venezuela) supplies data that could be used:to classify funds
by origin, and the conclusions to Bé drawn from them are limited in
appWLuablllty because only one year is dealt with, Some illuminating
information has been collected from another source altogether with respect
to the financing of the development of socme Latin American steel mills L
(see table 38). They show that aithough the over-all structure of domestic
and foreign sources of funds has remained much the same in prOportioﬁal ,
distribution; two distinctive features can be observed in the composition‘,
of external éources- a much greaiér contribution by long-term loans, which,
in four out of the five mills, varies from one—thlrd to half the total
amount of funds available, and the speclal case of Acerias Pag del Rfo, ...
whose nain contribution tekes the form of increases in capital stock owing
to the particular policy adopted by the Colombian Government for financing
steel deveIOpment.lg/

12/ Under the terms of a tax law, natural persons, unliquidated successions,
corporations and limited liability companies are subject to a special
3 per cent tax on their net taxable income, the revenue accruing
therefrom to being earmarked for developing electric energy and steel
making, Taxpayers can pay by buying stocks and bonds issued by the
Empresa hAcerlas Paz del Rfo, S.,A. Neither the securities, nor the
dividends and interest, are liable either to income tax or to the
supplementary net wealth tax (Act 8L of 1960 reorganizing income tax),

/Table 38
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- Table 38

ESTIMRTED souasEs AND USES OF WUWRS IN RESPECT OF SELSCTED LATIN AMERIOAN .
. STEEL EWPERPRISES & _ :

(Percentage )

Compafi{ fifz . ‘ ' vy
'Eﬁnd.{dd':*é. © Altes Compafifa , Compafifa
do Plepro  Hornos StderGrgioa  Acerfes de Acoro-
¥ Lsero - de Raeional Pa%li del del
Monterrey  MZxico Volta ° Puoffico
Sehs Sehs Redonds.  (Golombia)  (enija)

: (Mexioo) (Moxigo)  (Brezil)

Sourcas _ 7 10040 - 100,0 100.0 100,0 100,08

Domestis ' 2.5 542 62.6 51,5 56,5
Undtotpibuted profits ' 11.0 8.3 M8.O 15,9 15,8
Depreclaticn roserves ' 1,2 L1.6 4.6 29,5 . . 36.7
O‘-he\:‘ . 2.3 l'"ol’ - o 6:1 - o

Bxtornal L 7S b8 gk M5 s
Long-tarm loans . o 50‘8 E/ 31:.0 k_l/ ‘ 3'4. E/ - 38.6 E/
Inoreases in capital stock A 12.8 4.8 0.7 49,5 3.3
Other ' e . 1.9 - 2,7 - S

Uses . ©* T 1008 .. 00,0 100.0 7 100,07 ¢ 10040

Pixed ompitel A N T24 3.8 w04 104,0

Inoreasas in working ea.pita:l : 4.4 17,7 .29611. 47,0 4.0

amortization of long-term debts  ° : . - . -“ 12,6 .

Mnancial investment and oth;r 2.1 . 949 7.1 - T -

g/ Estimetes based on data supplied. by the companies themselves,
b/ Net funds avallable from long-term lgens.
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The relatively important part played by long~term loans is a fairly
common feature of financing by State enterprises or undertakings set up
under the aegis of public agencies. The reasons are twofold. First,
certain public agencies have easier access to funds of this kind that
are mainly drawn from foreign sources and international organizations,
secondly, the very nature of the industrial activities promoted by the
State, usually inv01vihg haavy investment that is slow to mature (steel
making, basic chemical industries).

The inférmation available on the finencing practices of foreign
enterprises opsrating in latin America relates to 1955 and to United States
firms only, From the data that can be pieced together it will be seen that
32,1 per cent of the funds used by manufacturing firms consisted of
undistributed brofits,'13.5 per cent of drawings on sinking funds, 33.2 per
cent of net inflows from the United States and 21.2 per cent from other
sourazs, Thus, 45.6 per cent was of domestic origin and 54.4 per cent
forzign, the latter including net United States funds,

It should be added that this proportion for domestic funds is
smaller than the figures recorded by manufacturing firms in the United
States, France and even in India which are all close to 60 per cent, :But
as the share of undistributed profits is much the same,the difference must
be attributed to the low proportion of depreciation funds, since retained
profits represent 30 to 35 per cent of the total in those three countries
against only 13.5 per cent for United States concerns in Latin America,

The differences are equally substantial in the case of United States
firms operating in Latin America outside the province of the manufacturing
sector, since only 10,9 per cent of their funds comes from reinvested
profits and 56 per cent from depreciation reserves.lé/

In 1955 the allocation of funds by these same enterprises displayed
certain striking characteristics, including the very low proportion of
29 per cent for investment in fixed capital as against 62 to &4 per cent
in the three countries named above and 75.7 per cent in other United States
firms active in latin Atnerica. ‘

13/ These ratios are a result of the special privileges enjoyed by the
petroleum and mining companies as regards depreciation,

/The aggregate
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The aggregate ratios quoted for foreign firms vary appreciably from
one countfy to another, In Argentina, Brazil and Mexieco, where nearly
70 per cent of these enterprises' funds are concentrated, the relation
of undistributed profits to the total is rather larger, and in Brazil.
domestic funds account for as much as 75 per cent of the over-all sum,

From other pieces of information it can be estimated that between
1950 and 1962 reinvested profits financed 40 to 56 per cent of the industrial
investment of United States concerns in Latin America, and are tending to
account for an even larger share,

Although incomplete, these data do gilve a general picture of the
composition of the funds used to finance the expansion of industrial
enterprises in Latin America. A rather more detailed examination should
now be made of some of the main components, in order to relate them to
other significant orders of magnitude which would help to indicate the
amount of influence wielded by the specific industrial policy measwres
and instruments that the Latin American countries have bean introducing
and strengthening, '

(a) Domestic sources

The information that has been reviewed shows that the contribution
of domestic sources to the supply of funds {or financing the development
of industrial enterprises in Latin America h3s generally been rather
limited. The two main camponents of such coarces -« depreciation resesves
and profit reinvestmeni rates - vary extensively from one country and
period to another, Their movements also show that they are closely
inter-related in the sense that an increase in profit reinvestment may
in certain circumstances be used to make up for a shortage of depreciation
funds,

Despite their interdependence, there are differences in both the
structural and institutional factors of industrial policy underlying the
movements of domestic sources of finaneing, depending on whether depreciation
reserves or reinvestment rates are being considered. It has therefore been
thought best to deal with these two individually.

/(i) Sinking
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(1) 8inking funds. The depreciation rates authorized by tax

legisletion in the Latin American countries are usually much the same

as those in force in the developed countries. &s a rule, they imply

the replacement of real estate in a period of 20 years, of machinery and
equipment in 10 years and of vehicles in 5 years,

. Thus, the legal rates do not seem to be one of the factors determining
the relatively weak role played by slnklng funds, as indicated above., On
the contrary, if it is taken into account zhat in Latin America the operation
of industrial assets is usually less intensive in terms of working hours
or days; and that they are generally kept in use for longer periods, the
rates incorporated in Latin American industrial legislation might well be -
regarded as on ths easy side, and might therefore 53 exnected 0 boost the
contribution made by sinking funds to industrial financing,‘ The same end
would appear to be served by other provisions more recently established
in several countries = including Colombia, Mexico aid Peru -, undsr the
terms of which depreciation can be speeded up in proportion to the degree
of intensity with which the capital is used, as an incentive to more
efficient utilization of installed capacity. '

On the other hand, legal provisions do not seem to have been equally
efficacious with respect to what may be considered the roct problem
underlying the insignificance of the part playéd by sinking funds, namely,
the valuation of industrial assets, The rapld inflationary processes and
the successive devaluations of the currency that have taken place in many
of the latin American countries give rise to a progressive under-valuation
of assets, 5o that depreciation rates are applied to a book capital which
becomes more and more meaningless in relation to the real or replacement
value of the assets in question, . _ '

_ As this problem has. grown incréasihgly'éeridﬁs, attempts have been
made to tackle it through the instruments of 1ndustrial policy themselves,

_in which special provisions relatlng to the ravaluatlon of assets are,
incorporated in many cases, - In Argentina, for examp;e, measures combining:
exceptional amortization schédules with reassessment of the book value of

/fixed assets
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fixed assets were adopted one after another, As from 1952, a specific
percentage increase in sinking funds was authorized; a subsequent amendment
established a scale varying in accordance with the age of the equipment,
and among later provisions, Act N° 15272, passed in 1960, allowed the

value of fixed assets ﬁo be brought up to date, 50 per cent of the amount
resulting from the reassesasment being subject to special taxation at a
relatively low rate, Similarly, in Brazil a series of decrees were issued,
culminating in the Income Tax Act (NC 4357) of July 1964, which made it
compulsory for assets to be periodically revalued in accordance with the
coefficients determined by the National Economic Couneil, In Colombia,

Act NO 81 (1.960) grants specidl exemptions increasing depreciation rates
for assets purchased prior to the 1957 currency devaluation, within given
limits; but similar provisions were not adopted in relation to the further
devaluation that took place on December 1962, In Chile, Aet NO 13305,
promulgated in April 1959, amencded previous legislation on the saume
subject, and authorized the annual revaluation of capital including _
movable assets, in conformity with the variations in the cost.-of-living
index or in stock exchange gquotations, according to the nature of the
assets concerned, The Industrial Promotion Act (NO 13270) passedvin Peru
in 1959 provides for the application of depreciation rates to the reassessed
value of machinery, spare parts and fixtures, if and when there has been a
fluctvation of more than 5 per cent in the ratio between the national
currency and the dollar, _ - .

In some cases, legislation of this kind has exerted a significant
influence as a shortmterm corrective factor. JIn Chile, for instance,
amortization had barely éccounteq‘for,abéut 8 per cent of the total
sources of funds of industrial énﬁefprises in 195559, whereas in 1960,
immediately after the revaluation of assets had been authorized, this
proportion rose to 27 per cent, But sjnce the measures in gquestion were
occasional in character and not part of a econtinuing policy, they seem
to have been much less efficacious over the long term. Hence, the relative

/importance of
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importance of sinking funds as a source of financing is still clossly
linked to the degree of general stability prevailing in price levels and
exchange policy,

This interdependence can be appreciated from figure XiIV, in which
{with reference to the same countries and periods as are included in
table 35) the proportions of tobal sources of financing represented by
sinking funds are related to the fluctuations in internal price levels
and the variations in exchange rates,

To sum up, it may be concluded that the relative smaliness of the
contribution made by sinking funds to the financing of the expension of
manufacturing activity is atiributable mainly to the undervaluation generally
jarplicit in the bonlr value of industrial capital. The corrective measures
adopted do not seem to have been sufficiently efficacious, for the following
reasons: they have, as a rule, lacked continuity, being mainly in the
nature of sporadic expedients, whreas the problem is perennial; in some
cases, they have been linked exclusively to devaluations in the excnangs
rate, taking no account of fluctuations in internal price levels; and they
have sometimes evaded overt recognition of a de facto situation, merely
mitigating its adverse effects by authorizing the constitution of special
sinking funds,

(1i) Beinvestment of profits., In so far as factors like these conduce
to the establishment of sinking funds that are not large enough to meet real
replacement needs, the rates of reinvestment of nrofits reflected in the
estimates of sources and uses of funds to which reference has been made
have not the.same significance as is commonly ascribed to them. In more
than one instance they become up to & poir’, an indirect insbrument for the
provision of sufficient financing capacity to cover the replacement of
equipment at the proper time., Thus, they only partly renresent an eifort
directed towards the actual expansion of production capacity. Accordingly,
apart from the fact that their contribution is relatively small in proportion
to total sources of funds, their real significance from the standpoint
of expansion still has to be assessed in each individual case, with
simultaneous reference to the size of sinking funds.

/Figure XIV
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Figure XIV

RELATIONSHIP BETWEEN THE PROPORTION OF TOTAL FINANCIAL RESOURCES
FOR INDUSTRIAL EXPANSION REPRESENTED BY SINKING FUNDS, AND
FLUCTUATIONS IN PRICE LEVELS AND EXCHANGE RATES
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~ The evalustion of the contribution made to industrial financing is
a much more complex matter in:the case of reinvgstment of profits than
with respect to sinking funds, since a nﬁmber of structural and institutional
factors come into play on which it is difficult to obtain sufficient
quantitative data. This applies, in the first place, to the ratio between
reinvested profits and total profits, which it is indisoensable to tzke
into consideration in.order to envisage the problem not only in terms
of the share of non-distributed profits in total evailable funds, but
also from the angle of real reinvestment possibilities,

Broadly speaking, unless rates of return in industry were to be
much lower than in cother sectors of the economy - which is highly unllke1y3
to ssy the least - the possibilities of increasing the aav1ngs of
manufacturing enterprises are subtantial. This assumption is borns out by
two other considerations, '

Firstly, the preponderant role that external sources of Ifunds have
been shown to play in the financing of industrial enterprises signifies,
de facto, a transfer of funds from other sectors, which contribute
resources for this purpose other than those generated in manufacturing
activity itself, OSecondly, the fact that the share of wages and salaries
in value added in industry is relatively low constitutes yet another
indication of the availability of domestic financial resources for the
financing of enterprises,

Broadly speaking, such scanty statistical data zs are available
tend to confirm the foregoing postulates at least in the case of estimates
relating to the fifties. For example, it has.been noted that while
undistributed profits constituted 6C per cent of total industrial profits,
in the United Klngdom, and hO per cent the United States, in Chile the
corresponding proportion was only 14 per cent."é/ The stztistics for
Colombia presented By the Office of the Superintendent of Joint Stock Companies

1/ BEstimates formulated by Nicholas Kaldor, "Problemas egondmicos de Chile",
Bl Trimestre Teondmico, N@ 102, lMexico, April-—June 1959, pp. 179
(footnote 8) and 189 (table 10). Probably the exceptionally low
percentage given for Chilean enterprises does not take into account
the "ploughing-back" of profits in the form of issues of bonus stock,
an operation which is generally registered as an external capital

contribution, . / (8uperintendencia de



ST/ECLiA/Confe23/L.2/Add. 1
E/CN.12/716/idd,1
Page 67

(Superintendencia de Sociedades indnimas) set the figure at a little below
39 per cent for 1953, and other estimates relating to in 1950~55 place
it at about 30 per cent,

With regard to its subsequent evolution, the data to hand are still
more fragmentary and frequently contradict one another, According to the
source quoted above, the proportion of profits reinvested in Colomlia
enterprises would seem to have reached 58.5 per cent by 1962, a development
which coincides in its general direction with the increase registeres
between 195358 and 195962 in the relative importance of reinvestment
. within total sources of funds (see again table 35). In Argentina's case,
it is estimated that in 1960-63 the proportion in cuestion e¢limbed to
about &C per cent, a figure which is clearly hard to raconcile with the
decrzase that took place between 1952-55 ard 196C~61 in the contribuliion
of undiétributed profits to total available funds (see again table 35).

Other evaluations of a similar nature suggest that in marufasturing
concerns in Mexico and Péru, likewise the ratio between undistributed
and total profits is rising,

In so far as this upward movement, which would help to remedy what
seems to be a significant weakness in the patterns of industrial development
financing, is in fact taking place, it may be partly ascribed to the relevant
legislation that industrial policy has been introducing or strengthening,

In Argentina, for example, upon the expiry of certain provisions which
allowed a limited proportion of reinvested profits to be deducted from
taxable income, a special régime was established in 1966, authorizing deduction
of 50 per cent of any sums invested in the expansion of production capacity,
irrespective of the amount represented by tobtel ovrofits. The scope of this
legislation which was at first confined to agricultural enterprises, was
extended in 1956 to cover industrial and other urdertaking, and it was later
the object of frequent derogations, additions and amendments, In Colombia,
under hct WC 81 (1960), referred to sbove, joint stock companies can
constifute, tax-free, a special economic development reserve, up to an
annual limit of 5 per cent of licuid profits, with the aim of increasing
production of raw materials and goods to replace imports. In Eeuador,

/the Industrial
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the Industrial Development Act (Ley de Fomento Industrial) of 1964
authorizes, for the purposes of determining income tex liabilities,
the deduction of sums reinvested, or of new investment financed by
loans or. new capital contribution, when the objective is thes expansion
and improvement of industrial plant. Under the industrial development
- legislation referred to in the case of Peru, annual profits can be invested
tax-free in the expansion or diversification of produvction capacity, or
to serve other ends, in proportions which vary according to the location
of the industries concerned: 30 per cent in the lima-Callao area, 5C per
cent in other coastal districts, 80 per cent in the Sisrra and 100G per cent
in the selva or jungle areas, In Venezuela, the Income Tax lct (Ley de
Impuestos sobre la R;nta) of 1961 establishes progressive reductions = up
to 25 per cent = of the so~called. complementary tax (impmeste complenetbario)
for the benefit of taxpayers who invest in specific activities, in.
accordance with a scale based on the ratio between invesiment and net incane,

In any event, it has not been possible to collect enough guantitative
data for conclusions fo be drawn as to the levels and variations of the
proportions of profits reinvested, or as regards the effects thal may be
ascribed to the spgéific provisions for the encouragement of reinvestment
that have been incorporated in the industrial legislation of many Latin
Anmerican countfles.

In the last analysis, the questlon of relnvestment is one aspect of
the basic and more general problem of stepvlng up the mobilization of lnternal
resources in order to expedlte the development of the: Latin American economies,
Aecordirgly, it 1s subgect to the 1nfluence of widely varying factors, and
can hardly be approachsd fromrtbe standpo;nt.of.a.speqlflg instrument of
industrial péliqy al%hougﬁ thisfdoas not mean that the latter's importance
should be ugder%estimaﬁed, On the contrary, supreme importance must be
attached to the,imprqvémehtlgf its efficacy; and to that end, consideration
of the set of éircumspanqgs in which it is to be applied is an indispensable
requisite, S . : j , :

In this as in other contexts, it seems essential to,inﬁroduce highly -
flexible criterja in the design and application of.the relevant instruments.
of industrial poiicy.' It should be noted in this connexion that what

cob /matters is
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matters is not only the amount reinvested in absolute terms or its relation,
in the aggregate, to total profits, but also how the funds accruing from
the profits in question are turned to account. For example, indiscriminate
encouragement might in the upshot widen the margins of idle capacity
displayed in specific sectors of Latin American industry, its sole effect
being to divert real resources from other possible uses, Nor would the
channelling of such resources be very efficacious if the result were an
intensification of Latin American industry!s characteristic teudency,
-pointed out in other chapters, to horizontal expansion at the expense

of increased consolidation and integration., On the other hand, it may

be a powerful instrument for the gradual establishement of a more rational
and efficient industrial base, if and when more selective criteria cen be
introduced to ensure wiser application of the incentives provided.

Consequently, the aim of such incentives must not merely be to

promote reinvestment of profits in the actual enterprises concernsd, since
it may often be more important to deflect the new resources into other
manufacturing activities, Hence the effectiveness of measures

designed to encourage reinvestment comes to devnend upon the efficacy

of other instruments whereby the transfer of savings 1s facilitated, a case
in point being that of the capital market. In this sense, the distinction
between internal and external sources of funds is of value only for specifiec
analytical purposes; fingl results depend upon the progress concurrently
achieved by iﬁstrﬁments intended to stimulate and channel both external

and internal financing,

(b) External sources

The weakness shown in many instances by industrial enterprises, own by

internal sources of financing for expansion purposes, together with the

fact that as has just been shown, the ability of such sources to play a
more effective role is cdntingén£ upon the efficacy of other machinery,
enhances the importance of_external sources of financing as a basic factor
in industrial development.

In earlier paragraphs; some attention was devoted to quantitative data

illustrating the share of external sources in the total sources of funds

favailable to
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available to specific samples of manufacturing enterprises in different
Latin American countries and at different times, It was pointed out that
the relatively high proportion for which they generally seem to account
must be viewed with a measure of caution, since by itself it would not
warrant the conclusion that external sources of financing for Latin .
American industry offer particularly favouraible conditions, It is worth
while pausing here to make a more detailed examination of the part played
by the two instruments through which such resources are principslly
channelled: the banking system and the stock exchange,-

(1) Part played by the banking system in the financing of 5qgustry.rThe
charmelling of loan and credit resources constitutes cne of the leading

instruments whershy sconomic policy can encourage the development of
specifle sectorse. In the particular case of manufacturing industry in

Latin Amerdica, fmpentives of this kind have derived both from general
provisions governing the allocation of bank credit and from the establishment

of public bedies for the special purpose of offering industry more credit
on better terms, '

An evaluation of the results achieved by such measures and instruments,
over and above those indications of the proportion of total funds for
industrial expansion represented by loans to which reference has been made,
in general terms, entails the consideration of several pertinent factors.

. In the first place, the over-all contribution that credit resources

have been maldng to.the economic development -of Latin America as a whole

must be borne in mind in order to assess the share in it that has fallen to
manufacturing industry. In this comnexion, it is enlightening to collect

a few data on the relations between total credit volumes and the corresponding
domestic product levels, although in interpreting them the structural
differences between the economies concerned must be taken into account,

During the period 1961-62, in countries such as Denmark, the Federal
Republic of Germany, Japan, Norway, Sweden and the United States, the -
percentage relations between internal credit and the gross national '
product ranged from over 100 per cent in Japan?s case to 43.8 per cent
in that of the United States, In the same years, the corresponding figures
registered in Latin American countries like Bolivia, Haiti, Honduras,

/Paraguay and
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Paraguay and even Venezuela fluctuated between a mere 10 and 20 per cent.
In another group of Latin American countries, including some at a relatively
more advanced stage of industrial development - such as Chile, Colombia
and Peru - they reached 20 to .30 per cent, and only in four countries
~ Argentina, Brazil, Mexico and Uruguay - were they .comparable to those
noted in the industrialized countries, Outstanding in this last groups
is.Brazil,'where»the proportion was 61,8 per cent, as against L8a6 par cent
in Uruguay and under LG per cent in Argentina and Mexico, This shortizge
~of bank credit seems to have been even more serious in earlier years, as
only a decade previously the percentage relations in the éame countries
were lower as a rule, Argentina being among the few exceptions,
"Within the general framework of this relative scarcity of bank

credit, the position with regard to loans specifically channelled towards
the ﬁanufacturing sector shows variations which, up to a point, can be
linked with the degree of industrial development attained by the courtries
concerned, _ |

In some of these, the situation seszms tc be more unfavourable in
‘industry than in the economy .as a whole, For example, in Panama in 1.938-60
Ithe loans received by manufacturing industry represented z lower percentage
n in relation to the gross product in that sector (18,5 per cent) than did
" total credit in relation-to the total product. In Costa Rica (1957),
industrial credit was equivalent to 22.2 per cent of the product of the
éector; while 23,4 per cent was the corresponding figure for the economy

as a whole, Industrial credit in Teuador, between 1950 and 1961, did not

| amount to more than 20 per cent of the product of the menufacturing. sector,
whereas total credit approached 35 per cent of the national product, Much
the same happened in Peru, and a similar situation probably prevalls in other
countries of the region.lz/ ‘ : ‘

The position is different, apparently, in countries at a more advanced
stage of industrialization. In Argentina, the relation.between total credits

15/ It will be noted that thes: nercentage relations are not expressed in
terms of the éontribution of industrial eredit to total credit resources,
ultich would be larcely deterimvined by the relative importance of the
wanuiacturing sector within the economy as a uhole, out in sach instonce
volete the amount of credit to the product concerned, Jend th
‘ e
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and the domestic product fluctuated between 9,4 per cent in 1943-53, while
in industry credit was equivalent to proportions of the product varying
between 12,5 and 28,7 per cent; in the following decade, the corresponding
coefficients were 12,7 and 17,9 per cent, respectively. In Brazil, total
credit during the ten-year pericd 1952-62 represented between 22,4 and
29.3 per cent of the total product, as against levels ranging from

L5 to 50 per cent for the relation between loans to industry and the
product in the manufacturing sector.

In Mextico, prior to 1940, the relation of credit to product was
much the same in the industrial sector as in the economy as a whole
- about 20 per cent -, but from 194C onwards, it gradually increased
and by 1960 had reached 61.3 per cent in the case of industry, as against
only 28.5 per cent for the total; what is more, after 196C both relations
seems to have continued rising, at a still more rapid rate, until
proportions amounting to 83 per cent and 34 per cent, respectively, were
registered for industry and for the economy as a whole, On a lesser scale,
the same process is observable in Colombia, where in 1945-60 total credits
corresponded to 19,7 per cent of the gross domestic product, in comparisen
with an average figure of 28,9 per cent in the industrial sector,

These data support two conclusions, Firstly, the amount of credit
allocated to the industrial sector is generally smaller, in relative
terms, in countries at less advanced stages of industrialization, although
it is precisely in these that the greatest importance would seem to abtach
to the transfer of saving from other sectors of the economy to underprop
the expansion of manufacturing industry, in view of the industrial sectorts
more limited capacity to generate internal resources, Secondly, a fairly
general trend can be noted, at the different levels corresponding to
different countries, towards an increase in the share of credit resources
applied in the sector in question,

In contrast to what might be supposed, in many instances there
does not seem to be much connexion between these two facts and the degree
of intensity and efficacy with which public industrial credit institutions
have been operating., Their pércentage contribution to the total amounts
lent to manufacturing enterprises varies widely from one country to

/another, but
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another, but it is not necessarily correlative with each country'!s level
of industrial development or with the proportions of the product to which
credit resources correspond in the industrial sector and in the economy as
a whole, Similarly, the relative improvement in the supply of credit for
industry to which reference has been made is seldom attributeble to a more
rapid expansion of the industrial financing granted by public bodies, In
other words, the proportions and tends in qusstion are mainly determined
by the behaviour of the banking system as a whole, rather than by the
specific influsnce of State credit,

It will be useful to check this observation against developments
in'selected countries, so that its scope may be more accurately evaluated,
and, in addition, atiention may be drawn to the differences bhetween
individual situations, among which there are significant exceptions to
the foregoing general rule,

In Argentina, the Fole played by the Banco Industrial, especially
since 1957, seems to have consisted in supplementing the activities of
the private banks rather than in the continuing promotion of industirial
credit. Its share in total loans to industry granted by the banking
system in the aggregate was as much as 78 per cent in 1949, reached
50 per cent in 1951-55, and in subseguent years declined appreclably,
until by 1963 it had dropped to 13,6 per cent.

Brazil is one of the countiries in which the proportion of toiel
loans represented by indusitrial credit is highest, But at the sazme time,
this proporticn does not seem to differ significantly as between loans
granted by the'monetary authorities and those extended by commercial
banks, since during the past decade the evolution of both types of credit
has been similar, in the sense that parallel increases have taken place
in the share falling to industry.

In Ecuador, the central bank and the development banks were allocating
about 20 per cent of their loans to industrial purposes in the early fifties,
whereas in 1960-61 the corresponding vroportion did not exceed 12 or 13 per
cent, Over the same periocd, the private banks increased their loans to
industry from approximately 5 per cent to a little over 10 per cent,
which has brought their distribution almost level with that of the

/credits issued
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credits issued by public institutions, In addition, particular importance
attaches to the policy of direct allocation of funds pursued by the latter
since even after the changes indicated above, they still contribute more
than half of total loans to industry.

Among the countries at a relatively less advanced stage of industrial
development, Panama and Nicaragua exemplify two situations that differ
widely as regards the part played by public institutions in supplying credit
to the manufacturing sector, The proportion of total loans constituted by
such credits is less than 10 per cent in Panama, whereas in Nicaragua
it is over two-thirds. In Panama, moreover, loans to indusiry decreased
in récent years in both absolute and relative terms, so that by 1961 they
represented 5 per cent as against over 14 per cent in 1358; while in
Nicaragua's case their relative importance increased slightly, and their
aggregate volume substantially, between 1958 and 1963.

Mexico and Peru register situations and trends different from those
mentioned in connexion with most of the countries cited. In Mexico, the
high proportion of total credits allocated to manufacturing industiry - more
than 50 per cent in recent years - comes largely from the public institutions,
which account for over 65 per cent of industrial loans, although this
proportion is not much bigger than their contribution to credit granted for
other purposes (57 per cent in 1963)., As regards Peru, where the share
of industry in total credits is smaller, the Banco Industrial has been
steadily increasing its contribution to industrial financing, especially
since 1957, so that by 1963 it accounted for almost 24 per cent of total
loans to industry, in comparison with under 10 per cent 195C,.

Such cases as these last should not distract attention from others
in which public institutions do not seem to be playing a particularly
dynanic role in the process of strengthening industrial credit, It must
be pointed out in this comnnexion that few Latin Americen countries possess
special credit institutions for industry, since in many instances State
development and credit agencies are likewise responsible for helping to

finance other sectors of the economy, including agriculture, housing and basic

[social capital,
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social capital, Cases in point are those of CORFO in Chile, the Nacional
Financjera, S.4. in Mexico, or the Venezuelan Bevelopment Corporation
(Corporacidén Venezolana de Fomento). 1 - ,

hat is relevant here is not to grade the advantages offered by
channelling funds through public or through private institutions; but to
establish certain fééts.which may help to shed light on the efficacy of
the measures and: 1nstruments of 1ndustrlal policy that have been in current
use, It must be recognized, moreover, that the dlstlnctlon in question
becomes much more meaningful as soon as consideration of the problem on
an over-all and quantitative basis gives place to analysis of the terms on
which the two types of loan are generally granted.

In this context, amortization periodé are of the first importance.
ILong-term credits have'tradiiionally constituted a low proportion of the total,
and their recent expansion has been largely linked to the operations of
putlic institutions, In Mexico, for éxample, whereas in the yeor 1935 only
20 per cent of the credits granted by the banking system as a whole medium-
and long-term loans, these afterwards'came to constitute more than 4O per cent
of the total; but in 1962-63 only 3G per cent of the loans extended by
.private institutions were issued for peri§ds of more thén 26¢ days, and
the proportion of this percentage'that fgli to the industrial sector was
very small, In the case of the operations of development institutions,
on the other hand, léngsr-term loans accounted for 6C per cent of the total,
and industry's share in them was much larger, In other Latin imerican
countrles, ‘the average proportlon of total loans represented by long- and
medium~term credits does not seem to exceed 3G per cent and in some cases
is almost nil.

The responslblllty assumed by public 1nst1tuilons in respect of
long-term credit is enhanced in certain countrles by the fact that
-commercial: banks$ are forbldden_by law to concert operations of this type.
When they are negotiated thej take the form of pe riodic renewals of

16/ The last-named nay serve to illustrate the chanbes in the general criteria
for the allocation of:resources to which this aggregation of responsi-
bilities may give rise, since the distribvution of the Corporation's
long~term credits has altered in such a way as appreciably to strengthen
the supply of credit resources avsilable to industry, whose share
in loan operations increased from a little over 26 per cent in 1948-58

to nearly 86 per cent in 1959-63, /short-term loans
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short-term loans or overdrafts, with the corresponding surchages on the
cost of the loan concerned, and the elements of uncertainty involved in
the successive renewals, |

The widespread shortage of bank credit also means that its cost is
high. For example, the rate of interest charged by commercial banks in
Caracas was 7 per cent in 1959 and had risen to 9 per cent by 1963, although
Venezuela is one of the countries where the credit shortage is least acute,
In Chile's case, the ordinaly bank interest rate was 9 per cent in 1945,
and climbed to 10.4 per cent in 1950, 13,5 per cent in 1955 and 16.6 per
cent in 1960, In Colombia, the rate of interest on loans extended for more
than 15C days, inclusive of commissions and other charges, is about 14 per
cent, and the rate payable on loans granted by insurance companies for
periods of one to two years is 15 per cent.

The rate of interest charged by the banking system in Argentina was
approximately 7.5 per cent in 1951, increased to 10.1 per cent in 1960
and is estimated at 14 per cent for 1963.

In countries where the commercizl banks are not authorized to grant
medium—- and long term loans, the banking institutions themselves usually
operate through subsidiary financing enterprises which are not subject
to such striet regulations and controls. Loans extended in this way may
entail interest and other charges which substantially raise the cost of
credit,

Again, save in exceptional cases or periods, the shortage of bank
credit is most serious in respect of loans in foreign currency. Although
the relative importance of suppliers' credits has been inecreasing, their
higher cost and short-term character are unsuited to the requirements of
Latin American industrialists. The foreign currency cradit lines at the
disposal of the commercial banks are limited. In Peru, for example, the
loans issued by commercial banks in foreign currency accounted for 10 per
cent of total loan operations in 1938-39, a proportion which gradually
declined until by 195051 it had sunk to 0.2 per cent; it subsequently
inecreased, and by 1962 had regaived a leve . of 9 per cent,

Both the problem of amorilzation pericds and that of the proportion

needed in foreign currency have been gradually relieved by means of external

/credits, channelled
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credits, charnelled mainly through the Export-Import Bank (EXIMBANK), the
Inter-American Development Bank (IDB), the International Bank for
Reconstruction and Development and other international agencies, as will
be shown in greater detail in a separate section,

The inadequacy of the available statistical data precludes analysis
of other important aspects of the influence exerted on the industrial
development of the Latin American countries by the volume and distribution .
of bark credit, Certain fragmentary data would seem to suggest, for example,
that in many cases the allocation of loans to the various branches of
industry shows a somewhat conservative bias in favour of those already
consolidated, one reason being the scarcity of new investment projects and ‘
anothér the higher proportion of long-term credit required for the development
of new industrial enterprises, Similarly, the work and worry entailed in
the constant renewal of short~term credits induces producers to locate
industries in the neighbourhood of the chief urban centres, where financial
facilities are greater; and this procedure helps to aggravate the process
of increasing industrial concentration that has been discussed in other
sections,

Lastly, it should be recalled that the accessibility of credit
resources to manufacturing industry, as determined by this group of factors,
must be evaluated in the light of the financing requirements which industry
in its turn has to meet in order to sell its products. These reguirements
are ultimately reflected in a considerable reduction of the net contribution
made by credit resources to the actual expansion of industrial activities,

(ii) The organization and operation of the stock market, The other

external source of funds for industrial expansion ~ new capital - usually
takes the form of funds obtained through the stock market, Hence it is
relevant to study the stage of development attained by this machinery in
Latin America, and the role it has played in directing further funds to
the industrial sector,

Table 39 gives some indicators of the recent activity of the stock
markets in Argentina, Brazil, Chile, Colombia, Mexico, Peru, Uruguay

/Table 39
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Table 39

INDICATORS OF STOCK ENCHANGE ACTIVITY IN EIGHT LATIN AMERTCAN COUNTRIES, 1962

’

hrgentina Brazil thila Colombla  lextioo  Peru Uruzusy Venezuele

ls Number of stook exchanmes 3 21 2 2 3 1 1 1

2. Number of registered
gempanies

3 B

(a) Total 552 72 107 350 U5 . e 9
(b) Industrial - 351 150 63 138 20 ee 30

3. Relative importance of
volume of transastions
roentages

{a) Batio between total
transactions and groses :
domesiie product 1.5 1.2 0.8 1.1 10.9 Ca7 1.3 1.1

{b) Ratic betwsen transace
tion in shares and
gross domestis product M O | 0.7 0.6 0.1 0.4 0.1 0.1

(a) Ratio between transag-
tion in industrisl
sheres and the
industrial product 0.9 1.9 2,6 0.2 0,1 0¢3

4. Ratic batweon transactidns
in industrial shares and
total trenssotions gl ‘ ’ o
sontages 20 15 af 35 Lo 0.5b/ 10 6.5 6

y " In 1960 the corresponding ratic was 50 per cent,

b/ In 1961 the col;ras;;onding"ratlo wvas 6.9 per oent. . e

.-

/and Venezuela,
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~ard Venezuela,AZK'Broadly speaking these are the latin American countiries
in which the capital market is relatively more developed, since of the
"remaining countries. some have not yet established any stock exchange, and
in others the stock exchange is not very active, or the regulations
governing its operatioﬁ are somewhat ineffectives -

Although the data given are consequently confined to the most favourable
situations, they indicate the lack of development thus far of stock markets
in Latin America, In fact it is clear that relatively few of the corpanies
are registered on the steck exchanges concerned, and the stock exchange -
operations are not significant in volume in relation to such general indicators
as the total gross domestic product.  Except for kexico the ratio between
the two is less than two per cent, whereas 1962 and 1963 the levels in countries
like the United States and Japan were over 1l and approximately 20 per cent,
respectively, and at least 3 per cent in others, such as Canada and Spain,

In the Latin American countries these over-all ratios are larsgely determined
by the negotiation of goverrnment bonds and securities, and consequently
transactions in shares in the strict sense constitute an even lower .
propoertion,

Against this general picture of the weak stock market, the transactions
in industrial shares show a relatively more favourable trend, in many cases
surpassing 3C per cent of the total number of shares subject to transactions,
although they too are of only minor significence in ahbsolute terms, or in
comparison with the levels of the industrial product.

Furthermore, the small scale of the stock market in Latin American
does not usually reflect an initial stage of development of such markets,
which, although the level is low, development is satisfactory, On the
contrary, some of the institutions governing these operations are old-

. established ‘(the stock exchanges of Buenos fires and Rio de Janeiro, for
example, officially began operating in 1854 and 1876, respectively), and

in many cases achieved substantially higher volumes of transactions in

" 17/ ‘The information given here is included merely for the purpose of -
illustrating general stock market activity in Latin America, and

does not provide any basis for comparison between the various countrles
1ncluded, because the transaCulons covered vary widelys

Jearlier pericds,
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earlier periods, Thus their present levels are the result of a steady
contraction of their aetivities in real terms,

In this respect it is revealing to note the trends shown in figure XV
relating to the evolution of the values of stock. exchange operations
deflated by the respective domestic price levels.l§/ The staznation or
decline of operations in real terms seems to be a fairly general fecture in
Latin America, except in Mexico, where the trends since 1950 suggest that a
really significant stock market has been developed. In this respect it
should be pointed out that in many cases the recuctions shoun in figure XV
are largely due to goverrment bonds and securities, Part of the reason
for this is the gradual replacement of bond issues abroad by the securing
of loans directly from banking institutions. Transactions in private
securities have not declined so sharply. Nevertheless, the information
available does not always permit operations to be classified so that trends
in the latter type of transaction can be studied separately, whereas tais
can be done for at least six of the eight countries included in the earlier
comparison by confining attention to transactions in industrial shares.

The figures for this shares follow a somewhat more satisfactory trend
than those for total operations, but even so there is nco significant
long-term progress (see figure XVI), However, in addition to the particularly
rapid growth of the transactions in industrial shares in Mexico {although
they started from very low initial levels) the development in Drazil and
Venezuela is also relatively satisfactory,

These comments are supplemented by figures XVII and XVIIL, which
illustrate the changes in the ratios between the transactions in shares
and the domestic product (in relation both to the economy as a whole and to

“the industrial sector in particular) during the last twenty years. These
trends are more unfavourable than those in the absolute volume of transactlonss
Even when the latter does not show ény sharp decline, its behaviour appears
rather more unsatisfactory if account is taken of the increases that have
ocurred during the period in the levels of economic activity in general

and industry in particular. In several countries there has been a strikingly

18/ Although pre=-1950 data wers available for a few countries only, the
trends shown in Figure XVI seemn to be the same in all of them,

/Figure XV



Figure XV

TREND OF THE VALUE ( AT CONSTANT PRICES) AF STOCK EYCHANCE
OPERATIONS IN SELECTED LATIN AMERICAN COUNTRIES
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TREND OF THE VALUE (AT CONSTANT PRICES) OF STOCK EXCHANGE

Flgure XVI

TRANSACTIONS IN INDUSTRIAL SHARES IN SELECTED LATIN AMERICAN COUNTRIES
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TREND OF THE RELATION BETWEEN STOCK EXCHANGE TRANSACTIONS AND THE
GRCSS DOMESTIC PRODUCT TN SELECTED LATIN AMERICAN COUNTRIES

{Percentages)

Natural scale
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TREND OF THE RELATION BETWEEN STCCK EXCHANGE TRANSACTIONS IN INDUSTRIAL SHARES
AWD THE INDUSTRIAL PRODUCT IN SELECTED LATIN AMERICAN COUNTRIES

{Percentages)
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sharn decline, vhich in nearly all (except for Mexico for total transactions,
though not for industrialltransactions alone) has led to ratios that reflect
a notably low level in relation to the pro’ducta
The indicetors referred to cover 6nly trénsactions made through the

organized stock market. In some countries, as in most of the Central
American countries; there érg‘no specialiZed institutions for the purpose, |
and even in the others they appear to act as the chamnel for only a fraction
of the total volume of transactions, The shares issued by new enterprises
generally -have to be sold directly to the public, since they cannot be
ouoted on the stock exchange until they meet certain requirements, In-
fact many trahsactions in the shares o% existing enterprises teake place.
through other media, or through'direct contacts between enterprises. and
individuals., Most of the negotiatiohs ﬂhus represent free market
operstions, to'such an extent that it is ‘estimated ‘that in Brazil, although
it is eompulsory by law to regisﬁer shares on the stock exchange, the number
of those actually‘traded on thé organized market probably amounts to no
more than fifty. In Mexico itris estimated that the stock exchange
in 1963 dealt with iny 13 per cent of the total volume of transactions,
the remaining &7 pef cent, which_ihcludés the operations of Nacional
Financiera, the Bank of Mexico and privdte credit institutions, being
handled in the free market. _

- In brief, thé decline or slow growth of the transactions reflect,
in the last analysis, a trensfer from a market that is organized but weak
to a free market wﬁere'the_prombtional machinery is more dynamic., JIn some
cases the change has'afféﬁted industrial shares less than other securities,
and this has resulted in an increase in the share of the former in the
total volume of transactions, This applies, for'example, to Argentina,
where industrial shares represented 4 per cent of total transactions
in 1930-39, 10 per cent in l@hO—A? and sbout 30 per cent in 1960, and
also to .Chile, where the cofrespondiﬁg figufes were less than 30 per.
cent in 19h1;h7‘and over 35 per cent_in‘l959~63.' On the other hand the-
proportion declined in Colombia (from an annual average of .50 per. cent
in 1950~59 to less than 4O per cent in 1960-63), Uruguay (from 12 per
cent in 1943-50 to 6.5 per cent in 1961-~63), and,:to a notable extent,

/in Mexico
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in Mexico where, despite the general strengthening of the stock market,
the result of the development and efficiency of other machinery has been
to reduce the proportion of transactions in industrisl shares, in relation
to all the operations taking place through the stock exchanges, from about
20 per cent in 1950 to less than 1 per cent in 1962-63,
. The above~described trends, taken as a whole, raise some doubt as

to the validity of the importance usuélly attached to the role of ths
traditional stock market machinery as a means of increasing the flow of
funds to the industrial sector. This is a subject that in jtself would
repay a number of special studies; here comment will be confined to a few
genersl remarks relating to the inconsistency between these trends and the
vndoubted progress that has been made in industrialization and general
economic development in Iatin America,

The factors underlying this long-term behaviour probably include
the absence of any regulations governing the operation of the stock
market, or, where such regulations exist, their failure to adapt to a
changing situation., It has been pointed out,ig/ for example, that despite
certain subsecuent amendments, the organization and operational system
of the Rio de Janeiro stock exchange are in essence based on a law adopted
in 1895, and to date there is no public instituﬁion that can certify the
integrity of enterprises whose shares are in the hands of the publiec, even
though all such companies must register their shares on the stock exchange.

Howéver, gven more important than the effectiveness of the regulations
concerned seem to be the factors relating to the actual structure of
Latin American industry, which necessarily gives the regional capital
market certain characteristies,

In the first place, most enterprises are so largely family-owned
that there is little incentive to place them on the market, except for a
proportion sufficiently small to ensure that the family'!s control is not
affected, Hence transactions tend to be mainly in shares of companies that

are not family-owned, and in practice this is usually a small proportion,

19/ Roberto Teixeira da Costa, "Bolsa, agoes e o mercado de capitais",
in Jornal do Brasil (Revista fconomica), 30 January 1965.

/Thus, for
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Thus, for example, of the total of 20 industrial enterprises registersi on
the Lima Stock Zxchange, the shares of only 7 were traded in 1963, and of
these total transactions, 93 per cent were in the shares of only 4 enter-
prises. On the Caracas Stock Exchange the shares of 30 industrial enter-
prices were traded, but 90 ber cent of the transactions related to only

5 enterprises, 1In Chile, out of the 150 enterprises registered, 20 account
for 70 per cent of the total trensactions in industrial shares, In Colombia,
out of 63 enterprises registered, shares are traded for only 48, and of
these 6 account for 82 per cent of all transactions and 3 for 71 per cent.

For the same reason, the dividend rate of industrial limited
companies is not always closely related to their actual expansion. Then,
sgein, the family tasis of ownership makes it easy to distribute profits
in practice by mesns other than the distribution of dividends, in the
form of emoluments paid to the Board of Directors and the management,
with the result that the price of the shares, linked to the dividend rate
rather than to actual total assets on which it is based, has no real
mesning, in thét'they are not regarded essentially as negotiable shares,
buﬁ rather as a mere reflection of the ownership of the enterprise,

This last point may help to explain znother of the more surprising
trends in the traling in securities on the latin American stock exchanges.
There has been a long-term decline in the index of share prices in relation
to the variations in the level of domestic prices, that is, a reduction
in share prices in real terms. These trends are clearly shown in
figures XI¥X and XX, dealing respectively with the total number of shares
and the industrial shares alocne,

Whatever reservations are called for from the statistical standpeint
with respect to the share price indexes, in view of the complexity of this
type of measurement, the trends are sufficiently clear to warrant the
conclusion thet, apart from Venezuela, in most Latin fmerican countries
the unit prices of the shares cuoted on the stock exchange have been
declining in terms of constant prices. The same is true of the industrial
shares in particular, although fewer countries have separate information
avallable on these shares. MNor can it be assumed that these trends;

instead of reflecting what has happened over the period to the real value

/Figure XIX
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Figure XIX
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of the assets of the enterprises behind these shares, are an exanple of
the lack of relation between the compenyts real assets and the dividends
distributed,

Be that as it may, the situation is one that must necessarily
discourage the flow of savings into ownership of shares and securities that
do not provide a fixed yield, in the absence of any significant measure of
participation in the basic decisions taken by the enterprise, From this
standpoint the sharing out of profits by channels other than dividend
distribution, and limited to a few persons, discourages the small share-
holders, who are sometimes unable even to get back the current value of
their investment,

In addition there is another basic structural factor, relating to
the actual level and type of income distribution in latin America: the
result of the heavy concentration of income is that a very high proportion
of the population have little or no savings capacity. Consequently, the
opportunity of buying shares is restricted to the very small section
with high incomes,

Although there is also some savings potential in certain middle
class groups, investment in industrial shares has to compete with other
aims and ambitions for a higher standard of living, which often means that
a fairly substantial share of income is spent on durable consumer goods.
Housing financing is another channel that drains off a considerable share
of the savings capacity of these sectors. Moreover changes in economic
policy often lead to opportunities, largely -of a speculative nature, which
offer much greater incentives than those offered by the regular stock market.

Even the purchase of gold and foreign currency was often a very
attrective form of investment for those who might have been potential

holders of industrial shares.gg

20/ This trend has been observed even in a country like Venezuela, where
prices and exchange policy are much more stable than in other Iatin
American countries, and where personal savings have traditionally
been channelled inteo the savings accounts of the commercial banks,
Between 1947-50 (the first years of operation of the stock exchange)
and 1956-60 stock exchange operations increased tenfold., But in 1960
exchange control was introduced and the bolivar was devalued, with the
result that the movement of foreign exchange on the commercial exchange
rapidly rose to levels much higher than those for share operations,
which fell to a level barely twice that of the first years of operation,

/The inevitable
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The inevitable results of these factors is that even though in many
cases the total number of shareholders 1s relatively large there is a high
degree of concentration of shares in the hands of small groups. In
Colembia, for example, it is estimated that 1 per cent of shareholders
account for 70 per cent of ﬁhe total value of shares, whereas 90 per
cent of shareholders account for only 10 per cent, Similarly, in Chile
it is estimated that 5 per cent of shareholders own 69 per cent of all
shares, whereas 50 per cent own only l.4 per cent of the total.

Hence it is easy to see why most enterprises prefer to place their
shares with small groups of people, often members of a family, onh a direct
basis, and refrain from operating on an established stock exchange that
offers no great prospect of obtaining additional funds, and in faet
recuires a greater promotional effort and a more complex organization,
Moreover these conditions encourage enterprises to adopt the type of
profit~distribution policy referred to, which further reduces attractions
for potential share purchasers.

In recent years better results have been obtained through the
introduction of other systems of indirect channelling of savings into
the purchase of shares, in the form of savings and loan associations and
myutual investment funds, The Crecinco funds are of this type, the first
and most substantial having been established in Brazil in 1957, after
certain not very successful attempts at underwriting. Later, companies
of this type were introduced in other latin American countries, including
Argentina, Brazil, Chile, Colombia, Mexico and Venezuela. These bodiec
employ more flexible methods of mobilizing savings, but in any case their
recent development is not wholly unconnected with the pregress nnd improve-
ment of the stock market as a whole,

Another approach that deserves speciul attention is that used in
Mexico, where the financing of industry through the stock market has been
carried out in an indirect form. In the first place, the Nacional Financiera
has issued its own shares to obtain funds from the capital market, and then
subsequently passed on a large share of these funds to the industrial
sector, OSecondly, the government and private banking system itself has been

converted by the direct intervention of the Bank of Mexico into one of the

/main pramotors
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main promotors of the stock market, through the increase jn its portfelio
of holdings of government &and private securities, consisting partly of
industrial mortgages, Thus it has been possible to some extent to offset
the small participation by the saving public in the direct market of
industrial shares.

The foregoing comments indicate the meed to study in depth the
information gathered regarding the operation of the stock market in the
Latin American countries, from the standpoint both of the institutional
framework and legal provisions in:force, and - of the structural factors
that must necessarily affsct the workings of the market. In relation to
the structurzl factors, it would seem necessary zlso to consider what
is the basic role that the market machinery can play in the particular
conditions found in the Latin American economies, Thus, for example,
in view of the limited possibilites of personal savings because of
the level and distribution of income, the most important measure might
well be to facilitate the transfer of funds between enterprises, in order
to achieve a more rational and effective use of the potential reinvestment
of profits, In any case, in recent times such transfers of funds seem to
* have been effected more successfully, through new methods such as those
referred to; the traditional instruments, on the other hand, do not
.appear to. be effzctive enough in view of the basic importance of the
guestion of reinvestment of profits. Thus there is apparently an
institutional gap in financing that needs detailed study, including a
~ 'full analysis of any develcpments in the. region that might offer promising
possibilities, such as those in Mexico,

{c) loans from foreign ertities.arnd international agencies

The points made in earlier sections justify the conclusion that there
are broad possibilities of increasing the availability of domestic financial
- resources. for industrial expansion derived from both within and without
the enterprises themselves, But even so, the economic policy measures
aimed at realizing such opportunities are likely to come up against
difficulties: that are due partly to the actizl levels of per capita income
in the region, and partly to the capacity to import that appears essential

if domestic funds are to be transformed into machinery and other goods that

/have to
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have t0 be bought abroad. In this connexion the obtaining of foreign
loans to supplement domestic savings and provide a temporary increase

in the capacity to import has become increasingly important in the
financing of general economic development in general and of latin American
industry in particular. Consecuently it is useful to study certain data
relating o the relative importance of foreign borrowing, and the extent
to which external funds have been channelled into the industrial sector,
as against other sectors.

Use has always been made of external funds to relieve the shortage
of working capital, in the form of deferred import payments and short-term
comrercial credits, The degree to which this had been done has varied
widely from country to country, in line with the level of industrialization
and the availability of. domestic funds, Thus, for example, in Argentina
© deferred import payments represented 3 per cent of the value of all
imports during 1951-63, whereas in 1960-62 they represented 10 per cent
of the total (en average of 145 million dollars a year), and commercial
short~term credit represented a net deficit,. In other latin American
countries deferred import payments. represented from 5 to 15 per cent of
the total value of imports, . ) .

Only in 1950 did external long-term borrowing begin to be of permanent
significance, as a result of the lending activities of a. number of
international financial ‘agencies and foreign banks that had formerly
provided credit only sporadically,

The cldest of the foreign agencies to support 1ndustr1al act1v1t1us
in Iatin America is the United States FExport-Import Bank (Eximbank), which
has been the mdin.source of United States loans for non-military purposes
since the Second World War,. Up to the end of 1963, the total number of
loans authorized for Latin American countries for .use in manufacturing
amounted to over 900 million dollars, which represented about 26 per cent
of all Eximbank loans to the region,

The International Bank for Reconstruction and Development (IBRD) has
contributed much less to the financing of ILatin American industry, in both
absolute and relative terms, since only 3,9 per cent of the loans

authorized during 1950~61 were for this purpose, This is due mainly to

/the principles
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the principles governing its activities, since the aim is to avoid
granting loans that might compete with the private capital of the member
countries, One of its subsidiary agencies, on the other nand, the
International Finance Corporation (IFC), set up only a few years ago,
concentrates largely on financing industrial projects, and is empowered
to invest in share capital and grant loans to private enterprises without
government guarantee,

Apart from Eximbank, United States financial co-~operation has been
administered successively by a number of agencies? the Economic
Co-operation Administration, the Mutual Security Agency, the Internationali
Co~operation Administration, the Foreign Operations Administration (which
administered most of the Public Taw 480 funds), and lastly the Agency for
Internationszl . Development, The last-named, in addition to carrying out
the activities of its predecessors, absorbed the Development Loan Fund,
and is now responsible for co-ordinating the action of all the United
States government agencies concerned with the Alliance for Progress.

Thus far industrial activities hawve not been the main object of the work
of these bodies, but their contribution in this respect has been appreciable,

The aims of the Inter~Americen Development Bank (IDB), established
more recently, include the financing of specific development projects and
the encouragement of private investment, Thus far it has allocated 18 per
cent of the loans authorized to industrial projects, although the percentage
is considerably higher if account is taken only of the regular funds and
the special operations fund,

In recent years other external financial bodies have begun to
participate in the financing of latin American industry, These include
guch institutions as the German Kreditadstad, the Japanese Export and
Import Bank, the French bank pool headed by the Crédit ILyonnais, and the
Italian Banca di Crédito per il Lavoro a 1'Estero, This list should also
include the recently created Atlantic Community Development CGroup for
latin fmerica (ADELA) which has just begun to operate,

The total amount of the external loans approved by this group of
sgencies for the financing of industrial activities in ILatin America

between 1940 and 1963 was about 1,300 million dollars, the proportions

/granted by
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granted by each being: Bximbank Tl.5 per.cent, ID3 11.9 per cent, IB:iD and
its subsidiary bodiés 948 per cent, the Mutual Security Programme 5,8 per
cenu, and other agencies 1 ‘per cent. ‘ S

 The growth of the operations of these bodies is demonstrated by the
fact that the anmual averages were 6.5 million dollars in 1940-49, 36 million
in 1950-54, 7346 million in 1955-59, and 165.9 million. in 1960-63..

In relation only to 1951-60, the total volume of loans for industrial
purposes pald by these bodies represented 20 per cent of all long~term
loans received by th«= Latin American countries, and 10 per cent of domestic

2_1/ .

The proportions differ widely from- country to country. In some

countries, generally the smaller and less industrialized, where long~term

long~term loans for the industrisl sector.

domestic loans are particularly hard to come by, external loans, however
small their volume in absolute terms, represent a large proportion of the
total credit;,.even though the tendency has been for external loans to go
nainly to the most industrialized Latin American countries, which also
have the largest canestlc markets and a more anmple supply of long=term
aom.stlc credit,

Thus, for example, 88.7 pef cent of the loans authorized by E:rimbank
and 89,5 per cent of its actual disbursements have gone to four Countries,
Argentina, Braiil; Chile and Mexico, while three others, Colombia, Peru and
Venezueala, rééeived another 7.6 per cent, leaving only 2.9 per cent for the
reﬁaining countries. The distribution of IDB loans between the same three
groups of counbries was 64.9, 1h.7 and 20.4 per cent, and of International
Finance Corporation loans 64, 34.6 and l.4 per cent. ' '

As fo distribution within the induétrial sector, funds have gone
mainly to such highly capital=intensive industries as iron and steel, pulp
and paper, chemicala, and cement, especially in the countries: that have
received the highest share of external loans. Medium~size industry, on the
other hand, appears to have received less than 10 per cent of ‘the total,-

through industrial banks and other similar national agencies.

21/ Attention is drawn to the provisional nature of the figures presented
here, which in many cases are based on ¢stimates not supported by
well=grounded basic data.

/The allocation
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The allocation of loans to given industries has been due mainly to
the availability of projects that meet the requirements of the lending
agencies, Conseguently the possibility of channelling a higher proportion
into the smaller-scale industries depends to some extent on the capacity
of national planning offices in latin America to draw up plans for the
development of the industrial sector that will permit a more flexible
type of operation, and alse on the efficiency of the specialized State
agencies concerned with the granting of external loans to medium~scale
and small industries,

With respect to the form in which foreign loans are granted, one of
the most important features for latin American industrialists is the
period of repayment, Thus far, even though, the periods have not been
particularly long (rarely over eight or ten years), they are at least
much longer than those for loans from domestic sources. Similarly, the
interest rates are much lower, normally between 5,5 and 6 per eent, as
against the very high rates for long-term domestic loans, or for the
constant renewal of short~term or medium-term loans from the national
bank, However, this is not always true of suppliers! credits from abroad,
which often involve surcharges on the basic prices, as well as the interest
charged by the supplier or the insurenee agency acting for him, and the
commission charged for the bank guarantee in the purchasing country which
is always recuired,

Against the encouraging aspects indicated above, there are often a
number of difficulties associated with the use of foreign loans for
industrial purposes. These include such problems as the lag between the
avthorization and disbursement of the loan, and the ebligation often
attached as condition to the loan, to buy imported goods'in the country
granting the loan, usually on less favourable terms than could be obtained
if the borrower were free to dispose of the funds as he wished,

(d) Direct foreign capitzl contributions

The same factors that have enhanced the importance of external loans
- the inadequacy of domestic savings and the difficulty of converting them
into terms of imports of production machinery and equipment - have also

made the provision of incentives to direct foreign investment one of the

/primary objectives
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primary objectives of financing policy in the latin American countries,
Furthermore, what is involved is the channelling not only of additional
funds but also of foreign investment'!s traditional potgntialities a3 a
vehicle for the transmission of technology and the assimilation of more
advanced organization and menagement patterns, These positive contributions
must be weighed sgainst the disadvantages that mey attach to direct capital
investment as compared with external loans, from the standpoint of its
long~term cost (since it gives rise to a permenent flow of remittance
sbroad) angd the competition with domestic enterprises to which in many

cases it may lead, Thus, it is not only the nature of such investment

but its modus operandi that is. important: whether it conbributes to the
developﬁent of new undertakings entailing more exigent recuirements in
respect of capital and technicue, or is channelled towards manufactures
which would .be within the immediate reach of.domestin_productidn,capapity;
whether it really represents higher levels of efficiencj‘and productivity,
or adapts itself more or less passively to the general conditions_Preyailing.
In most cases, the policy pursued by the Latin American countries.
with respect to foreign investment in. the manufacturing sector has differed
little from that applied in relation to foreign investment in general,
and does not seem to have embodied many selective criteria directing such
investment towards those branches of industry which are more highly
capital~intensive and more exacting in their technologicel demands, )
Interest in attracting a bigger flow of difect.fp}eign investment.
has been particularly manifest since the mid-fifties, It has found
concrete expression largely through over-all economic policy measures
which have also .served other ends, as in the case of the reduction or
aboliticn of.exchange centrols on financial operations.end the removal
of obstacles to capital movements, as well as in that of internal
stabilization efforts, These general measures have bsen supplemented by‘
& wide variety of special provisions, relating to tax concessions. and
other incentives,. guarantees respecting the_remittance of profits and
repatriation of capital for investment.in specific activities, special

systems of accelerated depreciation, etc, Broadly speaking, however,

/o organic
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no organic body of regulations exists, and the series of measures adopted

seems to have.been the outcome not so much of a clearly-defined policy as

of unwillingness to offer fewer inducements thas other countries competing
for foreign capital from the same sources,

Nor are there any important legal restrictions or provisions
implying preferential treatment for domestic enterprises, Over-all
industrial development legislation and other incentives and privileges
are thus, with few exceptions, autaomatically extended to foreign firms,
Moreover, encouragement has been given to the establishment of mixed
enterprises in which domestic capital is associated with foreign private
capital, the idea being that such a combination offers some advantages
over foreign investment proper.

It will be useful, therefore, to present some systematized data on
the effects of this policy, both as regards the amount of foreign invest-
ment that has been successfully channelled into the industrial sector
~ in zbsolute terms and in relstion to total direct contributions from
abrozd -~ and with respect to the distribution of such investment by
countries and its allocation to specific industriszl branches and
activities, Other special features of the policy's operation will alse
be touched upbn.

Cnce again, considerable limitations are imposed by the statistical
data available, Inter alia, such information is- generally confined to
United States investments, and does not give the same details on those
of other countries. Admittedly, however the United States accounts for
the major share of aggregate foreign investment in Iatin America,

Over the long term, United States direct capital investment in
latin America does not seem to have grown particularly fast in relation -
to pre~depression levels or to the part it plays in other areas,

Aceording to ‘estimates, by 1929 it had reached a cumulative total of

about 7,220 million dollars {(at 1959 prices), but after the depression

zn abrupt decline took place, followed by a relatively slow recovery, until
levels similar to that of 1929 were once more attained in 1954-55. In 1962,
total direct investment exceeded that 1929 figure by only 12 per cent, This
evolution is in contrast with that of United States direct investment in

other regions of the world, Starting from similar levels in 1929

/- 7,820 million
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~ 7,820 million dollars (at 1959 prices) -, which it regained in about 1940,
it pursuved an.uniﬁterrupted upward trend that sherpened after 1955, so that
by 1962 its volume was two~and~a-half times greater then in 1929.. As a
result, the relative importance of the United -States! investments in
tin America, which in 1929 had represented nearly half of its foreign
investment throughoﬁt the ﬁorld, steadily dwindled fram 4O per cent
in 1940 and 1950 to 34 per cent in 1955 and under 23 per cent in 1962,
Within this general picture, significant differences are observable
in the share correspondlng to 1nvestment in manufacturleg industry. In
other regions, the evolution of 1nvestment in this sector keeps parallel
to that of total 1nvestment, so that the proportion it represents continues
to hover, with very sllght fluctuatlons, around 40 per cent., This does
not apply to Iatin Amerioa, where the relatlve importance of investment
in manufaoturing induetry,withln total United States investment increased
from 6,6 per cent in 1929 to 7.6 per cent inrlQLO, 16.5 per.cent in 1950,
20,8 per cent in 1955 and122.3_per cent in 1962, Thus, despite significant
increments, it did not reach levels comparable with those steadily
maintained in the rest of‘tﬁe world, ' | N
The direct investment_pleced in Ietih Amerioa by other countries .
(in particular, the Federal Republic of Germany, France, Italy, Sweden,
the United Kingdom,_etc.) has followed different trends, since the two
world wars, with their ehatﬁering impact on these countries! economies,
virtually called a halt to 1ts expan51on throughout the perlod 1915-50.
During the second half of the flftiee, European investment steadily gained
in importance, but even so, hy 1962 it aid not total as much as one-fifth
of the amount correspondlng to Uhlted Statee 1nvestment On the other
hand, the share of 1nvestment 1n manufacturlng 1ndustny would seem to
have been relatlvely greater, although the quantltatlve data avallable :

25
are insufficient to provide exact eV1dence.

gg/ In Venezuela, for example (excludlng the petroleum and mlnlng sectors),
at the end of 1964, allocations to industrial activitiés constitutes
about 45 per cent of the total direct investment.placed by eight
European countries, whereas in the case of United States investment
the corre°pond1ng proportlon was a llttle under LO per cent.

/The ba31c
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The basic data relating to the distribution of United States investment
among the Latin American countries are presented in table 40, from which at
least two major inferences can be drawn. Firstly, industrial investment is
relatively highly concentrated in a limited number of countries; and,
secondly, the proportion of the total constituted by direct investment
in manufacturing industry varies very tonsiderably from one country to
anothers

As will be noted, three countries =~ Argentina, Brazil and Mexico m
absorb nearly 80 per cent of all direct United States investment in Latin
American industry; and this proportion rises to nearly 90 per cent if
Venezuela is included, In the three countries first mentioned, industrial
investment accounts for over 50 per cent of their respective direct invest-
ment totals, This share is much bigger than in the other countries (39 per
cent in Uruguay, where, however, the sums involved are relatively small in
absolute terms; 26 per cent in Colombiaj 14 per cent in Peru; and less than
10 per cent in all the remaining countries, including some in which industry
is at a relatively advanced stage of develomment ~ for example, Chile, where
the proportion in question is barely 4 per cent).

It is easy to see that a correlation exists between this geographical
channelling of investment and the size of the domestic markets concerned,
whose effects do not seem to be mitigated by the relative uniformity of
the foreign investment policy pursued by almost all the countries of the
region, which wight have been expected to result in a more balanced distribu~
tion of investment resources. One explanation lies in the fact that such
investment is directed as a rule towards import substitution activities
geared to the domestic market, and only in exceptional insténces, as will
be seen later, towards the development of manufactures that might ultimately
become export lines, in which case the size of the home market would not
matter so much.

As regards the distribution of foreign investment by branches of
industry, the catesories given in the available statistics are usually
too broad to be described with relative accuracy as dyhamic or slow-growing,
or classified with reference to the degrees of technological assimilation

and capital-intensity involved in their development, 1In the particular

/Table 40
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Tabla 4O

" AMOUNT AND RELATIVE IMPORTANCE OF UNITED STATES DIRECT INVESTENT
IN MANUFACTURING INDUSTAY IN LATIN AMTCRICA, 1963

Proportion of

" Total Direct
_ . _ direot . investment 7 t::::s%:::t
Goun‘tt‘y . ' investmont in. industry reprgsented by
. s/ S - e/ investment in
(Mi1lions of dollars) - industry
(peroentages)
Argentina - 828 . Lisky .55
Brazil _ S 1128 . : 663 ) 59
Chile ) 765 27 : 4
Colombie 465 _ 120 26 .
Mexiso . 907 . 503 - 55
Panama o 620 12 2
Peru | | g < 14
Urugusy . _ ol 0 : 39
Venszuela - 2807 202 P 7
Other Latin Amerisan countriss 635 29 | 5
Total - B 657 S 2 103 b/ o

Source: United States Department of Commeree, Survey of Current Business, August 196U,

g/ Book values, gunerally at original depreciated cost, and not nesessarily refletting current
replacement values, ‘ :

b/ The breakdown by sountry does not edd to total in the souras (Secause of rounding).

/case of
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case of United States direct investment. its distribution seems to have
gradually altered in confbrmiﬁy'with the general changes undergone by
industry in Latin dmerica, For example, in 1929 investment in "food" was
equivalant to more then half of manufacturing investment, while the addition
of "chemicals and allied products! and "motor-vehicles and equipment" brings
this proportion up to over three—fourthsgéﬁ/ Subsequently, the share of
1food" progressively declined (to 20,2 per cent in 1950 and lhi.4 per cent

in 1955)3 that of '"motor-vehicles and equipment" also decreased slightl
(134 per cent in 1929 and 11,2 per cent in 1955),3&/ whereas there was

an increase in the proportions corresronding to "chemicals and allied
products® (from 10,4 per cent to 29.8 per cent), "rubber" (to 1ll.L per
cent), "primary and fabricated metals" (from 1.3 to 3.8 per cent) and
"electrical machinery" (from 3.0 to 9.4 per cent), The share of the other
branches of industry remained practically constant, at about 17 per cent.
The outcome of this process was that by 1955 almost one=third of United
States investwent in manufacturing was concentrated in "chomicals and allied
products’, and a somewhat larger proportion in "food", "rubber", and "motoie
vehicles and equipment", The industries manufacturing "chemicals and allied
products’ are located mainly in Mexico and Argentina, those processing "food"
in Argentina and Brazil, and those producing '"motor-~vehicles and equipment® |
in Mexico, Brazil and Venezuela,

Other data, from national sources, afford a few additional indications
of the patterns of direct foreign investment in manufacturing activities in
specific countries, In Peruls case, for example, it is estimated that
86 per cent of the total was concentrated in petroleum~refining and the

working of noneferrous metals, while the remaining 14 per cent was distributed

23/ See United States Department of Commerce, U.,S. Investments in the
Latin Anmerican Economy, Washington, 1957, p. 140, table 39.

24/ New United States investment in the motor-vehicle industry must
certainly have increased this proportion since 1955, European
invegtment has also shoun a tendency towards conceatration in this

activity., No data are available, however, that afford more accurate
evidence of these changes,

Jover a
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over a wide renge of activities, including food rrocessing (wheat our
:nd edikle fats and r.ls), taxtile, footuear and clothing industries,
tanneries, manufaciture of chemical and pharmaceutical rroducts, the
cement industry and the metal-transforming industries, In Argentina,
rather more than 40 per cent was channelled into the activities |
manufacturing or processing nedicinal products, food and beverages,
ﬁextilesg simple electrical appliances, tobacco, rubber, paints and
varpishes, periumery and tollet articles; 10 per ccnt wes stiracted to
agricultuvral end forest industides, packing-blants and by products of
animal origin; and less than LO per cent was invested in the metallurgical,
machinery and allied industries, indusliial chemical products, building
materials, glass and plastics.

Taken as a whole, these fragmentary indications suggest the absence
of any clearly-defined criteria such as might have guided foreign invesitw
ment into specific manufacturing activities that were more difficult to
develop through the recruitment of domestic resources. Hather it would
appear to have been distributed over a caaplete cross-section of Latin
lmerica's industrial strueture, joining with domestic enterprise in various
fields, The recent development of the motor-vehicle industry, on the other
hand, seems to constitute an exception, as in several countries it is
primarily in the hands of foreign firms.

These are, of course, .broad generslizations, end it must not be
Torgotten that the situation may differ substantially frem one countiy
to another, This is indirectly attested by data on the innub of capital
per person employed in United States industrial enterprises operating
in Latin Americe, although the figures are somewnhat cub of date (they
relate to the year 1955) and nay have been considerably modified in
vacent periods. According to them, while the average anount of capital
investment per worker was about 8,100 dollars, levels approaching or
exceeding 12,000 dollars were registered in Brazil, Hexico, Peru énd
Venezuela, as againsh 3,800 dollars in Argentine and 5,300 in Chile,

Just as the distribution of foreign direct investment by branches

ol industry seens on the whole o have followed the pattasm prevailing
o =1

/in domestic
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in domestic industrys no very different policy was pursued with regai
to the markels of destinction of the coriesponding production, It is
estimated, for example, that in the case of manulzeturing onterprisss
based on United States capital over 94 per cont of the sales registered
in 1955 were effected in the internal markeis concernad, this proportion
dropping to 9L per cent in 1963; In the course of those cight years,
therefore, the share of exports only represented from 6 to 9 per cent
of the sales of such enterprises, despite the fact that they included
scme goods which represent a low level of processing of primary productss
whereas exports accounted for about 60 per cent of the United States!?
aggregate direct investment in non~manufacturing activities.

Some attention should also be devoted to a few data on the percentage
relationships bestween foreign investment and domestie capital. Tn this
connexion, a study by the United States Department of Gommerceaé/reached
the conclusion that in 1957 the capital of United States fipms .- Industrial
and non~industrial -~ operating in Latin America was distributed as follows:
85 per cent in enterprises with more than 95 per cent of United States
ownership; 12 per cent in enterprises in which the corresponding proportion
ranged from 50 to 95 per cent; and only 2 per cent in undertekings in
which the United States owned less than a halfe-share, This structure.
was virtually the same as it had been in 1946; according to estimates,
howsver, the tendency to operate in association wita locai capital has
been growing more marked since 1957, partly, it would sesm, on account
of the higher proportion of investment allocated to mannfacturing industyy,
where the procedure in gquestion is comaoners

28/ in

115 industrial corporations, with 411 affiliates in Latin Americe, reveals

Research on investment in industry carried cut in 1957

L — T ————— . A

25/ United States Department of Commerce; U,3. Business Tuvestuments in

L

Foreign Countries, Washington, 1960, pe. 101, table 13.

26/ See Raymond F, Mikesell (eds), U.S. Private and CGovermmenty Investment
Abroad, University of Oregon, Ergene, 1962. pp, 80-81, table IV-l.

/that 82 per
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that 82 per cent of the latter were "subsidiaries” (ice,, 3L per cent
or more of the voting stock was owned by the United States corporation),
4 per cent were "oranches" (wholly owned by the corporetion) and only
14 per cent were "assoclated companies! (50 per cent or less owned by
the corporation). Similar proportions are recorded for affiliates of
the same corporations in other regions of the world, Counsiderabvle
differences are observable, howsver, among the varicus countries, Thus,
for example, the propbrtion cf the total number of affiliates represented
by associate companies is 23 per cent in Chile and 2L per cent in
Axrgentina, remains very close to the average (14 per cent) in Brazil,
Colombia, Mexico ahd Venezuelsz, and stands a good deal lower in other
countries, including Perw, where it ia 5 per csat,

To sum up, the Latin American countries do not seem to have
succeeded in attracting an increasing proportion of international
novements of private capital towards their respective economies, at
least in relation to the United States direct investment chamnelled
into other aress, In contrast, the average share of such investmen®
allocated to manufasturing industry has increased, although with |
striking differences from one couﬁtry to anothewx, In this connexion,
the relative wniformity of the incentives and terms usually offered
to foreign direct investment has not made for wider geographical
distribution of investment in industry, On the contrary, such
investinent is intensively concentrated in those three or four Latin
American countries where the domestic market is largest in absoluie
terms, This state of affairs is linked in twin to the fact that |
foreign enterprise has directed its activities on nueh the sans lines
as domestic industry, giving priority to import substitution activities

and making no major effort to.develop new manufacturing export liness

/The distribution
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The distribubtion of investment by branches of industrr hes also been
very similar. with the result that its potential contribution to the
expansion of the basic structure of Latin fmerican industry and to
the more rapid sbsorphion of technology has not fully materializad,
Again, most of the enterprises in which investment has Dbeen placed
have retained the status of subsidiaries of corporations with thelr
head offices abroad, the rezl share of associlated domestis capital
being very modest.

The foregoing observatioﬁs, of which the prineipal aim is 1o
evaluate the scope and efficacy of the domestic policy instruments
bearing on foreign investment, must nct be interpreted as wmder
rating the latter!s contribution to Latin America's industrial growth,
Jome of the trends indicated - for examcle, the proportion of sales
represented by exports; or the degres of associstion wilh domestic
capital - have become more markedly favourable of late, and at all

events their signifiecance in absolute terms is by no means negllglule,“':y

27/ It is estimated, for evample, that foreign companies accoimbed
for aboubt 3.5 per cent of the industrial product ia 1955 and
nearly 6 per cent in 1963. Morsover, in recent years they
contributed appreximately 10 per cani of *+otal investment in
manufacturing industry in such couvntries as Colowmbiu and Peru,
while in the case of Argentina thelr share rose from 3 per
cent in 1953 to 7 per cent in 1957 anid to a peak of 13 psr
cent in 1959, standing st around 10 per cent in 1960 and 1961,

¢ »
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3. Agencies goncerned with the formulaticn, soplicaticn
and contrel of industrial policy

The inference to be drawn from all that has been said in the precent
chapter, and particularly in its first sectivn, is fairly cuvious. Breadly
speaking, industrial policy in the Latin American countries is deficient
in co-ordination and continvity, The lack of continvily wouvid be shill
more in evidence if, instead of the references to the past that have been
rather sporadically made when specific topics have given occasion to do so,
a systematic study of the changes of policy recorded during a significant
period in any of the countries of the region were to reveal how frequent
and far-reaching they have been,

Several factors seem to have been responsible for the want of
continuity. As has been pointed out, industrial pelicy has been, up to
& point, a mere by-product of the pursuit of more general objectives,
and has therefore tended to alter its course with every change in the
circumstances vy which these objectives have been determined, often without
due consideration of the potential effects of such changes on the specific
conditions attending industrial development. For the same reason, the
incentives accorded through particular instruments are usnally weakened
or cancelled out by other provisions or measures whose motivation has
nothing to do with industrial development aims. Nor has it always been
possible for industrial policy to look sufficlently fer shead. For this
the indispensable requisite would te a long-term frame of reference. CUnly
by its means could immediate needs be evaluated in »elation to objectives
broad enough to evoke, as criteria on which to base decisiouns, considerations
of future expediency and desirability bearing on the very structure of
industry and on the essential guidelines it should follow. Henece it is that
25 a rule the incentives provided have bzen of an over-all and not very
selective type, directed towards the mapufactvring sector as a whole,
and making little distinction between specific industrial branches or
activities,

It is for this reason, too, that in some basic respects what might

be considered the determinant of a Lalin American industrializatioy
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tatrategy™ stem from the cumlative effects of relatively \poqtaneou%
wrends rather than from rationally metured decisions. The possibilities
of con&nn&ng 1mport substitution efforts with endeavcurs to nrorote and
dlverqﬁy-exporus of menufactured products; the relative importance of
looking towards the market for final goods or towards the 1ntegrated
industrialization of domestic recscurces; the location of indusirial
activity within each country and in the region as a whole: the most
recommendable form of absorption of technology; all these questiocns, and
as many more, are being settled in pf&c*iCm it would appear, without the
guidance of a clear-cut and continuing industrial pollcya '

The relative importance of the various insiruments hes alvo undozﬂonu
changes, in the course of time, which create the impression, in some
instances, of an attempt to amend or reorientate those formerly preponderant
rather than steadily to broaden and improve industidal policy as a whole, |
The tackground information outlined in przceding sections suggests that
throughout a whole phase, which culminated in the early forties, the
encouragément given Was‘chiefly confined to protectionist expedients;
thenceforward, the State undertook direct promotionél activities, which did
not bear their most important fruit until the beginning of the fifties; and
subsequently emphasis was 1aid on indir°ct incentives prov1ded through
over-all development measures. In some countries, the lect-named were
suPplementany to the continuance of an energetic State promobion policy, but
in others they seem rather to have superseded 1t although there was no
reason why the two lines of action should have been 1mcompat3bleo

The importance of these aspects of the proolem would be more readily
grasped if they were illustrated with a classified list of the vericus
public’ bodies that, in the last anaqy51g, are GOHCETHQQ vith the formulatnon
and appllcatlon of industrial policy in some of the Jatin American countries.
It would be necessary to begin w1th those that exert an indirect influence,
through over-all economic policy measuress the "anistries of Finance, moﬁetary
authorities, boards of foreign trade and similar machinery, and the rest of
the instruments relating to monetary, tax; credit, e.change and‘tariff policies

or to impcrt and export controls; the Ministries of Labour and Social Security,

/and other
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and cther agencies naving to do with wage nelicy: the kiistirles of Heonumic
Affairs, or agencies idre specificalily resrconsibiz for price policy; the

2d hoc commlitiecs or boards empowsred to decids on yuestions of foreisn
investment, ete. \

A secord catcgory would irclude those bodies which share in %he work
or responsibility of formulating specific aspecis of industrial nolicy, In
sontrast with the lengthy list in the preceding paregraph, what is likely to
be noted here is a shortage of efficacious machinery. DlNove oiten than not,
over-all industrial development measures are ncrbh_i]mT but a hecp of suciessive
laws aznd resolutions that can hardly be traced to any over-all criterion.

Tn cases where they have been assembled into a more organic whols, the
necessary move has frequently been made by the Tndustrial Divis*ona oxr
similar departients of the Ministries of Ecoromic Aflairs ¢ of Pv““_Opm o,
which are resoonsibTe for seeing that certain requisites are complied with,
Tndustrial credit policy proper, and measures to promote tie installation

of new industries, have often been left in the hands of the executing
agencies themselves, which are handicappad by the lack of clearly- efinéd
gniding principles, Consequently, the industrial activities thot are absorbed
or undertaken by the State are usually the‘product of a mere process of
agpregation, and come to cdnstitute veritable watertight oupartments; they
have no proper lines of policy, no central authoriﬁy o set up standards of
productivity and efficiency, and no appropriate auditing systems, The same
factors undermine the effzcts of State promotion of private enterprises and
of the industrial credit supplied by public bodles, which awrs thus more
exposed to ths influence of pressure groups.

In the field of application of indusirial policy, there is oace again
a multiplicity of agencies, with the resulting duplication of functions, and
the more nebulous are the general guidelines laid down, the more detvimsnual
do these characteristics prove. Eucept for a few organizations which adopt
an integrated approach to the various aspecis of development in the areas
they specifically cover, a proliferaticon of lecal instrumencs is superimposed
in some instances, on & large number of agencies operating at the national
level, and the existing problems are thus apggravated, ILastly, institutions

responsible for supervising the results of industrial policy, with a view

/to evalvating
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to evelusting its efficacy and mking timely surggesvions as tc the reforms
or changes ol course that evperisnee seems to cdvoeate, are Izw and far
between, or limited in their terms of reference,

In this institutional framework, privete enterprise canov res)ard
with full vigour to the incentives offered. It is seldom consulted in
comnexion with the formulation of indusirial policy, whose lack of contiruity
drives it to base its decisions on short-term objectives, rather than on
more lasting apd far-reaching prospects,

Some measure of institutional dispersion is inevitable, and to a great
extent necesséry so that different functions can be fulfilled by differ,nt
specialized agencies., But this does not cbviate the need for a central
organization to formulate industrial policy at the appropriate level, or
for the concurrsnt availability of suitable co-ordination machinery,

The work involved will be facilitated as Latin America perfects its
development planning efforts and cverhauls its administrative organiszation
accerdingly. Planned industrial deﬁelopment may help to ensure that
industrial policy has the reguisite cohesicn and continuity; to increass
the efficacy of promotional activities on the part of the State; and to
provide opportunities, through the plamning machinery itself, for the
private sector to play an active part in the formmlation and periodic

revision of the policy in question,
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INDUSTRIALIZATION PRCSPECTS IN LATIN AIRRICA

1.  New incdustrial development regquirements

The foregoing analysis of Latin American industry, covering its past
history, its main characteristics at the present time, anc the industrial
policy that has influenced its development, suggests a few general conclusions
which, in their turn, are useful indications of what are likely to be
important aspects of the sectorls future evolution,

In brief, the study of previous growth trends highlights the following
points:- through the operation of various factors; the Letin American
countries = some of them for a long time past - have found themselves faced
with particularly exigent industrialization requirements; these recuirements
are only partly satisfied by the industrial development actually achieved,
which in recert periods has bzen bebraying manifest sywptoms of weakness,
at least in relative terms; at the stage now reached, very considerable
differzances are to be found among the various countries of the region as
regards their industrial growth, Lastly, despite these divergant
situations, nearly all of them are passing -~ more or lesc abl the same time,
although for different reasons - through crucial phases of their resnective
industrialization processes, whosc way ahead is beseb by formidable obstacles.

The study of the industrial sectorfs present characteristics, in its
turn, helps to define the scale of cther basic problems, such as the marked
geographical concentration of industry; dits high costs and pricss; and its
structural and institulional disequilibria, deriving froz insufficient
internal integration, from the superimposition of widely differing types
of enterprise and patterns of organization, and, therefore, from great
disparities in the levels of productivity asttained.

Finally, an attempt to evaluate the industrial policy pursued in the
past shows that although it has made valuable contiibutions, it has lacked.
cohesion and contimmity. These and other weaknesses, in the last analysis,
can hardly be remedied otherwise than within the framework of effective
industrial planning,

/In more
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In more than one respect, projections indicate thnt the
industrislization requirements noted in the past will be intensified in
vhe future, while it is easy to foresee tha®t in order to meet them
developnent patterns different from those previously followed will have
to be worked out, as has been shown in earlier chapters, The weaknesses
referred to above zffect even the dynamic lactors that speed up the
industrialization process, including import substitution activities, which
will no longer be able to play the leading role; and will have to give
place to new driving forces, linked rather to the expansion of internal
demand, But in addition, the stages through which industrial development
has passed - given the special conditions peculiar to each country -~ have
brought it to a point at which it must be recast in new moulds, with
particular regard to the requirements stemming from the gradual integration
of Latin American industry,

Discussion of the requisites and probable implications attaching
to these changes in industrializaticn patterns must be preceded by
somewhat more detailed consideration of the new demands -~ as well as the
new opportunities ~ with which industrial development in the region as a
whole and in each of its individual countries seems to be conironted.

It might also be appropriate to add a few remsrks of a nore general
character, relating to the actual direction that should be taken by the
industrialization effort in Latin America.

It would be a mistake to interpret the process from the restricted
angle of the expansion of production capacity and cf ocutput of manufactured
goods without viewing it in the broader perspective of the social and
cultural change with which it must of necessity go hand in hand. In this
context, the industrial process, in the strict scnse of the term, is
only the means to the end that consists in building an “industrial
society", characlterized by the features comnonly attributed to it: a
rational organization of production, both in menufacturing and in the
other sectors of the economy, which in turn implies the extensive
application of science and tecinology throughcut the whole field of

production of goods and services; an equally extensive participation

/of the
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of the population in consumption, sc that the benefits of technical
prozress reach all socizl groups; and an "open" social stratification
systeln, supported by modern wethods of educaticn capable of forming the
necessary talent and ecuipping the whole porulation to understand and
tale part in the industrializetion process.

This entails the combined operaticn of several factors: Tirstly,
social. aspirations, in terms of better levels of living for the individual
and for the comuunity, equality of opportunities; and social and economic
security, including security of tenure in employment; secondly, scientific
absorption of technology, and ability to adapt it Lo the specific
conditions of the enviromment, so that it may provide new stimuli to
growth, and, lastly, an econamic organizavion consopant with these
aspirations on the part of society and meeting the requirements for the
efficacious application of technical. advances.

In the light of the typical qualities of an industrial sccieby,
some of the limitations of Latin Americals industrislizstion effort up
to the present time may be recognized, and this in turn may help to
ensure that future endeavours are directed slong more satisfactory linesa

For example, scme of the data presented in earlier chaplers would
seem to suggest that, up to a point, industrial development has
represented a sort of enclave within the traditional organization, not
as sharply=defined and certainly much brozder than thalt sonetimes
constituted by specific activities based on foreign capital and zeared
solely to primary esports, but none the less significant for that, In
other words, the industrialization process has not Lzen accompanied by
sufficiently radical changes in the structure of society or in the
economic structure of other sectors,; to which, on the contrary, industrial
growth patterns have had to be adapted. This is partly because in many
instances the industrialization preceess was set zoing less by iaternal
factors than by the impact of external events, and the subsaquent
development of industry, from the econcnic, cvliurel and technological

standpoints, has been equally dependent upon foreign influence.

/In essence,
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In essence, the assimilacion of technolozy has besen g paseive
orecess, gonsisting mainly in training in the operation of new production
equipinent, bubt not affording sufficient mestery to provide a basis for
ereative activities that might have been reflected at least in the
adaptation of teclmical progress at the world level to the special
conditions of the Latin Americanlenvirdmnentg‘ Even this passive absorption
iz concentrated in specific sections of the procduction system - in the
economy as a whole and within the menufacturing sector iteelf =~ so that
veritable strata of technology have been formed, with strongly-naried
differences between them, It would thus be more appropfiate to speak
of the superimposition than of the assimilation of technology, and of
training in the use of techniques transplanted from abroad, rather than
of technical Imow~how, Cbviocusly, there is no question of under-rating
the tremendous source of benefit represented for the developing economies
by the technical advances achieved through the efforts of more highly
developed countries; the matter at issue is the ability to understand
ther: and turn them to acccunt in situations with special eharacteristics
of their own that sometimes include a different set of available '
resources, whose economically efficient exploitetion by virtue of science
and technology is another essential long-term development requisites

Nor has Latin America succeeded -~ as can be deduced from evidence
to which reference has been made in previous chapters, and will be made
again later - in buttressing its industrial development by extensive
popular participation in consumption, The real markets for several
categories of manufactured goods have been constituted by relatively
small sectors of the region®s population, while obher groups. especially
in the rural areas, tzke little or no share in consunption of the goods |
in question, using only-a few essentlal industrial nroducts. The
possibilities opened up by mass production, .end the orportunities for
repid expansion, have thus been throwm avey. Hence, too, the frequent
tendency for import substitvtion activities to be much more dynamie iu

character than the growth of domestic demand.

/The persistence
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The persistence of archaic patterns of land tzmure and use 3s
perhsops the most eloguent 4estimony to the fact that industrial
developinerit has not been accompanied by a sinulitansous metemorphosis
of the traditicnal structure of society. To this is linked the
aforesaid total or partial exclusion of the rural population from
participation in modern patterns of consumpiion, as well as the failure
of technical assimilation to reach a high proportion of the asricultural
sector, ithich thus has no chance of applying now methods of farming
that in their turn signify additiomal markets for expanded manufacturing
productions

In short; it must be fecognized that in exdsting conditions there
"is a narked dephasing between those social aspirations that can be
summed up in the desire to establish an industrial scclety, and the
corresponding reforms in the traditional scocial structure, including
provision of the training required if science and technology are to be
used as basic instruments of development. These are factors bearing on
fundamental aspects of industrialization in Latin Auerica; but Lo
analyse them in detail is beyond the scope of the presént study, in
which they are merely mentioned by way of ackmouledgenent that a productive
interpretation of the process calls for a broadsr perspective thon is
afforded by economic considerations proper, although further allusion
to scue of them mey be made in a more Sp901flc contex

It is also worth while to bear them in mind for the purposes of
defining what are described throughout the following pzges as new
"industrialization requirements", The application of this term to the
factors of which mention will be made might give the Jmpre331on that
the responsibilities concerned are incumbent solely on the manulacvuring
sector, vwhen as a natter of fact their discharge depends upon rmuch
broader decisions and lines of action, 4 dephasing of the Idnd menticned
above cannot zo beyond certain limits since the archaic patterns of a
feu sectors hamper possible changes in others, Thus in default of
other basic reforms industry could not be expected to develop at a

particularly rapid rate, nor would sisnifiecant changes be likely to

Joccur spontancously
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occur spontaneously in its growth patiterns, which in the lagt analysis
are determined by characteristics of the soclal structure that the
industrial sector alone is powerless to alter,

Thus, it is in the context of this interdependence between eccnomic
factors and those of a sccial and cultural nature that a place may be
found for the more specific considerations formulated bslow, in relation
to.possible determinants of change in the over=all economic fremework
within which the region's industry has been developing,

(a) The general economic setting for future industrial development

1ith this last end in view, il may be useful, in the first place,
to review the over-all development policy that has been taking shape in
Latin America during recent years. An attempt will be made to pick out
those of its characteristics which may exert a significant influence on
the rate and patterns of industrial growbh. |

In very general terms, attention may be drawn to a few salient
features of this nev development policye The first of these is the
decision to orsanize systematic efforts aimed at ensuring tie attainment
of minimun growth targets for per capita income, and to use planning as
a basic means to that ends Secondly, it is recognized that such & policy
must incorporate specific income redistribution objectives, which implies,
inter alia, acknowledgement of the need for agrarian reforms, Thirdly,
the condition in which such efforts and decisions are undertaken ov
adopted will be likely to include progressive nodifications of the
structure of international trade, with the resuvlt that developing areas
will enjoy opportunities of expanding their trade more rapidly and will
seec an improvement in the stability of their external income, as well as
changes in the composition of their trade that will make for the
incorporation of manufactured products into the traditicnal export flows
of the less developed countries., Lastly, essential elements in this
new policy are the instruments already created to promote the progressive
integration of the Latin American economy, and the ccnviction that these
instruments must be amplified and perfected if the proposed objective

is to be more rapidly and efficaciously achieved, Clearly. such a set

Jof decisions,



of decicions, as it graduslly {inds expressicn .n praciical action, is
destined to exert a powerful. inflvence on over-zll davelopment conditions,
snd therefore to Cetermine indusirialization requirements and patiarms
which may differ considerably from those preveiling in the past,
For'examplég in ths futurs manﬁfacturing industry wlll presumanly
develop in the context of higher cver-all ecouomic growth rates than in
earlier'periods, and will also have to play a leading part in accelerating
the upward trend of per capita income. In all lileliliwod, morcover,
industrial develomment requirements will increase more than porportiocnaliy
as a result, since at the present stage of Latin fmerica’s development, the
faster income increases; the higher the elasticity of denand for manmfacturad
goods is liable to become. The analysis of past expefience consained in
chapter I of the present study led; as will be recalled, to the conclusion
that over the long term the ratio between the growth rate of 3ndustry and
that of other sectors of the econcuy has not Been as high as might have tsea
expected in Latin imerica, partly, no doubt, on acéount of the repid rate
of increase of the population and the consequently very modest growth rate
of the per caepita product, In these circumstahces, a considerabic proporiion
of the income increment has to be used for basic subsistence needs, and the
diversification of demand is necéssarily a slow process, except in those
small population'groups in whose favour the regressivencss of income
distribution has operated, In contrast, not only might a more rapid rate
of increase of per capita incoms be refiected in a preportional zxpansion
of demand for manufacturcd goods, but also its éffects in that direction
might be strenzthened as the demand inAquestion acquired & higher degree
of elasticilty. )
The discharge of the heavier responsibilit& wiilch would thus be laid
uponl industrial develépment would in its turn be facilitated by the fackt
that a plamned ecoromic and social developuent policy would provide
incentives and guiding principles conducive to the expansion of industyry,
As has been shoun, hitherto industrial policy has not 2lways foliawed ‘
clearly-defined and consistent lines, and the lack of proper co-ordinatien
has often caused piecemesl measures or asctivitiss o produce contradictory

effects, thus frustrating all endeavours to encourage more rapid and mmore

/organic industrial
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organic industrisl development, The same shortsightedness with regard Lo
expansion requirements in resneet of each sector, within the {ramework of
halanced development, has sometimes created severe comzetition for the
allocation of financial resources, the issue of which has more than once .
been decided in favour of primarily specuvlative activities; to tne .' ’
detriment of the menufacturing sector's chances of expanding its production
capacity faster., Thece and obher difficulties which were discussed in
detail in chapter III of the present study, are at least n.itigated with
the progress of planning efforts, by means of which it will be easier t:
evaluate in advance the real magnitude of reguiremenis in respect of
industrial development and changes in the struecture of industry.

The extent to which considerations of this kind are beginning to
have some practical effect on the industrialization process can be assessed
fron the content of the first over-all development plans formulated by
scme of the Latin American counuries. For exemple, the aggregate domestic
product growth rates postulated in the plans of seven countries of the
region, although relating to different pericds and time limits, reach
about 5 per cent in the case of Paragvay, between 5 and 6 per cent in
that of Argentina, Chile, Colombia and Mexico, a little over 6 per cent
in Ecuador and nearly & per cent in Venezuela, Furthermore, while in
these initial plans the emphasis is placed on the need to give priority
to social investment and services that have been comparatively neglecied
in the past, forecasts of the requirements that would derive from a
properly balanced development process have led to the postulation of
industrial growth rates considerably higher than the over--all rates of
increase assumed for the products about 7 per cent per ananm in the plans
drevm up by Chile and Mexico, between 7 and 8 per cent in those of |
Argentina and Ecuador, between 8§ and 9 psr cent in those of Colombia and
Paraguay, and 12 per cent in Venezuela's,

hecordingly, the incustrial development implications attaching to the
over-all objective of accelerating the growth of per capita income, as
reflected in national plans like these mentioned, are plain Lo be seen,
Un the other hand, equally explicit proposals have not been formulated with

respect to the redistribution of the fruits of development.

/In any
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In any case, although prians do not so far reflect, as a rule, very
radical decisions in respect to incone redistribution, this aspect of tha
problem will probably come to the fore in tne future, Hence it is worth
while to consider how far additional and more amhitious redl stribution
aims would aifect the foregoing projections of indusirial development
rates in thé next few years, & To this end,
the estimates of the differences in the structure of consumptioh as
between different social sector, or between categories of consumers
grouped by income steps, which are available for some cf the countries of
the region, and were presented in chapter II of this study; An attempt
will later be made to generalize data of this iype in the form of a few
hypothetical calculations showing the probable efiects of redistribution
policy -on' the volume and composition of derand for consune: ﬁannfactvrevq
For the moment, suffice it to recall that the'dﬁta in qu“stlon clearly
reveal how high a proportion of the iamlly bvdget in the lower income
sectors is represented by necessary expénditure on food, and “how tiny are
the margins available for the purchase of manufactured zoods other than
focdstuffs, A considerable proportion of the expenditure of the highe
income groups, on the other hand, is devoted to services and luxury zoods,
and these consumption patterns too arc unlikeiy to generate any very.
strong incentives to domestic industrial prdduction. Hence it is that
income redistribution, linked with over-all income growth involves a
potential increase of demand for manufactured goods which wey be reflected
in a large-scale expansion of individual country markets. *urthermore, it
would have a particularly marked effest on manuiactures for ma.5s consumptio
thus giving a new dynamic impetus to branchés of 1ndustry wWhose sharacuer-
istics in the past have relegated them to the categoiy of “lewagrow1ng
industries', Such a development would be of special importance, inasmuch
as industries of this kind, which at present register the widest margina
of idle -capacity, are usvally less capital-intensive ald afford relaL1VQly

greater opportunities of absorhing manpower.

— . 4 N

1/  For quantitative data on the characteristics of income distribution

it is enlightening to review

at present, both in Latin Axeypica as.a whele and in specific countries

of the region, see The economic daVelOPment of Latln America in the-
pOobmwar pericd, op. c1t

/It showld"
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It should alsc o= berne in mind that the remarks formvlated in the
context of income distribution related only to urban population groups,
anG that the problem becomes still more serious when rucal income is vaken
into account as well. For in the rural areas is to be found 2 substantial
proportion of the latin American population which is virtually exeluded
from'consumption of marufactured goods, except for a minimum of clothing
and other indispensable items. Although the income of this rural population
is determined primarily by the low levels of productiviiy prevalent in
agriculture, it is also largely influenced by an income distribution
pattern that is even more regressive than in the urban sectors. With the
probable exceptlon of those rural population groups engaged in production
for export under land tenure systems in which small and medium-aised holdings
predominate, the regressiveness of rural income distribution is in its twn
closely linked 10 institutional factors, Agrarian reform thus emerges as
one of the requisites for industrial development, in so far as it represeuts
the possibility of a considerable expansion of domestic mavikets o consumer
menufactures, Furthemore, its noventizl effects on demend are not confined
to industrial consumer goods, but also extend to those intemmediate products
wihlch constitute agricultural inputs, as well as to agricultural machinery
and equlpaent, of which far more use will be made as new patters of agri-
cultural development are introduced,

A few illustrative data may be cited in this connexion. For example,
in several countries of the region the. figures for anplication of fertilizers
in 1962-63 were in the neighbourhood of 15 to 20 kilogrammes of plent
nutrients per hectare of arable land, as against about 50 kilogrammes in
the United States and Italy, 85 in Israel, cver 100 in France and 270 in
Japan, Consumption of pesticides and other important inputs was also very
low. As regards the level of mechanization, the nuwbsr of tractors per
thousand hectares of arable land, in the same period, was about 4 in Argentina,
Chile and Colombia, as against 20 in Israel and Italy, 25 in the United

States and some A0 in TFrance. 2/

2/ Tne areas taken into account for the purposes of these estimates
represented about 30 million hectares in Argentiua, 10 million in
Brazll, a little over 5 million in Chile and Colombia, 20 million in
Mexico, 21 millicn in France, 15.5 million in Italy, 185 million in
the United States, 6 million in Japan and epproximately 400,C00 hectares
in Israel,

/Thus it
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Thus it is easy enough to anticipate how future industrial develop=~
ment rates and oatterns may be affected by the gradual reorientation of
latin America's over-sll development policy, as regards factors connected
with internal demand, In addition; there are others more closely linked
to external demand, and relatlng both to exira~reglona1 and to inter—
Latin Amﬁrlcan trade,
| As regards the former, the Unlted Nations Conference on Trade and
Development coqstltuted a first step towerds the wltimate remodelllng of
‘the structure of world trade in such a way as to open up new prOSpects
for the developing countr;es. Over and above the discussion of questlons
relating to the removal of obstacles and restrlctlons that impede the
expansion of primary exports, to the stabilization and improvement of
primary commodity prices to the establishment of efficacious compensatory
financing machinery to offset the deterioration in the terms of tréde, ond
to revision of the principles and scope of internationai financing
¢o-operation, special attention was devoted at the Conference to the
possibilities of remedying the ihadequacy of primary exports even under
conditions more. favoufable than those existing at present through the
development of new lines of industrial exports from the developlng
countries to the 1ndustr1a11zed countries! markets. " This obJertlve in
its turn entails an 1nternatlona1 effort coverlng not ‘only facilities for
the access of manufactured and seml-manufactured goods to the markets in
guestion, but also co—operatlon in the task of 1mprov1ng the industrial
production capaclty of the less develOped countrles.

The wishes and aims of these latter were mainly concerned with
obtaining, on a basis of non«:eciprooity, preferential treatment in the
industrialized countries for ﬁanufoctures and semi-manufactures from the
developing countries; with the reduction of tariff duties; and with the
elimination ofcyuuﬁﬁbativa and other non-tariff restrictions. In the
proposals emanating from the Conference it was recognized, however; that
the less developed countries must take steps to prepare themselves for
exporting significant volumes of industrial products, since the adﬁéﬁtages
in respect of access to WOrld markets that they might. secure through the

ellmlnatlon of restrlotlons or under a preferential system could not

/materialize unless
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materialize unless they substantially improved their existing production
conditions, markeling systems and administrative organization., In more
specific terms, attention was drawn to the need for the developing
countries to gear their industrialization policies to the reduction of
manufacturing costs, so that they would be able to offer their products

in the world market at competitive priceé. One of the possible means to
this end would be the revision of their protectionist policies with a view
to more careiul selection of ihe industries eligible for protection, and
to the allocation of suffieient resources to those branches of industry
which hold out the best export prospects, Trade policy and administrative
organization, as was likewise pointed out, would have to be adapted to the
new circumstances, and it was recognized that the export effort would call
for the parallel adoption of monetary and fiscal policies calculated to
provide incentives and facilities for export industries in an atmosphere
of stability, 3/

Thus, from this angle too there are new oppbrtunities in prospect
which may come to constitute very important determinants of the future
rates and patterns of Latin Americals industrialization process., No
preferential agreements are under discussion as yet, but at least certain
basic principles have been laid down and instruments for the prosecution
of the task in hand have been established, Furthermore, it can be inferred
that however favourable conditions may become for the Latin American
countries? inereased participation in world trade in manufaétured products,
major efforts will have to be made ﬁo ensure that these new export flows
acquire significance from the standpoint of the region's total capacity
to dmport. Clearly, too, such efforts, far from being incompatible with
another objective which is considered of basic importance for the
development of the region - the esconomic integration of Latin America -
would be facilitated by its attainment. A later section of the present
chapter will be devoted to careful consideration of integration from the

Fe

3/ For a detailed account of these and other subjects of discussion,
see The United Nations Conference on Trade and Development :
analysis of the results and prospects for latin America (E/CN.12/714).

Jangle of
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angle of its implications.in respect of the subsequent indu:stri_,alization“
process;  for the moment, therefore, it will be sufficient to formulate a
few general conclusions, ' )

As was noted in eariier chapters, in existing conditions iﬁtegration
tends to~reveal.i£se;f not merely as an instrument for securing certain
irmediate bensfits that will facilitate the region's development, but as
an increesingly imperative necessity; if that development is to take place.
The progressive exﬁaustion of import substitution opportuﬁifiés within
the strictly national economic frontiers plays a major part in determining
this need, for the twofold reason that the obstacles originating in the
external sector have.nop'been overcome and that substitution has hitherto
constituted the mainspring of Latin america's industrial development.
Another of the conclusions sug:ested was that desplte the marked disparities
in the levels of iﬁdustrialization attained by the various Latin American -
countries, the need for effective trade and complementarity agreements
is arising in all of them at more or less the same time, although for
different reasons: in some, because their import coefficients have sunk
to extremely low levels; in others, because the smallness of their
domestic markets makes continued industrial growth difficult, even though
their import coefficients are still relatively high. Accordingly, the
effect of the disparitieé is to intensify the need for integration
instruments that will effiéaciously équaliée'opportunities of obtaining
benefits, rather than to make integration a more urgent necessity for some
countries and a less immediate objective for others. .

The nature of the instruments used is of fundamental importance if due
allowanece is to be made not only for the existing disparities in the levels
of development of the various countries, but also for those other factors
which have been pointed out as potentially éignificaﬁt determinants of the
future course of industrial development, and which include'plahnihg,

income redistribution and other structural reforms.

/(b) Quantitative
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(b) CQuantitative assessments of future industrial development requirements

These are, in mainly qualitative terms, some of the possible
characteristics of the over-all economic development sitvation within which
the industrializastion process will be taking place during the next few
yearse. They represent factors of bagic importance, destined to exert a
decisive influence on the rates and patterns of industrial growth, and at
the same time constitute objectives whoée attainment will largely depend
upon the manufacturing sector,

It would be very useful if the industrialization requirements that
might be generated by the factors in question could also be evaluated in
quantitative terms, even if only very roughly. But there are not enough
data available for an attempt to formulate relatively accurabte estimates.

As could be seen in the relevant section of chapter 1I, even in the
preparation of a systematic table of the current volume and composition

of supplies of manufactured goods, formidable methodological and statistical
stumbling-blocks are encountered.

With regard to projections of future development, the difficulties are
still greater, despite the availability of the plans already drawn up by a
fair number of Latin American countries. These plans vary widely in
character, and even in the amount of detail they include and the periods
they cover, and, moreover, are act usually explicit ¢nough as to how far
they incorporate and take into account the effects of such important factors
as regional integretion prospects and possible changes in internal income
di.stribut ion,

L4/  For exarple, at the purely theoretical level important questions of
definition arise, as in the case of valuation criteria., The comparison
or aggregation of figures relating to the different countries entails
selecting exchange rates to convert deta expressed in terms of the
corresponding national currencies into terms of common units; and
the addition of domestic production values to import values preserts
yet another problem, inasmuch as gross ex~factory production values
~ sometimes subject to indirect taxation whose incidence is
considerable - have to be the c.,i.f. taken in conjuniction with
values of inported goods.

/Yotwithstanding these
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thwzthstanding these’ obstacles, the possibilitles of attempting to
quantify the most s:gnlflcant orders of magnitude must be explored even
if at a purely conaectural level, By this means it Wlll be p0551ble to
analyse 1ndustr1al development nrospects somewhat more thoroughly in the
11ght of the new trpnds in overhall development poliey to whlch referance
has been made,

A useful starting~point msy be the rough estimate of the reglon's
total available suoply of manufactured goods in 1960 which was presented
in chapter 11, including the indications given as to sources of supply and
the break-down by major categories of manufactures.

As will be recalled, in 1960 the total supply of manufactured products
available in sixteen Latin American countries for domestic use {excluding
exports) would seem to have amounted to about 51,5600 million dollars, of
which some 44,500 million represenved ddmestic production and a little over
7,100 million corresponded to imports.' This aggregate supply can in turn
be broken down as follows: intermediate products, approximately
18,100 million dollars; final consumer goods, about 26,700 million dollars;
and capital goods, 6,850 million dollars. | '

In order to evaluate future supply requirements, a peridd of reference
would have to be selected and certain hypotheses of the probable growth rate
of per caplita income would have to be postulated, This in turn might give
rise to a set of alternative projections, in line with various assumptions
as to rates of growth and relating to different years. In view of the
purely illuétrative character of the estimates to be presented, the
analysis should be simplified as far as possible, for example, by relating
ali projections to the year (not predétermined) in which the total product
for Latin America as a whole doubles that registered in 1960, On the
aséﬁmption of a cumulative annual population growth rate of 3. per Eent,

this situation would materialize in about sixteen years if the annual rate

/of increase
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of increase of the per capita product were 1,5 per cent, in about 13 years
if it were 2.5 per cent and in 1l years if it reached 3.5 per cent.éf

Thus, the problem may be stated as follows: What forecasts of the
rate of development can reasonably be formulated, and what changes in the
composition of manufacturing industry would have to accompany the doubling
of the total Latin American product? Although a very rough first
approximation might be obtained by the application of over-all coefficients
deduced from international experience, to which allusion has been made in
earlier chapters,é/ this proceeding seems inadvisable in so far as the
conditions peculiar to the region's probable development in the next few
years would not be taken into account, Nor would the coefficients in
question afford means of estimating possible changes in {gzﬁzgza;ture of
the manufacturing sector, an egually fundamental requisite for the
recongideration of industrial volisy, Thus, at the risk of over-elaborating
calculations which are none the less purely hypothetical, it is worth while
to attempt a more detailed presentation, differentisting as far as possible
between categories of manufactures or branches of industry.

Since one of the major objectives of the development policy that is
being advocated is to secure more rapid growth than in the past, it seems
logical to assume that the effort involved will have to be reflected in an
increase in investment coefficients, i.e., a higher proportion of the total

5/ These simplilicasion hypotheses do not in fact completely solve the
pro™lem of selecting a given rate of increase of the per capita product
as a benchmark, since from the standpoint of the evolution of demand for
manmufactured goods, it is not a matter of indifference whether the
total preduct is doubled within a relatively short period or in a
longer space of tine, Whenever an assumption as to the growth rate
of income must inevitably be included, even though implicitly, the
intermediate hypothesis will be adopted. It may thus be concluded
that the projections will relate approximetely to the year 1973,
since the basic data correspond to 1960,

&/  Various anslyses have coincided in deducing that the average
elasticity of the industrial product in relation to the total product
is about l.4. Given this ratio for the whole period of the projection
~ thirteen years - the cumulative annuval rate of industrial
development would have to average 6.9 per cent if the total product
were to be doubled in a period of 13 years.

/product than
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product than hitherte will be allocated to capital formation, As a result,
the growth rates of demand for consumer manufactures and for capital goods
will necessarily differ, |

Accordingly, as an additional hypothesis, it may be assumed that the
coefficient in question will gradually rise from its average level of
17,5 per cent to one 20 per cent higher in the approximate future period
to which these projections relate, an assumption which would imply an over-all
coeflicient of 21 per cent.z/ Were this to happen, it would mean that the
consumption incrsient that could Me achieved through the doubling of the
total product would be in the neighbourhood of 90 per cent.g/ The possible
significance of this increase in terms of an expansion of demand for consumer
manufactures would in turn depend upon several factors, of which the most
strongly operative would be the average elasticity of consumption of
manufactured goods in relation to total consumption. Influence would also
be exerted by the latter's composition in terms of private and public
consumption, which is sure to undergoe considerable change in the future as
a result of the importance that is being attached to the expansion of public
services, especially those of a "social" character. For the purposes of a
first approximation, however, this distinction could be shelved, and
consumption as a whole could be considered as a homogeneous variable. The
same may be said of the possible effects &f income redistribution on the
average elasticity of demand for consumer manufactures, a guestion which
will be discussed later with special reference to its influence on the
composition of that demand by types of product.

7/  This last figure implies the assumption that the product-capital
ratio would remain approximately constant at much the same level as
at present, while the growth rate of the product would be higher.

In reality, the changes in the structure of the economy that would
have to accompany such an increase in the product would probably call
for a higher average degrese of capital intensity, and that would
reduce the aggregate product-capital ratio. On the other hand, more
efficient utilization of the available capital might counteract and
conceivably more than offset such z trend.

8/ On the assumption of a break-even between exports and imports of goods
and services, It should be pointed out that in 1960 totazl figures under
these two heads were similar, but if Venezuela is excluded, the excess
of imports over exports is equivalent to about 1 per cent of the total
domestic product,

/Given these
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Given these simplificabions, the increase in demand for consumer
manufactures would be determined by the above-mentioned total consumpt.jon
increment and an average elasticity with respect to total consumption
which; according to the more deiziled hypotheses formulated in subsequent
paragraphs, should be approximately 1.2 in future conditicns. . In other
words, the doubling of the total product would be accompanied by an increase
" of about 110 per cent in supply requirements in respect of consumer
manmifactures,. In absolute terms, this would mean raising the level of demand
for industrial consumer goods from the 1960 figure of some 26,700 million
- dollars to 56,000 million (also at 1960 prices) during the future period
under cons deralion. - R

" Tn.prelation to capital goods, an e~ua’ly rough evaluation could be
worked ouvt from the gross investment iigures referred to in earlier paragraphs.
“With the exception of the value added in building and construction activities,
which alains fairly hizh levels in existing conditions in Latin America,
“virtuzily all the remaining gross investment corresponds to manufactures,
particularly production nachinery and equipment and building materials,

Many of the existing devslopmert plans lay marked empliasis on housing targets,
the provision of other public services and the expansion of infrastructure
‘projects (irrigétion, highways, etc.), with the result'ng tendency for the
‘relative importance of tuilding activities and public wurké‘to be enhanced
and for the share.of iniimtrial products in total groos znvestment to
diminish, It is doubtiul, however, whether a geperal investment allocation
strategy of this kind could be of a lasting character, since it will probably
not be long tefore the more rapid development of the sectors. of production
becomes a decisive factor in the expansion and maintenance of the social
services themse1Ves. Hence it may be estimated that for.a reasonable length
of time the capital~goods/total-investment coefficient will remain much the
same as atb present} In that event, giVen'the higher total gross investment
,levels postulabed, dewiand for this type of manufactured goods would increase
from the 6,800 million dollars registered in 1960 to 15,700 million, during
the period within vhich the.absolute 1evel of the product was doubled.

Te the consumer xanufactureé and‘cépital goods categories must be
~added that of intermediate products. Rbugh as the present calculations are,
an estimate of the growﬁh of intermediate demand is almuch more complex

/matter, for
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matter, for two principal reasons, In the first place, the evolution of
the demand in question is strongly influenced by-the'patﬁern of participation
of domestic production and imports in supplies of final consumer manufactures;
the larger the share of the former, the greater will be the relative
importance of demand for the intermediate manufactures needed for producing
such goodss Imports of final manufactured goods, on the other hand, "transfer"
the effects ol intermediate demand te their country of origin., Secondly,
the changes that take place in the structure of the economy itself, and
particularly in its level of industrialization, create proportionally
increasing supply requirements - in respect cof intermediate producté,‘bécause
of the greater'diveréification, specialization and complexity of the
production processes to waiich they give rise. To simplify the problem
drastically, Jjudging irom the data presented in chapter II on the structural
characteristics of economises at widely différing stages of development, -
it may reasonably be assumed that the existing relation betWeén intermediate
and final demand for manufactured goods wbuld”increase by 15 per cent,.
Accordingly, the total expansion of ‘demand for manufactured goods may
be estimated as in tabie‘hl, in which the total supply of manufactured
goods available for domestic.use is shown to increase by 125 per cent by
virtue of increments of 146 per cent in intermediate products and 11) per
cent in final manufactured goods, the latter inecrease being in its turn
determined by others amourting to 110 per cent and 131 per cent in
requirenents of consumer goods and capital goods, respectively.
From the standpoint of the d omestic production requirements that
would derive from expansions of demand on such a scale, two important and
closely inter-related factors remain to be considered: exports prospects
in respect of manufactured goods, and the extent to which the additional
domestic demend could be satisfied by means of imports, i.e., the possibilities
for the contimuance of the import substitution process, Their significance
can be evaluated on the basis of the studies carried out on the possible
evolution of the Latin American countries! capacity to import as determined
by their traditional exports, and the size of the "gap" that would tend to

/Table 41
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Table 41

LATIN AMERTCA: ESTIMATES OF INCREASES IN DEMAND POR MANUPACTURED
GOODS, ASSUMING DUPLICATION OF THE DOMESTIC PRODUCT

(Values in millieons of dollars et 1960 prices)

Categories of goods Year 1960 Froyeotion

Eing) manufactured goods for

domestic use 33 500 71 00
Consumer goods 26 700 56 000
Capltal agoeds é 8¢o 15 700
Intormedinte monufestures 18 100 4 500
Totel 51,600 16 00

/appear in
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appeax in their balances of payments, in default of significant changes
in the structure of world.trade or of new import substitution efforts
either at the national level or at that of the region as a whole,

Anong these studies, one of the preparatory documents for the
United Nations Conference on Trade and DeﬁeiOpment relates specifically
t0 prospects in the Latin American econqmies;Q( According to the projections
for 1970 formulated in this study, the region's traditional exports might
attain a value of about 11,900 million dollars, which, over against import
requirements estimated at approximately 15,206 million dollars and the need
to finance other outgoings that might represent a further 1,700 million,
foreshadows a potential Latin American trade "gap" on current account
equivalent to some 5,000 million dollars per anaum. Again, if it is assumed
that the éhafe of non-manufacttred zoods in total imports - currently about
15 per céqt ~ would remain roughly constant, the foregoing projections of
the capacity to imporﬁ would imply that out of the 116,200 million dollars
at whichrfuture dcmand for manufactured goods for domestic uwse is estimated,
" no 1és; than 106,700 million would have to be covered by the region's own
produdﬁion; plus another 2,750 million dollars of manufactures for export,
In other words, in order to supply internal requirements Latin America's
industrial outputvwould have to expand - in terms of gross production values -
by 138 per'ceﬁf during the time it would take for the region's total gross
domestic product to be doubled. The increase in terms of value added would
probably be;greaﬁer still, in view of the structural changes that would
simultaheouslj take place in the composition of industrial production.

In short, the conclusion is reached that during the next few years,
given as benclmark a minimum annual growth rate of 2,5 per cent for per
capita'incame, Latin Ameviean industry would have to develop at a cumulative
average annual rate of around 7 per cent. This is a much faster tempo than
has actually been achieved in Latin America as a-whble, at least during the
post~war period, but some of the countries of the region have outstripped
it. Furthermore; its attainment would mean that Latin Americal's

9/  See Latin Anerica and the United Nations Conference on Trade and
.Develovinent (L&/(N.12/693),.

/industrialization process
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industrialization process regained a more dynamic character, reflected in
new increases in the industrial product!s contribution to the total
product

It will be noted that for the purposes of estimating total supply
requirentents and the capacity to import that can be generated by
traditional exports, it does not matter whether the corresponding proportion
of the increase in industrial production is directed towards exports of
manufactured goods or towards import substitution, This is no longer true
when it comes to projecting expansion requirements in the various branches
of industry, or, in other words, forecasting the changes that would be
entailed in the composition of manufacturing outpub, nor does it apply
to the evaluation of the feasibility of achieving expansion on such a
scales In default of new import substituiion efforts, closing the "gap"
referred to above would imply developing a flow of exports of manufactured
goods equivalent in value to the 5,000 million dollars per annum of which
mention was made, i.es, chamnelling towards external demand an additional
output of about 10 per cent of the total increase in the region's industrial
production for its own internal use, Although this amount would still
represent a negligible proportion (not more than 1 per cent) of the total
market for manufactured goods in the industrialized countries, it would
imply spectacular development on the part of those branches of Latin
American industry that were specially fitted to compete on international
markets, It would also presuppose efforts in the promotional and
organizational fields, and even in relation to the installation of many
new industries, which would probably far exceed what could in practice be
achieved within a reasonable space of time,

On the other hand, if systematic efforts to create a substantial
flow of industrial exports to extra-regional markets were shelved altogether,
additional import substitution requirements would be sharply intensified,
For the region as a whole, such a2 policy would imply reducing the import
coefficient from its present level (about ¢ per cent} to just 6 per cent,
In so far as the substitution process continues to operate within the
frontiers of each individual country, it is easy to foresee the consequences
of so marked a decrease, BEven if the countries whose import coefficients

Jare still
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are still relatively high (over 15 per cent, for example) were able to
reduce them hy one-half without a drastic sacrifice of econcmic expediency
~ a doubtful possibility, since this situation is generally found vhere
the population and domestic market are smaller in absolute terms -, in
other cases the position reached would hardly be tenable. For instance,
Argentina, Brazil and Mexico would have to bring their coefficients douwn
to less than 5 per cent,

On the other hand, if substitution is viewed from the standpoint of
the region as a whole, the sacrifices involved would undoubtedly be much
less. This implies the efficacious operation of a Latin American common
marker, or specific industrial complementarity agreements on a really
remarkable scale, vhereby the present national import coefficients could
be maintained and even increased, How thoroughgoing Latin Awmerica's economic
integration process would need to be in such conditions is illustrated by
the fact that unless simultaneous efiorts were made to promete exports of
industrial products to obther parts of the world, intra~regional trade in
manufactured goods would have to amount to over 4,000 million dollars
yearly,

Thus, the development of industrial exports and that of import
substitution at the regional and national levels are not incompatible
objectives, provided that steps are taken to rectify those aspects of
industrial volicy which in practice have brought them into conflict in the
past, Both these things can be done, and in all likelihood must be done
simultaneously. But it is difficult to imagine the role which would
probably be incuubent on each, especially as to a large extent they depend
not merely upon unilateral decisions on Latin America's part, but also
upon how far the commitments tentatively envisaged by the more developed
countries at the United Nations Conference on Trade and Development are
actually assumed and implemented. Despite these difficulties, some long=-
term basic guidelines are essential as groundwork for the new conceptions
of industrial policy -~ and, in a broader sense, of over-—all development
policy = to which the countries of the region are gradually facing up.

JHypothetically, as



ST/ECLLA/Conf,23/Le2/Add.1
BE/CN,12/716/4dde1
Page 134

Hypothetically, as in the case of the preceding estimates, it may
be assumed that in the course ‘of the-nexx twelve or fifteen years exports
of manufactured goods to countries oﬁtside the region might amount to
25 per cent of total industrial.ex@ort reqnireﬂents, that is,-tp approximately
1,250 million dollars per annum, Thus, total import substitution
requirements would represent about 3,750 million dollars per annum, of
which ‘750 million would correspond to primary commodities and 3,000 million
to manufactured goods, It may be further assumed, equally hypothetically,
that one half of these substitution lines would be produced as the result
of efforts solelj directed towards each individual Latin American country!s
domestic market, In these circumsbances, regional ecqnomic integration :
agresments would have to be efficacious enough to gencrate an additional
intra~regional trade in manufactured goods equivalent to about 1,500 million -
dollars yearly.l'-oj : '

The whole of this set of'pufely speculative hypotheses is summed up
in table 42. | o

Although they are not explicit, these hypothetical projections
presuppose considerable changes in the future composition of industrial .
production which it is also of interest to forecast if industrial policy
is to be more precisely defined. They will probably be more'far-reaching
than might normally be expected in an ordinary industrialization process,
as was shown when the historieal ewvolution of Latin imerica's industrial
sector was reviewed, The consolidation of a significant flow of extra-
regional exports of mamufactured goods, for example, may be reflected in
the rapid expansion of industries whose prospects in the light of internal
demand increments. or import substitution may not be equally promising,
On the other hand, the two last-named factors will still be the determinants
of structural change in maenufacturing activity directed towards the

satisfaction of domestic demand, either at the national level or in the

10/ For the purposes of these hypothetical calculations account was not
taken of exports of manufactures appearing as such in current
statistics and relating, .as a rule, to products in the earliest stages
of processing such as roasted coffee, ginned cotton, etc.

/Table 42
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Tabla b2

LATIN AMERICA: HYPOTHETICAL SUPPLY AND DEMAND PHOJECTIONS FOR MANUFACTURED
GOODS, ASSUMING DUPLICATION OF THE DOMESTIC PRODUCT

(M11lions of dollars at 1960 prices)

Total demand - 117 450 Total supply - 117 450
Demestio demand ' 116 200 - Domesiic production - 106 100
Consumer goods 56 Q0o
Capiial goods 15 760 : 'E::'tra.-regionad. imports 11 350
Intermodiate products . © 4k 500
Extra=raogsionel denand : ll 250
{Additional intra=regional {Additienal intra=regienal
trads) {1 500} ' trads) (1 500)
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framework of the region's progressive economic integration; in the latter
case particularly, the removal of the obstacles deriving from the dimensions
of the individual country markets might also facilitate a rechannelling of
effort towards a greater measure of vertical integration of industry, as
against the "horizontal development'® or "development in breadth" which has
characterized it in the past.,

Voreover, as soon as an attempt is made to differentiate between the
growth prospects of the various bronches of manurfacturing activity, attention
is drawn to the other factor already pointed out as one of those with which
the new development policy emergent in Latin America is closely concerned:
the progressivs redistribution of income.

Althouzh it may not have so much effect on the structure of industry
in terms of the major cabtegories of consumer manufactures, capital goods and
intermediate products, income redistiibution, in so far as it materializes,
will exert a powerful influence on the imternal composition of these
categories and particularly on those branches of industry which used to be
called "slow-growing®. The potential significance of the redistribution
effort from this point of view can perhaps be more accurately evaluated with
the help of a few more hypothetical calculations.

The section of chapter II that dealt with supply of manufactured goods
afforded an opportunity of presenting some of the available data on the
composition of consumption in sectors of the Latin American population at
different income levels, although as a rule the statistics related only to
urban consumers. On the basis of this and other fragmentary information, a
broader hypothesis was formulated with respect to the level and composition
of private consumption, by income groups, in the year 1960,

It will be useful to cast a rapid glance over the main results of the
calculations referred tc, in order to facilitate the discussion which will
follow below, In the first place, surveys of consumer income and expenditure
carried out in several Latin American countries reveal how high a proportion
of total consurption is usually absorbed by expenditure on food: 60 per
cent in the lower income groups in Argentina, and 23 per cemt in the higher
income brackets; upper and lower limits of 59 and 32 per cent in workers!
households in Chile; corresponding limits of 45 and 36 per cent in the

/case of
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case of employees'! households, and 60 and 40 per cent in that of worker's
households, in Colombia, eté. Secondly, these and other piecemeal data were
taken in conjunction with the estimates of the available supply of
manufactured goods in order to formulate a hypothesis as to the level and
structure of consumption, differentjating between three population sectors:
a lower stratum, comprising one~half of the population of Latin America, to
which 16 per cent of total income and 19 per cent of total consumption would
correspond; an intermediate group, including 45 per cent of the population
and absorbing 50 per cent of income and 52 per cent of consumption; and an
upper stfatum formed by 5 per cent of the population and accounting for
34 per cent of income and 29 per'cent of consumption.

In accordance with this hypothesis, total per capita consumption in
the first stratum would be equivalent to szbout 126 dollars per annum, of
which 94 would be spent on food and bérely 17 on manufactured goods other

than food products (7 dollars on textiles and clothing and 10 on other current

consumer manufactures). In the second group, out of a total per capita
consumption amounting to 376 dollars yearly, 183 dollars would be allocated
to food and 92 to manufactured goods other than food products (36 to clothing,
L5 to other current consumer manufactures and 11 to durable consumer goods).
Lastly, annual per capita consumption at the third level would reach the sum
of about 2,000 doliars, of which a high proportion would be represerted by
consumption of menufactured goods other than food products ~ 820 dollars per
annum, asg against 280 dollars for processed and non-processed foods, and
900 for services of various kinds. The total amount spent on industrial
products could be further broken down as follows: 200 dollars on ¢lothing,
335 on manufactured goods other than food products and 285 on durable consumer
goods. _ |

Similar evidence of how small a share in consumption of manufactured
goods is within the reach of large sectors of the Latin American population,
given the existing levels and distribution of oncome, is afforded by average
consumtion figures in terms of physical units of some staple industrial
products, selected as typical exsmples of manufactured goods for mass
consumption, For instance, to recall some of the data that were also
presented, in fuller detail, in chapter II, in the reglon as a whole apparent

/annual per
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annual per capita consumption of textile fibres of all kinds was shown to
average 4el kilogrammes, and that of newsprint 3.2 kilogrammes,

Although these are goods for which the income-elasticity of demand
is low as a rule, a redistribution of income in favour of the less privileged
population sectors would obviously have a verj powerful effect, at least
during a transitional period, on the expansion of the demand in question.
Once again on the basis of fragméntary data relating to the elasticity of
demand for specific groups of goods, for purely illustrative purposes a few
. hypotheses might be formulated as to possible changes in the existing structure
of consumption, and as to the abgolute levels that might be reached if the
domestic product were doubled, due allowance being made for the other
assumptions postulated,

The results of these formulations are shown in table 43. The
projections shown in the first part of this table merely represent the
application of elasticity coefficients (for each income stratum) to each of
the main components of consumption, on the assumption that in all three
strata total consumption will increase in the same propoition, j.e., that
income distribution characteristics will remain unchanged., The second part
incorporates, in addition to the similar effects deriving from the varying
demand elasticities of the different groups of goods (for the income stratum
concerned), the hypothesis of a significant redistribution of income. In
view of the purely illustrative character of these hypotheses, it would be
pointless to embark upon a detailed analysis of the possible rates and
patterms of redistribution in the context of the social, economi¢ and
political conditions in which the process might take place; irrespective,
therefore, of the question of “realism", it is assumed to be carried so far
as to keep absolube per capita consumption levels constant in the higher
income groups, while the middle and lower income strata would enjoy equal
shares in the total consumption increment, which in practice means that the
rise in income in the last~named population group would be much greater in

relation to present levels,

/Table 43
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LATIN AMERICA: HYPOTHETICAL PROYECTION OF COMPOSITION

OF CONSUMPTION, BY INCOME GROUPS

(Mi)11ons of dollars at 1960 prices)

Middle

Lovar
income inaome
groups groups

Higher . ‘
income Total

groups

As On the a.smgtion thet existing incoms dis‘tr‘lbuoﬁm
charseteristics remain unchanged

Total consumption 2l 500 66 000

Food produgts - 16 0co 26 000
Non-prosessed
Processed

Manufastured sroods other than ‘ : -
fond products 4 300 19 _60¢
Textiles, footwear and clothing 1 80D 6 800
Oingy surrent consumer manufactures 2 500 9 500
Durable consumer goods - - 3 500

Serviona- . 4 200 20 400

Total manufastured goods
{a) Food products .
() Manufactured goods other than
food producta

B. On the basﬂ.a of an income redistribution h-,m:thes"a

Total aonsumu'tim 39 020 61 a0
Food producis 19 500 25 000
Hon-proegssed
Proessed
Manufaotured moods other than
fuad precicis 10 600 17 800 .
Textiles, footuser and elothing 3 900 6 100-
Other ourrent sonsumer manufactures 5 400 8 %200
Durable convumer goods 1 Co0 2 700

Services ‘ . 8 900

Total man.factured goods
{a) Food products

(b) Manufactured goods othor than
food products )

18 500

37 500 128 0O
4 200 © HE 200
31 200
15 060
16 000 39 900
3 000 11 L4oo
5 500 17 5eo
7 500 11 000
17300 ' 500
(54 go0)
(15 000}
(3% 920)
28 000 128 000
3900 48 oo
32 H0o
16 ©00
11 500 ko 100
§00 12 8oo
4 700 19 630
L ooo 4 700
12 600 39 500
(56 100)
(16 ©o0)
{40 100)
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As can be inferred from the ccmpariscns presented in table 43, the
average elasticity of consumption of manufactured goods in relation to
total consumption would not be funcamentally different whether an income
redistribution process did or did not take place; in either case, consumption
of industrial producis would.come to represent about one#thifd of total
consumption in the future period considered (as against a little over 27 per
cent in 1960), in consequence of the higher average elasticity of demand
for mamufactured goods as compared with demand for other types of goods and
services, and as the result of an element of compensation in the effects of
inoome_redistribution. This ¢an bz explained as follows: on the one hand,
income redistribution wouvld adversely affect the sector whose consumption of
manufactured goods represents the highest proportion of ifts total consumption,
while on the other hand it would permit a svbstantial increase in the lower
income groups! consumption of industrial preducts, which at present stands
at minimal levels. The proportion of total consumption in this population
stratum represenﬁed by manufactures other than food products would expand
from 13 per cent in 1960 to about 18 per cent in the period covered by the
projections, while absolute levels of total per capita consumption in the
sanme groups would rise from 126 dollars to over 270 dollars per annum.

But although the aggregate levels of consumption of manufactured goods
would be much the same on both hypotheses, its composition by types of
products would differ greatly according to whether the redistribution process
did or did not take place. In the one case, the major emphasis would fall
on the expansion of demand for durable consumer goods, whereas in the other
the dynamic repercussions of demand would also have a powerful impact on
processed foods, textiles, footwear and clothing, and other current consumer
manufactures, as shown in the table under discussion.

The primarily mechanical character of these estimates might give the
impression that there is actually a choice between subsequent development
possibilities connected or unconnected with income redistribution, In all
likelihood, however, other considerations would lead to the conclusion that
in the conditions at present prevailing at least in several of the Latin
American countries, no such choice exists, and that some measure of
redistribtution, however remote from these purely hypothetical examples, is

an essential requisite for future development.
/In short,
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In short, all the factors to which allusion has been made are potential
determinants not only of aggregate 1ndustr1al deVelopment requirements but
also of the structural modifications that would have to be introduced in
manufacturing industry. It is no easy matter to. translate the foregoing
hypotheses into terms of the expansion requirements with which each of the
main branches of,industry'woﬁl@jbg'faced, especially in respect of the sectoral
origin of intermediate products, the fields in which import substitution would
be primérily concentrated and the lines of production that might be developed
with a view to exporting manufactured goods to other regions.

' In'this conriexion, & hypothesis is presented in table Lk, although its
bases aré even less solid than those on which the previous hypothetical
estimatés are ‘grounded. The structure of manufacturing production in 1960,
in terms of the percentage composition of its gross value, is compared with
the corresponding figures that would be shown by this sector in the conditions
postulated by the various hypotheses set forth, and indications are given of
the growth that would have to be achieved by the major groups. of 1ndustrial
activities,

This rough forecast of possible development requirements in fespéct
of industry as a wholée and its main branches could also be expressed, although
only in part in terms of the expan31on that may be entailed in certain
spe01f1c sectors. If some idea could thus be formed of the rates of
development that woyld probably have to be.attained,. for example, by the iron
and steel industry, and by certain importamt branches of the chemical, mebal-
transforming and other industries, it would do much to facilitate the adoption
of decisions at the naticnal and regional levels - with due regard to the
advantages of economies of scale, especialization, and productivity and
efficiency in general - as between alternative procedures for their
instellation or exoansion.

The foregoing discussion seems sufficient to illustrate the magnitude
and nature of the new demands that will apparently be made on manufacturing
industry under the over-all development policy that is gradually taking shape
in Latin America. As has already been pointed out, the responsibility of the
industrial sector cannot be confined to a passive response to these demands.
For example, the acceleration of the growth rate of per capita income is not

/Table 44



ST/ECLA/Conf..?B/L 2/Add.1
B/CN,12/716/4dd.1
Page 142

Table Ui

LATIN AMERZCA: GROWTH HYPOTHESIS FOR MAIN BRANCHES OF INDUSTRY L4
LINKED 70 THE DUPLICATION OF THE DGMESTIC PRODUCT

Gross value of
produstion

Papsentags
I f
Branoh of industry (:i:ﬂ:.:gsa: sompasition Growth
1360 prices) (1960=100)
Projec- " Projecm
1960 tien 1960 tion
Food, baverages and tobacoo 13 900 22 400 29 21 161
Textiles, footwear and clothing 7700 16 700 16 16 a7
Wood and wood produsts, including fumiture 1 600 3 hoo 3 3 213
Paper and printed matter 2 250 5 900 5 6 262
Chemisals snd petroleum produsts 685 19 6% 1l 19 2By
Non-metallic ores 1 8oo 3 Boo 4 3 a1
Metallurgleal and metai-transforming
indubtrias 10500 28 070 22 byl 267
Miscelleneous 3 300 5 600 Vi 1 170
Totels or averages 47 900 105 550 100 100 220

a/ Excluding exports of mdustrial producta t¢ other reglons; including projectlens of
intra~regional trads.

Jmerely a
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merely a "datum" to be taken into account in industrial development projections,
but an objective in whose attainmeﬂment industry will have to play a decisive
part, particularly in view of the weakening of other factors that formerly
constituted important dynamjc stimuli. The same applies to the redistribution
of income, which is not only important from the standpoint of its effects on
the composition of demand for manufactured goods, but also raises the guestion
of how industry's contrlbutlon is to be made, through changes in the internal
distribution of the income‘generated in manufacturing activities or through
transfers to other sectors by such means as a proggresive modification of the
structure of relative prices.

Again, rates end patterns of industrial growth such as those indicated
atove seem indisonensable requisites-if industry is also to be able to play
a positive role in relation to the other major responsibility incumbent upon
development in Latin imerica: ﬁhat of offering sufficient oppprtunities for
productive employment to the rapidly increasing labour force. Iﬂ the course
of the approximate period te which the foregoing hypothetical projections
relate, the active population in the reéioh as a whole will increase by about
25 million persons, of whom in all probability no fewer than 18 million will
go to augment the labour forece available in the urban centres. Consequently,
a minimm objective - the maintenance of the presert share of industrial
employment in aggregate urban employment (27.2 per cent) - would mean that
the manufacturing sector would have to absorb about 4.9 million additional
vorkers, This would imply a 52-per-cent increase in relation teo current
levels of employment in industry. '

Even if preference were deliberately given - provided that the
alternative possibilities were reasonably comparable ~ to the more labour-
intensive production techmiques, many of the new lines of development would
inevitably comprise activities whose manpower abscrption capacity is low.
Cases in point would include a number of the industries geared to extra-
regional exports or playing an active part in the regional integration process.
Moreover, a general weakening of the absorption capacity in question is a
characteristic result of an increase in the relative importancq of industries
manufacturing capital goods and intermediate products, at the expense of those
producing mainly non-durable consumer'goods.

/It is
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It is easy to foresee, in the light of these observations, that the
marked tendency registered in the past for artisan employment to be superseded
in relative terms, by employment in manufacturing industry proper will still
be strongly in evidence in the near future. This might mean that during the
next 10 or 15 years the share of factory employment in total industrial
employment might reach about 60 per cent, which in turn would imply that of
thé 4.9 million additional workers joining the industrial labour force, only
1.2 million would go to increase the numbers employed in artisan industry,
while employment in manufacturing activities proper would have to expand by
3.7 million, i.e., by 76 per cent in relation to present levels, Given the
great differences in productivity between these two forms of industrial
employment, it will readily be understood that only a rate of industrial
expansion such as that envisaged in the hypothetical projections set forth
would suffice to reconcile aggregate manpower absorption requirements with
& reasonable improvement in levels of productivity per employed person.

Attention must be drawn to the key role incumbent in this connexion
on those branches of industrial activity which are directed mainly towards
production of non-durable consumer manufactures, always provided that an
income redistribution process took place in Latin America., Unless the growth
of these activities becomes more dynamic, industry's share in urban employment
will probably continue to decline, with the resultant aggravation of the
problems of overt and disguised unemployment in respect of a substantial
propofiion of the labour force. In the activities in gquestion, together with
a more favourable product-capital ratio, relatively wide margins of idle
capacity are currently registered, and both these factors should facilitate
the financing of industrial expansion as a whole, in so far as a higher
propertion of the resources to be mobilized were earmarked for the more
capital-intensive lines of production in which investment requirements per
employed person are heavier.

Very broadly speaking, these are some of the prinecipal functions which
industrial development will apparently have to take upon itself in the
coming years, It may be useful to forecast them, even though in extremely
hypothetical terms, with a view to pramoting the instruments and defining
the policies that may most effectively make for their fulfilment.

/2. Regional
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24 Repional integration as a reguisite of future
industrial development

In the light of the requirements noted in regard to the probable
rate and some of the patterns of Latin Americal's industrial development
in the next few years, and increasing measure of regional economic
integration seems desirable, not only as an objective, but also as a
basic instrument, If no effective arrangements are concluded in this
connexion, the continuance of the industrialization process and its
acceleration in consonance with new needs would meet with almost
insuperable obstacles, Although the bases for such a conelusion have
been outlined previously, it is interesting to single out once again
8t least two of the essential factors. The first of these concerns the
consequences of a further reduction of domestic import coefficients,

Such a reduction, to judge from the hypothetical calculations presented,
would carry many countries of the region to levels scarcely compatible
with the size of their respective markets, with the stage of industrialization
reached so far, and even with their particular natural resources. The
expansion of new export lines -~ primarily of manufactured products < to
~ other areas would be an important contribution. However, on the one
hand it is contingent upon the decision of the more advanced countries
to provide real access to their merkels and, on the other hand, it
constitutes an aim which is not entirely unrelated to integration, to
the extont that the latter is an important requisite if ILatin American
industry is to be more efficient and better able to compete on world
markets,

The sccond point which might be repeated here is that all the
countries of the region, with a few temporary exceptions, have been
more or less simultaneously encountering growing obstacles to industrial=
izétion which are likely to loom even larger in the future, This means
that, in spite of the disparities in their present general industrial
and economic develomment levels, integrﬁtion is a matter of equal urgency
for them all,

/Past events
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Past events have shown, however, that the road towards that
objective is not free from obstacles either. To teake industrial
products alone, experienced geined thus far seems to point to at
least two basic sources of concern which hinder the adoption of more
far-reaching decisions: in the first place, the uncertainty regarding
the effect which the establishment in the relatively near future of a real
regional common market or other integration scheme of similar scope
might have on existing industry; secondly, the uncertainty as to the
consequences that might stem from the merked disparities in the industrial
develogment levels of the different countries, and therefore from their
varying aptitude to turn to account the advantages deriving from
integration, Although the present study cannot go into a systematic
analysis of integration problems, it seems useful to review some of the
data examined in previous sections which might help to determine the
scope of such sources of concern, whose repercussions on future industrial
develomment are of fundemental importance.

The prospects of existing industry within the framework of regional
integration would logically depend cn the nature of the speeific
integration schemes likely to be implamented and on the magnitude of
the differences between the costs and prices of mamufactured products
in the various countries.,

The latter point has been illustrated, at least in part, in
previous chaptcrs., The comparative analyses presented lead to the
conclusion, in the first place, that there are marked discrepancies
between the different countries in the price structure of manufactured
products. Although such discrepancies may be partly attributable to
factors other than actusl cests (tariffs, indirect taxes, levels of
return), they do .probably also reflect appreciable differences in costs.
Secondly, as might be expceted, rates of exchange play a decisive part
in the gencral price levels of manufactures; at the exchange rates
in force for foreign trade, there are some countries in which prices are
lower as a whole, since at parity exchange rates they would appeer at
an sdvantage in certaln cetegories of products and at a disadvantage in
others, Lastly, the disparities often seem wide encugh to exceed even
the existing fairly-high transport costs for reciprocal trade,

| /These general
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These general indications need to be supplemented by other more
speéific remarks about partiéular'sectors of industry. In the case
of steel-making, for example, it has been pointed out that the favourable
conditions of several countries of the region would not fepresent for
any one of them the neceésary'advéntages in location to compensate for
the transport costs inVOlﬁed, but that in existing enterprises there are
other factors - plant size, economies of scale, level of specialization
and operational efficiency - which greatly accentuate the disparities
in production costs.;;/ Similar examples might be found in connexion
with other manufacturing 1ndustrles.

Under the conditions described above, a broader llberallzatlon
of reciprocal trade in manufactured products is apparently a factor
that would lead to a major reorganization of existing industry, Such
reorganization might take more than one form, and in particular might be
channelled in two main directiohs, always provided that the exchange
distortions were duly rectified: towards specialization in each country's
industrial output, while those industries appearing at a disadvantage
would be sacrified on their growth would be limited, and reciprocal trade
in a2 wide range of manufactures, or towards systematic efforts to improve
the efficiency and productivity of those lines which are most vulnerablse
to competition from industries in other countries of the region.

The two lines of action are embodied - albeit more as an additional
policy messure than as alternatives to be decided on - in the oft-formulated
definitions of integration aims, ‘Thus,_it has been asserted that integration
would introduce an elemcnt of competition which has been largely lacking
in Letin kmerica's industrial development, owing to the high level of
protcetionism and the intensive concentration of manufacturing enterprises,
and would therefore requife a drive to improve industrial efficiency,
organization and techniques. Attention has also been drawn to the advantages
of integration from the standpoint of economies of scale and the possibilities

for 1ndustr1~l specialization in the various countries, The former

;;/ See 4 contrlbutlon to economic_integration policy 1n Iatin Amerlca
(E/CN 12/728)

/implies that
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implies that integration would be assigned a role whereby in some degree
it replaced other internal policies which might have the same ends, but
whose efficacy in that sense would not necessarily have resulted in a
larger flow of regional trade; the latter, on the other hand, is
clearly aimed et increasing reciprocal trade in manufactures,

Those objectives might, to some extent, be associated with the
two categories which are usually referred to as "iraditional" and "dynemic"
industries. In the first group, which is usually characterized by a
relatively small minimum econcmic size and is virtually untouched by
economies of scale, the present cost and price situation would appear
tc derive from institutional factors rather than from the inherent
technical and economic features connected with the limited size of the
domestic markets; aécordingly, it would suffice for integration to
have an indirect influence on them, or a sort of catalytic effect which

would help to remove the adverse institutional factors.lg/ In the dynemic

12/ Admittedly, this is a sweeping generalization and over-simplification,
since integration is usually assigned a broader role even in relation
to this type of industry. "Lack of spescialization substantially
increases production costs and prevents the Latin American countries
from meking the best of their industries' possible advantages in
respect of comparative costs, besides depriving them of the benefits
that might acecrue from trade based on a broader and more rational
division of labour ... This is evidenced in the low level of imports
of manufactured consumer goods effected by the more highly
industrialized of the Latin American countries; for example, registered
imports (i.e., excluding contraband) of cotton textiles are practically
non-existent, owing to the prohibitively high duties and other
restrictions., A4s a result, the domestic textile industries have
indulged in over-diversification and have foregone specialization
with the consequent adverse effects on their efficiency and export
possibilities; cotton textiles, besides not being imported, are not
exported either, except in marginal quantities., In contrast, the
industrialized countries, whose textile industry is more highly
developed and more efficient, not only export but alsc import large
qucntities of cotton textiles. For instance, the aggregate cotton
textile exports of the countries members of the Organisation for
Economic Co-operation and Development (OECD) represented 19.2 per
cent of their output in 1959, and imports 17.2 per cent, In the case
of the United Kingdom, the corresponding proportions were 22,8 and
39.2 por cent, respectively". (Santiago Macario, "Protectionism and
Industrialization in Iatin America', loc. cit,, pe 79-80 and
footnote 47).

/industries, on
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industries, on the other hand, a genuine attempt would be made to promote
specialization and trade on & regional scale, '

Although there is no reason why the two objectives shonld conflict,
the fact that they are pursued simultanesously is likely to give rise to
greater difficulties in attempting to express them in terms of the
specific errangements and schemes chosen for achieving integration.

The more they affect existihg industry, the greater reluctance thecre will
be to adopt the political decisions required by those arrangements,‘and
the greater pressure will be brought to bear to introduce exemption and
saving clauses which might do much to undermine their efficacy; even in
those industries which are genuinely imporbtant from the standpoint of
real trade possibilities. |

Be that as it mey, the breadth and scope of the effect which
industrial integration might have on existing enterprises should not be
exaggerated, To go a little more deeply into the guestion, the document
referred to abovelz/suggests a distinction between five types of
’énterprises which would suffer the consequences of integration under’
widely differing conditions: (i) inefficient enterprises, but which are
immune from competition because they supply a local markct or because
demand is sporadic; (ii) inefficient enterprises, which, if prodded by
cocmpetition, would be espable of revising their methods or switching to
different products on their own initiative and through their own efforts;
(1ii) inefficient énterprises which are incapable of reacting to competition
themsclves, but could be sal&aged by means of special technical and
financizl assistance progfammes; (iv) inefficient and insalvageable
enterprises, some of which must be tolerated as long as "national security",
"industrial stability" or other non-economic considerations persist;

(v) inefficient and unsalvagesble enterprises which should be replaced,

The conclusion to be drawn from the above consicerations is that
there might well be few sacrifices to be made in tems of installed
enterprises and production éapé.city; in fact, the broacder the proposed -

action of specific integration mechaonisms in relation to concrete

13/ Contribution to economic integration policy in Iatin America, op, cit.

/programmes of"
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programmes of financial and technical assistance to those enterprises,
the fewer the sacrifices,

Under these circumstances, careful attention would probably have
to be peid to the possible effects of such programmes from the standpoint
of the criteria for allocating future resources, in terms of the proportion
to be channelled towards modernizing and improving the competitive position
of existing industry compared with that earmarked for broadening the
industrial jbase through the establishment of new industries.

Available scctoral studies show that a geod many of the problems
concerning the efficiency of existing industry lie in questions of
organization and administration, which could be remedied without investing
too large a proportion of real funds that could be channelled into other
activities, The large-scale replacement of equimment is a different matter
and cculd, moreover, seriously aggravate the already acute employment
problems, unless it took place within the context of broader plans which
included fresh incentives to industrial growth through the local production
of such equipment. This consideration seems to be consistent with the
fact that =mong the "bases for the formulation of a regional industrial
development policy™, as approved by the Advisory Cormittee on Industrial
Development sei up under the latin American Free-Trade Association
(ALAIC), there was included a specific provision to the effect that
the more intensive rationalization of production should be reconciled
with the level of employment reached, as well as with the utilization
of capital geods and availsble technological capacity,

These and other cifficulties arising in the study of existing
industry point to the usefulness of taking a somewhat broader view of
the question. The hypothetical estimates presented earlier in this study
provides some criteria in this respect which might serve to illustrate
that longer-term viow, Thus, for example, it can be inferred from those
estimates thal within a reriod of not more than fifteen years the increase
in the industrial product would exceed its present level; in other words,

a new and larger flow of mamufacturing production than that now

- /ropresenting the
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representing the whole of existing industry (130 per cent more in terms
of value added) would have to be created in less than fifteen years, In
certain sectors, this expansion would entail the addition of production
capacity on an even greater scale than at present, or the lawching of
completely new projects, either throughout the region or in specific
countries,

Viewed from the angle of what the expansion of Latin American
industry is expected to signify within a relatively short time with
respect to present production levels, the adverse effects which integra-
tion might have on existing industry will no doubt be attenuated, or it
will be made more readily adaptable to the new conditions. For this
reason, special priority should be attributed to integration instruments
and arrangements which will effectively promote the rational development
of future additions and progressively shape the new structure of:Latin
America's industry implied, in the last analysis; by the industrial
integration of the region. Those prospects may also help to weaken the
opposition and ease the pressures of firuly established interests, and
this in twm would facilitate prompter and more far-reathing decisions
in connexion with the development of new lines of industry, regardless
of the adjustments which existing industry will gradually introduce.

This is what is happening in the two intepration schemes now-in
forces In the case of Central America, where lesc weight is carried
by econsiderations relating to existing industry because of its less
advanced degree of industrial progresse, the incentives explicitly
contemplate grester advantages for new industries, -si:ch_ being the
actual nature of most of th= projects regarded as "integration
industries!. 4is to ALALC, hesides the stress gensially laid on the
*installation and development of Area industries" ~ which suggests new
industries «~, the inclusion of products in the National Schedules, and -
even more so in the Common Schedule, tends to exclude those for which .
several of the member countries already have fairly important industries
established, vhile complementarity agreements also seem to be more
compatible with the impetus given to new projects,

/MNotwithstanding the
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Notwithstanding the advantages which a distinction between existing
industry and the expansion requirements foreseeable in the near future
seems to offer in a study of possibilities for an industrial integration
policy, it should be realized that such a distinetion is largely arbitrary,
An apprzciablie proportion of -the expansion in question would be absorbed
by the so=called "tradi‘t:’.oﬁal“ industries, the more so if the coiforts
towards a more progressive distribution of income materialize, as noted
from the hypothetical estimates presented above, But even within the
sphere of dynamic industries, and particularly in countries that have
made most headway in industrialization, fulure industrial development
would also imply the growth of activities which are already in operation,
and perhaps have even achieved g measure of consolidation,

In this respec{., subsequent industrial growth cannot be conceived
as the mere superimposition of a different peittern from that already in
existence, which could therefore be moulded on entirely new bases quite
independently of the traditional structure of industry. Even in the case
of industrial ventures which might, strictly speaking, be regarded as
"new', the level of efficiency attained by them would necessarily be
influenced by the whole complex of their relations with the rest of the
industrial sector, on which they would rely in some degree for supplies
of inputs or other basic services,

Furthemmore, whether or not certain lines cf indusiry were classified
as 'new" would depend on the stage of industrializaion reached by the
countries conceimed. The scope of the term would be far broader in those
which had made little progress in that direction. The more industrialized
countries might well havs ro other fields capable of being developed within
a reasonable span where these new lines do not alwready exist at least in
embryo form, In this respect, it might be considered that the disparities
in the progress thus far achieved by the Central American and ALALC
integration schemes are up to a point consistent ~ among other important
factors = with the industrial characteristics of the respective member
countries and with the verying opportunities they offer for the developrment
of new lines without Jeopardizing existing industry,

/These above




ST/ECLA/Conf.23/L,2/hdd 1
E/CN.12/716/Add.1
Fage 153

These above considerations also bring into relief the urgent need
to increase industrial integration efforts. The longer thia is postponed,
the larger will be the number of manufacturing activities whose problems
will come to swell those already affecting existing industry - even at
an ':i.ncipient stage of deveclopment =~ and, consequently, the fewer the
possibilities of strengthening the measures for a rationel deveiopment
of new enterprises proper, The motor vehicle industry is a good example
of this, In the course of a few years, Brazil has managed to replace
virtually all its imports of motor vehicles through the local manufacture
of nearly all their parts and components, and Argentinals production is:
also large, Although these two latin American countries have the widest
domestic markets, they fall short of what would be required, in absolute
terms, to take advantage of the considerable economies of scale which are
typical oi this industry, particularly if account is taken of the relatively
large number of enfe;'prises established, At the same time, shaps have been
talzen to promote the ‘pmduc't.iqn_ or assembly of vehicles in other countries
of the region, including Mexdico, Colombia, Chile, Venezuela end El Salvador -~
in the latter with zn eye to the Central /American integrated market. The
extension of industrial activities to other countries along the same lines,
in none of which full use is made of the advantagzs of specialization and
large~scale production, is noted in several seciors of the chemical and
steel industries,

Added to the obstacles of the kind described abovz is the second
type of concern alluded to at the beginning of this section, nhamely,
the uncertainty regarding the consequences that miz»t stem from the
marked disparities in ths cilfferent countries! ir.justrial development
le{rels, in terms of the varying degree to which they are able to turm
to account the advantages deriving from integration.

Of course, this is a basic evaluation, without which it is nore
difficult to adopt what are no doubt the essential policy decisions needed
to accelerate the process, It is also a highly complex problen,
requiring simultaneous consideration of a great many points, including
some for which sufficient data is probably lacking. Needless to say,
such an undertaking is beyond the aimg and possibilities of the present

/study, although
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study, although a preliminary investigation based on the hypothetical
estimates presented above might be warranted, In such a study it would
be best to disregard the aforementioned question concerning the possible
repercucsions of integration on existing industry, and to focus attention
on the prospects that might be opened up by future development, while
recognizing that not only should integration arrangements avoid hamming
what already exdists but they must also be effective enough to ensure an
equitable distribution of the additional benefits they produce,

It should be stressed, above all, that the disparities between the
Latin American countries which are relevant in this connexion are not
limited to their respective levels of industrialization or to their
industrial bases, but extend also to other factors whose impact on
industrial develogment has been shown earlier in this study. They
include, in particular, the size of population in absolute terms and
‘ the average level of per capita income -~ that is, the size of the national
market concerned —, as well as the level of urbanization and the import
coefficients Of these, urbanization might be considered more important
as a factor explaining the past industrial process than as a determinant
of subsequent industrialization, since within the framework of planned
development policy it is probably no longer an autonomous factor, but a
passive answer to the needs arising out of develoyment itselfs

Consideration being thus limited to the remzining factors, the best
course would be to single out certain typical sitwations in Latin America
in which a relationship exists betwsen the stage of industrialization
reached thus for and the population, the average per capita income and
the relative importance of the external sector in the countries concerned,
Accordingly, considerstion could be given to a first group consisting of
the most densely populated countries with the highest level of industrial-
ization and a relatively low, import coefficient, It would comprise
Argentina, Brazil and Mexico, whoge annual domestic product would total
some 68,000 million dollars, their industrial product about 17,000 million
and their imports around 4,300 million dollarse The second group would
be composed of Chile, Colombia, Peru, Uruguay and Venezuela, with medium-
sized domestic markets, a slightly lower level of industrialization and

/a far
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a far higher average import coefficient than the first group, although
marked disparities persist between the five countries themselves, The
annual figures for their total product, industrial product and imports
would be 22,000, 3,400 and a little over 3,200 million dollars annuslly,
A third and,last group, world consist of Bolivia, Costa Rica, Ecuador,
El Salvador, Guatemala, Haiti, Hdnduras, Nicaragua, Penena and Paraguay,
ﬁhose'éombined domestic prcduct would amount to some 6,300 million dollars
arnually, their industrial product to approximately 700 million and their
annual imports to about 940 million, The same grouping could be associated
with different structures of the manufacturing industry seétor, in terms
of the rel~tive share of current manufactired consumer goods, intermediate
preducts, durable consumer goods and capital goods, as typified elsewhere
in this study. |

As a next step, it would be useful in this respect to take the
results of the hypothetical calcuvlations presented earlier as %o
what effect a 100 per cent increase in the product would have on the
capacity to import from other aveas and on the consequent requirements
of tréde in mﬂnufactures-between countries of the region, It was then
estimated that in the face of a potential demand for imports exceeding .
15,000 million dollars annually3 plus other income of nearly 2,000 mllllon,
the traditional tyrade flows would provide a capa~ity to import of just
over 11,900 million dollars, which would mean a gar in Latin Americatls
foreign trade of'therorder of 5,000 million dollars annuclly. Under
the hypotheses formulated at the time it was assumed that this potential
deficit could be covered by means of additional exporis of manufactures
to other areas (1,250 m:llicn dollars), import swi:titution in respect
of certain primary products (750 million dollars) and import substitution
efforts in respect of manufactured products amounting to the eguivalent
of 3,000 million dollars, half of which would take place within the
framework of each domestic market and the other half wnder regional

industrial integration arrangements,

/New hypotheses
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New hypotheses eould not be added to show how those projections
might be classified according to the above-mentioned country groups, To
that end it would be necessary to begin with the basic reference relating
to the growth of the product, In this respect, however efficient the
regional integration instruments may be from the standpoint of the
equitable distribution of the benefits deriving from integration, there
would still be a great many internal factors which, in the last analysis,
would determine different growth rates for the various countries, although
the difference might be smaller than in the past. A merely hypothetical
assunption, however, would be that those growth rates were the same at
least for the groups of countries - in some degree a justifiable
simplification if it is borne in mind thot each group includes countries
which, in the past, have registered very different rates of developnent -,
and that the domestic product, which has been taken as a reference for
the calculations, doubled within the same neriod, Another hynpothetical
assumption would be that the various groups could increase their traditional
exports at the same rate cnd, actually aided by integretion, that their
share of exports of manufictired products to other areas, for example,
could be in proportion to the respective absolute voluwaes of their
industrial output, The results of these two suppositions would be that
of the total gap of 5,000 million dollaprs annually, about 2,500 million
would be absorbed by the first group of countries, 1,900 million by the
second and 600 million by the third.

To complete the breal:dowm of these over—all figures by groups of
countries, yet another hypothesis would be necessary concerning the
subsecuent trends folloved by each group'!s imporst coefficient or, which
amounts to the same thing, by its share in intra-regional trezde. If,
as in the case of the general hypotheses, it were estimated that in
every instance half the nevw import substitution activities could take
place exclusively within the donestic marlets, it would be concluded

that the requirements in respect of regionzl trade arising in each group

J/would be
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would be very much the scime for the first two groups of countries l&/_
= approximately 650 million dollars annuclly in each case = and the
equivalent of some 200 million dollars anhually for the third. In other-
words, regional trade in manufactures for the first group of countries
would represent between 9 and 10 per cent of its total exports to other
areas, 15 per cent for the second group, and a slightly higher proportion
for the third,

From this set of hypotheses it is inferred that, although it has
been fairly;syétematically assumed that the contribution and effort made

by the separate groups of countries are the same in relative terms, there

is a wide gap in absolute terms between the first two groups and the third.
That is to say, it would be herd to achieve stability in regional trade zs
a result of transactions relating mainly to -trade between countries at
very difierent étages of industrial develomuent, Owing 'to the disparities
in the absolute size of the markets concerned, a substantial proportion-of
such trade would have to consist of transactions between -countries
belonging to the same groun, or at most between the first two country
groups, ' '

Such a conclusion would not help to foresee the varying ability of
countries at different stages of industrisl develosmient to take part
successfully in a regionsl iﬁdustrial-integraticn scheme, but in any case
it helps to illustrate certain aspects of the problem. Its effects extend
also to the definition of the so-called "integration industries", to use
the terminology of the Central Amnerican schemes, If these are considered
to be industries in which iie effective turning te account of the economies
of scale, at the level of high productivity technigues, easily transcends
the size of the individual domestic markets, the range of "integration

industries¥ = as in the case of "new industries' - is far more extensive

14/ The fact that these Tiures are so similar is expluined by the
hypothesis that the pronortion of exports of manufactures to other
areas absorbed by ecch group of countries would be in linewith its
absolute level of manufecturing production., On this assumption,
while the proportion accounted for by the first group would amownt
to some 1,000 miilion dollars annuslly, the second group would
absorb only 200 million, which would therefore accentuate the need
for import substitution and regional trade,

/in the
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in the group of less industriclized countries than in others at a more
advanced stage of industrialization. This fact is due not so much to

the level of industrial develoment in itself as to the fairly close
relationship exisbing in Lotin America between that level and the absolute
size of the domestic markets concerned,

Provided that the fundamental trend is to take full advantage of the
econoiies of scale, these considerations sre gradually shaping a picture
witich would be characterized by a lively trade in manufactures within each
separate group of countries. In an extreme case like that of the less
industrialized countries,, this trade could cover a fairly extensive range
of manufactures; secondly, there could be an even greater volume of
reciprocal trade in absolute terms, it would be concentrated more
particularly on specialized or, technically speaking, highly complex
products, In addition, there would be 2 region-wide trade in the
products of regional “intesration industries® proper, in the broadest
sense of the term.

The system of grouping the most halogeneous countries from the
standpoint of the stage of incdustrializction reached is possibly one of
the reasons for the great strides made by the Central American integration
scheme, The Montevideo Treaty failed to provide for the possibility of
sub-regional agreements as part of the over-sll ALALC scheme, although it
subsecguently allowed for it up to a point through fairly liberal
exempiions from the most-~favoured-nation clause,

The risks entailed in too wide a dispersion of integration efforts
would depend, in these circuastances, on the efficiency of the instruments
for promoting activities that might be considered integration industries
at the regional level, There is no reason why those industries should be
limited in number, and even if they were, they could give rise to a
considerable volume of irade in absclute terms.

In any case, there would still be the question of how far each country
would have equal opportunities to take part in the develoment of
integration industries, either at the level of the relevant group or at

/the regional
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the regional level proper‘. However, a systematic examination of the
question is beyond the scope of the present study, which is barely intended
to formulate a few general considerations on the subject,

As noted previously in connexdon with the prices of specific
manufactures in several countries of the region, to broach the problem in
terms of comparative monetary costs under prevailing market conditions
does not make for a very thorough analysis. Among other things, the
results ultimately depend entirely on the exchage rates used to convert the
costs expressed in the various national currencies to.a common currency
unit, Those in force for foreign trade ey represent temporary over-
valuation or under-valuation, which would not provide a sound basis for any
far-reaching decisions. Ioreover, the diificulty of accurately determining
"parity exhange rates" is only too well known, even if the actual concept
were useful to those ends. Hence, the evaluation would have to be expressed
in terms of "real costs", whic¢h reflect the quantity of material inputs that
would have to be used per unit of final product in a given line of production,

Under present conditions, in many ncnvfacturing activities there are
marked disparitites in real costs between the variouws latin American
comntries, Such disparities are due, in turn, to at least three types of
factors: some, such as.sczle of operation and the technigues employed, are-
inherent in the characteristics of industries developed purely at the
domestic level in countries differing so uwidely as to absolute size of
niarket; others reflect permanent or transitory conditions peculiar to each
country, such as the availebility of natural resources and the level of
training end skill of its human resources, including those responsible for
promotin: and organizins industrial procuction in a general sense; and
others are closely bound up with the actual stage of industrialization
thus far reached and with the so-called "external eccnomies", Under
conditions of the progressive industrial integration of Latin America, it
must be admitted that the first group of ;E‘acto_rs would cz2mse to pe é_’source
of gaps once a‘reg'iona_l marliet was established. The factors réla-ting to
the training of manpower and technical personnel. fall into the category of

/differences that
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differences that could be remedied fairly quickly provided sufficiently
intensive and far-reaching efforts were node to do so., The disparities
in the availability and quality of other resources would constitute

the basis of what might be ctlled each cowntry'!s "natural specializatidn“
in certain manufacturing lines, although their effects are limited

to those countries in which the costs of obtaining the raw materials

are particularly high %<,

The effects of the third type of factors mentioned ~ those relating
to external economies - on each countryl!s ability genuinely to participate
in a.regionai industrial integration process would still remain to be
seen, Past experience shous that their effect seems to bé of fundamental
importance, since the cunulative advantages implied by external economies
are usually referred to as one of the chief explanationé for the
concentration of industrial develomment both at the international and
domestic levels In Latin America itself, as noted in chapter II,

Greater Buenos Aires, the Municipality of Sac Paulo and the Federal
District of Mexico account for more than one-third of the value of the
region's total manufacturing output, If that is what happened under
strong national protectionisr, it is not difficult to imagine that,

for want of an effective policy deliberately aimed at preventing it,

such 2 tendency might be even further accentuated in a regionsl integrated
market, thereby strengthening those industrial centres where the external
economies are greatest, to the detriment of others at a relatively less
advanced stage of development.

This is one of the reasons why an association of countries at
widely differing stages of industrialization with e view to participating
Jeintly in an industrial decvelopment process could hardly take place
within a scheme operating automatically, wiere decisions regarding the
location of industries are entirely dependent upon market conditions.

15/ TFor *he extent to vhich each of these factors affects specific
brenches of industry, see Contribution to economic integration policy

in Latin America, opscite

/Hence, some
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Hence, some degree of deliberate participation in the process seems
indispensable, implying as it does a greater or less industrial development
planning effort which would go beyond the strictly national planning
level., A suitable mode of combined action of that kind might be
necessary even if the effect of the external economies were not very
significant, In fact, the turning to account of the opportunities which
a regional market might onen up to a country in the case of specific
manufactures does not depend solely on its relative advantages, but olso
on its ability to accumvlate sufficient investment resources for its
developrients Consequently, the deliberate action to assure it of such
opportunities would have to be followed by some other form of joint
action calculated to facilitate the appronrizte finencing for countries
whose possibilities of earmirliing funds for industrial develoment are
weakest,

To the extent that extomasl economies are really an important
factor, 1t might be considered that the re~orienting of indusirial
develorment with a view to the balanced participaiion of the various
countries would entail some sacrifice from the point of view of the
growth potential of the region as a whole, However, regardless of the
fact that this might be purely a temporary "sacrifice!", there are at least
two other facts to be taken into account in relation to the two main
manifestations of such external economies: the combination of services
(housing and public services) and utilities (energy and water) which are
indispensable for industrial development, and the proxdmity of industrial
establishments whose outvut is so closeli linked that the supplies of
some of them constitute basic innuts for the operation of others.

Although there is no reason why the former should nomally be
financed by the manufacturing sector, being more often the public
sector!s responsibility, that does not prevent them from representing
socidl costs which must be talien into account in one way or another,
Consecuently, throughout the cccelerated urbanization of Latin America,

there have been signs in certain cases that the location of industry

/in traditional
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in traditional urban centres no longer represents real external economies
in the supply of those services, or will soon cease to dp so., Unless
those cities are completely renodelled, uhe lengthening of supnly

lines for public services allied to housing « including urban transport -,
the increasing distance from water and e%éctric energy sources; and

other factors, entail increasing rather thqh decreésing"costs in the
supply of those services, To put it'even‘more strongly, it might

well be less costly to create new urban centres around the location of
new industrial centres tham 4o go on establishing industries in the
traditional urban centres,

Planned industrial.deve;opment can at the same time open up
poesibilities for consicerahly mitigeting the effects of the second type
of manifestations of external economies, Since the decisions are not
necessarily confined to individual industrial establishments, but can
apply to a whole group of them, it would be useful to plan the |
establishment and development of induvstrial "ccmplexeé", in devising
whdch attention cduld be pajd to the essential features of external
econcinies in so far as reciprécal relationé between these activities
ave concerned. _?J | .

An interesting illustration of the fectors referredto above is to
be found in the develomment plen for Venezuélan Guiana, The aim there
is not only to create an industrial nucleus for the jmmediate
vtilization of a particularly favoursble combination of basic resources,
but alse to set up in the saie location a sefies of related manufactﬁring
activities which will bring into being ozn urban cenire of significant
proportions, The population of Santo Toné de Guayana increased from
berely 4,000 inhabitants in 1950 to 42,000 in 1961, and is expected
to be 115,000 inhsbitants in 1966 and 400,000 by 1975. Although
the location of basic industiries was 6onsistent with the resources
available, the decision .concerning the' locition of otheré ‘which might

have shifted to the traditional centres is apperently influenced by the

" /eonsideration that,
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consideration that, from the standpoint of the economy as a whole,
these centreés ~ particulerly Caracas =- no ionger offer significant
external econcmies in I“».,lc-tlon to the cos:t of establishing new urban
centres, ' _

If such a phenomenon vere true of a sizable number of existing
industrial centres in Latin Imerica, it uoﬁld mean that the industrial
integration of ‘the region would afford the dpport,unity for the large-
scale relocation of Latin American industr*;r on such lines that a major
proportion of ‘its subsetlueni growth would tend to shift to new sites,
This process could greatly enhance the efficiency of the integration
industries, if it is taken into account uhat certain of the traditional
centres, in developing along l:Lnes dlre cted axdusz.v.,lv towards the
domestic warket, mlght be unsuitably situated for the purposes of
regional trade,

From ancther angle, tlaérefore, the need emerges once again for the
regionts industrial integration efforts o Dbe badked by instruments
involving a high level of plaming and not exclusively in connexion
with strict trade pblicj limits, This hes been largely the case in
the Central American schéme, ‘and the saiie need has been recognized in
the bases for formulating a regional industrial develoment policy
put forward by the relevant advisory coxmzﬁ_ssion of aL:Ll, according to
which the location of industry must be effected in line with on over-all
prograune so that the benefits of integration are equitably distributed,
account being taken of the different structures and development levels
of the umember countries, since the desvices and incentives should
contennlate riot only thie elimination of regional trade charges and
restrictions, but also "all 'those carrying some weizght in an industrial
integration process by sectorsi’, To sum up, ‘the problem seems to be
not so wuch thé recognition of that need as the devising of specifie
devices and instruments to satisfy it.

/3. The
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3. The new responsibilities of industrial policy

It will be concluded from the foregoing considerations that
whatever may be the possibilities in the last analysis, Latin American
industry is facing increasing development requirements and deeply
significant needs in respect of reorientation and structural changzs.
Such requirements, in turn, imply new and greater responsibilities in
the definition and efficient application of the set of measures and
instruments which constitute industrial policy in the broadest sense of
the term,

As observed in chapter III, industrial policy at one time
considerably influenced the rate and pattérn of Latin Americals
industrialization process, but it also displayed certain shortcomings,
and unless they are remedied it can hardly meet its new responsibilities
efficientlys II an attempt is made to generalire regarding particuiar
situations which often differ notably between one country and anotler,
and if their characteristics in relation to specific fields are
disregarded for the moment, it can be stated that industrial policy has
consisted in a number of insufficiently related measures rather than a
consistent over-all line of action; that this policy has not been
expressed in terms of clear-cut objectives, nor has it been given the
necessary continuity to eliminate or mitigate the uncertainty concerning
the stability of the conditions it has tended to create; that it has so
lacked selective criteria as to have had an indiscriminate effect on the
manufacturing sector as a whole, without, howewver, carrying much weight
in the shaping of sectoral structure; and that it has not always seemed
to be sufficiently integratsd with over-all economic policy te provide
a more dynamic impetus to industrialization.

On the other hand, those very characteristics of consistency,
continuity and selectivity, combined with its proper integration with
zeneral economic policy, appear now as essential requisites of industrial
policy in the light of the new objectives pursued. The recent progress
made in econcmic and social development planning is malking it easier to
meet those requirements, sinee such planning must provide the general frame
of reference to guide decisions on industry in the light of long-term

/prospects, and
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prospects, and for properly balanced efforts in this sector aﬁd‘those
envisaged for other sectors of éhe economy. Thus, the plans could
constitute an instrument which would presuppose the need to reconcile
industrial policy with the broader,asﬁects of economic policy,

Many of the shortcomipgs noted in past industrial development and
‘subsequently in industrialization policy itself are the virtually inevitable
consequence of an unplanned industrial developmente Under the circumstances,
the distribution of resources between the manufacturing sector and oﬁher
economie activities, and also among the various brancies of industry,
was determined mainly by the characteristics of marits whose relative
price structures tend to be seriously dizlorted, and wy other factors of
an essentially institutional natures To remedy ther will therefore call
for a .more active industrial policy duly integrated vwith general planning
effortse :

The data on the past evolution of industrialization and the present
distinguishing featuies of industry, the analysis of the experience
gained in following industriai policy in the pas%, and vroposals for some
of the lines aleng which industrial develonmant could be approachad in
the future - subjects which have been referred to throughout the riesent
study « might prove useful in outlining some of the basic points to be
borne in mind in ultimately perfecting indishitzl voilcsye They could also
help in gradually determining possibilities ccocuzrning the specific
instruments and procedures which could effectively deal with the ssries
of problems which industrial development will.sapparently entail in the
next few yearse :

To that end, it might be as well, in the first place, to review briefly
soime of the issues which appear to be essential in giving shape to what
might be considered a regional industrialization "strategy®s The major
objectives of industrial policy Qouid be inferred from such issues and, _
in the light of those general considerations, the role which specific
instruments might play could be examined.

-/{(a) Definition



ST/ECLA/Conf«23/Le2/0dd 1
E/CN.12/716/4dd .1
Page 166

(a) Definition of an industrialigation strategy for Latin America

Consistency and continuity, two qualities which determine the
effectiveness of industrial policy, depend not only upon the existence
of suitable mechanisms and skill in using them, but also - &nd perhaps
primarily « on their taking shape within a framework of long-term guidelines
ag defined by certain fundamental criteria. It is not proposead t.at
industrial poliecy should be cast in so rigid a mould that it cannst be
adapted as flexibly as required to temporary circumstances or shori--lived
developments, but rather throughout those changes to maintain sperific
guidelines which presuppese long-range definiticns and whose persistence
is importent, irter ajia, in determining that, based wn their continuity,
decisions of all kinds adopted by public agencies and private enterprise
itself will tend to fall into line with thens

The characteristics of past industrial growth and the problemrs
encountered at present make it possible to selact cervein basic factors
which might be considered as defining this strategy. These are closely
interrelated guidelines which cannot be express=d in actual guantitative
terms, nor are they applicable indiscriminately to each individual
country of the region. Thus, they are mentioned here in the form of an
enumeration of subjects or questlons ~ whose elocidaticn is essential for
industrial policy = rather than as suggestions of possible answers ‘in
each particular casee _ “

The first such factor is concerned with how far industrialization
efforts will continue £o be directed towards the individual domestie
markets, as compared with regional integrztion and the world market for
mamifactureses The answer may seem obvious, in that it is importaxnt to take
advantage of every new opportunity that might arise to accelerate the
growth of manufacturing industrys However, the rslative significance
ascribed to these last two objectives may lead to a vital re-orientation
of industrial policye Although the issues concerned may also entail
external decisions which are not strictly depencent upon those adopted at
the national level, if such opvortunities are to bhe effectively turned to
account the whole industrial base will have to be adjusted ~ by adapting
existing activities and incopperating new ones - with those objectives in

/view. What
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views What is more, there are undoubted signs that past industrial
policy, which aimed above all at intensifying the incentives to import
substitution, in practice’ created adverse conditions for opening up
industry to external and regional markets. This does not necessarily
< imply eriticism of the pattern of industrial policy which existed at
a time when conditionsg were very different from what they are,lbut
merely emphasizes the need to adjust such incentives to new congitions
- 'and aims 'in so far as it is considered that they should begin to form

part of the future industrialization strategye ' ’

A second factor, closely linked to the first, could be expressed
in terms of how far the tendency towards the "extensive" growth of industry
will persist or to whaet extent a caleculated effort will be made to re-orient
it towards a greater internal structural integration of the major industriese
-This subject has been alluded to repeatedly throughout the present study,
making it clear that, allied to other factdrs, those characteristics have
been influenced by specific industrial policy provisions;' To some extent,
the question can be expressed also in terms of how to combine the
industrial efforts concerned with the markst and resources, a matter of
vital importance if the bias is on regional integration aims and exports
-of manufactures to other markets. _
A third consideration of the same nature is the location of industry.

The question here is how far a deliberate attem;t will be made to modify
the noticeable trends towards a marked concentration of Latin American
industry which have been followed under a more spontzneous policye. The
‘question may be considered from two separate angles: firstly, how far
should industry contribute to the internal integration of the countries!
own economies, which are often faced with serious disesquilibria in the
development of their distinct component areas and disparity between their
production and consumpticn capac¢ity; secondly, how far will the location

of industry have to be gradually adasted to condltions of progressIVe
economic integration in Latin Anericae

/In defining
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In defining those general long-term guidelines, it is impossible
to avoid walking some reference to the increasingly acute problemn of
manpower absorption. From the particular standpoint of industry, this
continues to be a controversial subject. While some are of the opinion
that industrial productivity should be stepped up through the introduction
of technical advances on the widest possihie scale, others suppor: the
course of seeking how best to combine the capital and labour factcrs of
production as consistent with their relative supply in the Latin American
economiese From the broader angle of the econcmy as a whole, there is
no doubt that this is one of the most serious problems s¢ far encountered
in Latin America's development, and one which is increasingly ageravebed
by different factors, ircluding the needs in respect of the modernization
of agriculture and the rationalizing of existing distribution and marketing
systemse Under the circumstances, while the problem can hard.y be solved
through action in any one sector of the economy, neither does it scam
possible for any sector to refrain from helping to solve it. It is
necessary, therefore, to define a leng-term employment policy which,
in turn, would necessarily influence the industrialization strategys

It is the factors outlined above = and others too, since this is
not .a complete enumeration — which could, in the last analysis, contribute
to devising the industrial development strategy apparerntly rcequired in
order to shape a better industrial policye In the decisions taken in this
respect a sufficient degree of similarity may be discerned between the
individual countries to permit certain features of the strategy to be
applied to Latin America in general, but important discrepsncies are also
observable between them as a result of particular conditions opr objectivess

The point at issue is not so much that the decisions embodied in a
strategy formulated along those lines have been absent from the content
and pattern of past industrial policy, but rather how far the aims should
be marshalled in order of importance and how much stress should be laid

on selectivity in deciding on specific incentives.

/(b) Major
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(b) Major industrial policy aims

A strategy of this nature would help to define certein basic
objectives which, in turn, would be conducive to the more efficient use
of specific instruments for shaping industrial policy. Although they
may appear fairly obvious as expressed in general terms, it may not be
suberfluous to dwell in some detail on certain of those objectives with
a view to placing them more accurately within the context of thoue
broad definitions of industrialization strategy, and to bear them in mind
in the more extensive references to particular measures and provisions
contained in the following sections

(i) Financing. If Latin America's future indistrialization process
is to meet the new development needs, a fundamental requirement will be
the mobilizing of enough resources to finance the expansion of industrial
production capacity, and the distribution of those resources within the
manufacturing sector itself in consonance with the structural changes it
would have to undergos

The greater industrial growth needs anticivated over the next few
years can hardly be satisfactorily met on the bazis of a financing systém
such as that existing ir the past, as described in the pertinent ssction
of chapter II. To increase the manufacturing srowth rate to the levels
shown in the hypothetical estimates presentsd ir previous sectionc - that
is, an averaze for the whole region of nct less Lhan 7 per cent armn:ally -
would entail a considerably larger gross investment in industry than in
recent years, not only in absoclute but also in relative terms, whether in
relation to the industrial product or the total domestic producte. Hence
the need to¢ strengthenm, in economic policy in general and ingustrial
policy in particular, the additional instruments and measures which will
facilitate the relative transfer of resources from cother econcmic sectors
to manufacturing industry, or will substamtially increase the latter's rate
of savingss

Bven if the aggregate rate of industrial investment were atiained,
ivs effectiveness would also depend on whether the funds were being properly
channelled into the different branches of the manufacturing sector, in
keeping with the necessarily varying industrial growth rates, which in turn

/would result
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would result from the broader decisions embodied in the industrialization
strategys As has been seen, the umnﬁ“bf'Selective'criteria is: precisely
cne of the shortcomings of past industrdal policy which it is most
important to remedy in the face of the new conditionse

The magnitude of investment needs is also conditioral upon the

efficiency with which production capacity = both existing and evisaged
in the next few ysars = is wtilizeds The persistent under-utilizetion

- of installed capacity - a charactefistib feature of Latin Americals
_industry at presenmt - would accentuate those needs, in addition to the
inevitable repercuséions of incorporating new and more capital-intensive
production lines and the continuing ﬁrobess of replacing artisan industry
by féctory industry as suchs '

Accordingly, this broad aim of industrial policy should comprise
nbt only the mobilizing and channelling of sufficient new investment
regources, but also the efficient use of the re.ources available.

(i1) Technologys Another basic objective is to expedite the
assimilation of new techniques and their adaptation to the conditions
prevailing in the particular area concerned. As stated at the beginning
of the present chapter, this undertaking entails far more than the mere
introduction of new equipment and the necessary training in its operatione
It applies not only to industry, but to all secisrs of the economy; and
to the general structure of sociéty‘as welle Ibo importance is all the
greater in that more stress is laid on the efforis towards regional

_integration and exports of manufactures of other markets, which - by
overcoming the limitations of the narrow country markets -~ make it at once
casier and more necessary to take the fullest possible advantage of
technical progresse _

It is not too much to emphasize that, under the new conditions
envisaged, the assiﬁilation of techhology carnot, contiﬁue to be restricted
to the superimposing of more advanced phases of technical pfogress on a
basically unaltered traditional structures The persistznce of what has
been called "technological duality®, both within the industry itself and
in the whole sector in relation to others, is most likely incompatible

Jwith the
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with the new guidelines drawn up in the industrialization strategy :bf
Latin Americae Training with a view to turning scientific progress to
account in acquiring a fuller knowledge of :regional resources and their B
usey and to adaptlng productlon techniques to the conditions prevalllng
in a particular area, is another increasingly important aim of 1ndustr1al
policy in its broadest senses

(i11) Costs and prices. Linked to the foregoing, a third basic
‘objective necéssarily guiding industrial policy will be the elimination
or mitigation of factors determining the high costs and prices oeratin
American manufactures. Its ;éison dletre is obvious, whatever may be
the general industrialization strategy it is wished to pursues To
internal considerations are added those relating to regional integration
and, in particular, to an active share of world trade in manufactures, |
and thus this objective becomes an essential requisite. Here, too, the
aim would be not merely.to establish new industrial activitles capable
of preducing on a competitive footing, or at least at lower costs than
at preseht, but to improve operating conditions for existing industry as
a whole. Failing this, it would be impossible to attain other important
goals such as the expansion of domestic markets in conjunction with lower
prices for manufactured goods; nor is the fullest possible benefit likely
to be derived from the new and more efficient actiﬁities if they continue
to adherse to the tradltlonal industrial base for the supply of 1nputs and
other services required for their own productlon processess

(iv) Income distributione Lastlg, it is important that one of the
aims of industrial policy should be to secure the manufacturing sectorts

contribution to a more progressive distriﬁution'of Latin Americals incomes
As has been repeatedly observed, manufacturing industry is bound to benefit
from such redistribution, which may mean wider markets and, in many cases,
lead to demand for manufactured goods on the part of broad population
sectors hitherto unable to afford theme But the industrial sector should
also contribute to a better income distribution — another factor to be .
borne in mind in formulating industrial policy =, not only through the
relative movements of income between industry as a whole and othetr economic
sectors, but alsoc through the distribution of industrial income between
factors of production in industry itselfs In this respect, the information
/ziven throughout
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given throughout the present study emphasizes the characteristically high
relative prices of manufactured products, a situation which has changed
little over the years. Thus, the tendency has been for the benefits
deriving from technical progress in industry to be concentrated in that
sector, almost to the exclusien of other sectors of the economy and
consumers in general, The same data show that the salaries and wages paid
in Latin American industry absorb a far lower proportion of the total value
added than in the more developed economies, which suggests the importance,
too, of helping to achieve the aim pursued through changes in the
distribution of income between the factors of production of industry itself.
The latter goal =~ from the standpoint sither of the transfer of real
income or of the internal redistribution of income generated by the
manufacturing sector - might in scue degree conflict with the need to offer
greater incentives to industrial expansion. Therefore, over and above its
long~term favourable effects, it should be considered within the context
of a “woader industrial policy, including other compensatory incentives,
so that altogether they will enable the industrial sector to fulfil its
responsibilities in the light of Latin Americals economic development needs

as a whole,

(¢) Specific instruments of industrial policy
As noted previously in regard to the principal guidelines which could

define an industrialization strategy, the enumeration of aims set out above
has been devised purely for illustrative'purposes, since it would have to
be enlarged and adapted to circumstances in each particular case. It is
presented merely as a basis for determining how far the operation of
specific instruments of industrial policy can be made more expeditious
within the context of certain clearly~defined objectives,

It is impossible to relate each of those objectives to a specific
instrument of industrial policy, since some call for a combination of
more than one type of action, while a single instrument might be concerned
with more than one such objective, For practical purposes, therefore, the
following comments relate to fairly specific instruments which, however,
are not set out in any special order of priority or importance,

/(i) Taxstion.
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(1) Taxation. Taxes are an important part of industrial policy,
since they can be linked to several of the long=term guidelines and general
aims indicated above. For example, they may provide incentives designed
to facilitate the channelling of financial resources from other economic
sectors into manufacturing industry; help to reinforce the internal sources
of funds éarmarked for the expansion of enterprises; exercise some influence
in increasing the use of available production capacity; help to direct
new industrial investment into such sectors or branches of industry as are
most likely to meet industrial development needs as a whole; etc.

From the information contained in chapter III, it may be inferred
that past tax procedures have only partially fulfilled those functionse.
Although the effect of taxation on industrial income has, on the whole,
been fairly modest compared with the more industrialized econcmies,
industry has not been more favourably treated than the other sectors of
the economy, JIn fact, it can claim less favourable treatment, in terms
of actual taxation since tax evasion has usually been more commonly
practised in other secters., On the other hand, in providing for adequate
depreciation rates, facilities for the building-up of additional reserves
and incentives to reinvestment of profits, taxation has played an active
part in mobilizing the firms'! own funds for additional investment and the
proper maintenance of their production capacity. Even these facels,
however, present shortcomings or limitations which might have to be
remedied in the face of the new responsibilities of industrial growth.
Thus, for example, the effectiveness of depreciation rates is often
undermined or annulled by somewhat restrictive systems for the periodical
revaluation of assets, DNor, in this connexion, have the systems of
accelerated depreciation become sufficiently widespread or streamlined
to constitute a real incentive to the fuller use of available capital.

In some cases, preferential treatment is accorded in respect of reinvestment
of profits on condition that the resulting funds are invested in the
enterprise itself; thus, they cannot be channelled into supplementary
activities which might be conducive to the integrated growth of the
industries concerned, or into other apparently high-priority activities,
with the result that surplus capacity is built up instead. Moreover,

/tax incentives
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tax incentives to reinvestment are limited by the persistence of indirect
procedures for the distribution of profits, which serve to reduce the
total amount of officially declared profits that are subject to such
provisions. Lastly, a particularly careful evaluation of the result of
tempora}y tax exemptions as a means of stimulating new industrial ventures
would seem to be called for, from the standpoint of how far such'exemﬁtions
are justified' what effect they have on enterprise efficiency and how

much diserirination is exercised with respect to other existing 1ndustries

or enterprlses,

(ii) Industrial credit. Besides constituting the major source of
external funds for financing the expansion of enterprises, industriai .
credit can play a vitally important part in guiding industrial activities
towards particular goals.

- The data reviewed above are grounds for concluding that < with
certain important exceptions = the absolute volume of credit available for
industry has been very small compared with the magnltude of the 1ndustr1al
product, Although the relationship has gradually become more favourable
than in other economic sectors, it should be assessed also in the light
of the heavy financial obligations industry has to meet when it grants
eredit in order to market its productse _

Added to the need to increase ‘the total volume of credit earmafkeq-
for industry, in view of the aforementioned circumstances, and to o
accelerate industrial;growth, other needs relate to the systems and
terms under which such resources are made available. Commefciél banking
accounts. for quite a large proportion of total industrial loans, but
because of legal or other restrictions its activities are still coniined-
to short-term credit, part of which must be used in practice for‘A' _'_ 5
financing long~term operations, This gives rise not only to uncertainpy .
regarding frequent re-negotiation of loans, but also to the high cost -
of periodically renewing operations which in themselves are relatively
costly. Besides the substantive reforms which could be introduced in
the traditional operation of the private banking system, it would appear
necessary to. examine how far influence can be brought to bear through

/the monetary
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the monetary authorities to earmark resources for industry in preference
to other'goals, and even to introduce selective criteria for determining
the priority to be granted to different manufacturing activities. These
questions are much simpler to deal with in the case of public credit
agencies, which are gaining in importance as suppliers of industrial credit
- under more favourable interest and amortization terms, A step of major
importance, allied to fresh efforts to provide these agencies with the
necessafy‘fesources Lo operate on a larger scale, would seem to be to
strengthen their role as intermediaries in the channelling of future
external loans. In this respect, useful experience has been gained from
operations of that nature undertaken recently with resources of the
Inter-American Development Bank (ID3)e. This measure, besides guaranteeing
the indispensable supplementary means of payment abroad and facilitating
longer-term operations, would open up access to international Eredit for
the medium=sized and small enterprises; with the added possibility of
obtaining technical assistance in adapting themselves to greater
technological requirements, | _
Lastly, it should be pointed out that the guidelines and general
aims referred to imply'new short-=term financing needs, as in the particular
case of credit for facilitating exports of manufactured goods, either with
& view to intravregional trade or to a share in other world markets,
Therefore, some of the credit lines that are taklng shape ~ including
IDB projects =~ might be assessed specifically with a view to br:l.nglng
then up_to the required magnltude.

(iii) The securities market. The efficient operation of the

securities market could well be a major requirement in the two basic aims
considered ~ that of atbaining a sufficiently high level of industry
investment and the proper channelling of the resources concerned, As may
be inferred from the data contained in earlier chapters, however, its
present level of activity is not only very low, relatlvely_speaking, in
most countries of the region, but in many cases it represents an appreciable

reduction with respect to that registered in earlier years,

/Fron the
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From the standpoint of industrial policy, it is important to
recognize in this contraction the structural and institutional factors to
be tgken into account in orienting future efforts to raise the level of
activities, Both types of factors have heen examined fairly thoroughly
at some time or another, so that only a few of the suggestions emerging
from their consideration will be dealt with here., They relate, inter alia,
to methods of operation of the mechanisms concerned, including those
recently summarized in terms of “the need to exercise the strictest care
in selecting negotiable securities in order to inspire confidence on the
part of the investor; the need to safeguard minority shareholders by
means of legislation designed to protect them from improper practices or
price-lowering measures by unscrmipulous entrepreneurs; and, in short,
the need to overcome the distrust, indifference or reserve of the
publicess’s 1/

From another standpoint, steps should be taken to evaluate the
effectiveness of other existing devices for channelling private savings,
which might indirectly help to strengthen the securities market, While
recognizing the present and potential contribution of this source of
savings, its basic limitation deriving from the low average per capita
income and the regressive nature of income distribution in most Latin
American countries has been pointed out in earlier sections of this
report, These considerations show that it might be wise to pay more
attention to the efficient handling of securities market mechanisms
as instruments for facilitating the mobilizing and proper channelling
of the potential savings of the enterprises rather than as a means of
attracting personal savingss The functions of such instruments under

16/ Statement by Mr. Carlos Rafael Silva, Vice~President of the Central
Bank of Venezuela, at the eighth operative meeting of the Centre for
Latin American Monetary Studies (CEMLA), see CEMLA, W"Posible :
constitucidén de un pool de reservas entre pafses latinoamericanos",
Suplemento_ al Boletin Quincenal, No. 12 (Mexico, D.F,, December

1961\") 3 p! 375 .

/existing conditions



ST/ECLA/Conf «23/ L2/ hdd,s
E/CN. l2/716/add.1
Page 177 :

existing conditions in Latln America and the experience gained by certain
institutions ~ in partlcular, Nec10nal Financiera, S.A. Mexico = would
require careful 1nvest1gatlon and study before heing defined in more -
concrete tewns. , o

Moreover, Latin America's integration prospects present the matter
in 3 new light, and no doubt it will gradually have to be considered at
a regional level as well. ‘This will come about, for instance, as and
when the'conélﬁsion is reached ~ as happened in Central America and is
begihning to happen in connexion with specific projects in other countries
as well = that the impetus to spepific irtegration industries must be
combined with multi-national investment, Certain possibilities in this.
respect were suggested at the eighth meeﬁing of the Centre for Latin
American Monetary Studies (CEMLA), whose aim was to study the #apital
market with a view to economic integration.

(iv) Direct foreign investment. Direct foreign investment and
greater incentives to channelling it into Latin American indusiry under
the conditions afforded bylan integrated regional market. are ever-present
considerations in the majority of the proposalsAput forward concerning
the most effective instruments for expediting regional integration, and
have been apprdached from two stand?oints; the benefits deriving from
its contribution,'in terms of larger inddétrial investment resources and
faster technological prdgress, and the possible disadvantages it might
bring in the form of ccmpetltlon agalnst the installation or expansion -
of Latin American enterprises properu These sources of concern usually' -
culminate in the need to standardlze the provisions governing foreign
capital in force in the varlous countrles of the region, both as regards .’
channelling it along more approprlate lines and avoiding competition
between the countries themselves in attra cting larger external resources
by offering additional, particularly advantageous incentives,,

Therefore, this aspect o£ industria1 policy must be adapted to the
new conditions, In so dbing, iﬂlmight be as well to take into account;
too, some of the pertinent con51derat10ns noted in chapter III,
partlcularly the tendency to dlstrlbute such 1nvestment over a wide.

/range of
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range of manufacturing activities =~ including some which are not highly
capital~intensive and whose technical needs are limited ~,instead of
directing it into industries where its contribution might be more significant
because of the amount of resources and high level of technical progress
involved. A further desirable step might be to eveluate the fund of
experience gradually accumulated concerning the association of foreign

and domestic capital, and the various disparities deriving from the
funetioning of mixed enterprises as compared with those operating mainly

or exclusively with foreign capital.

(v) Yrotectionist mechanisms. Protectionism is one of the aspects

of industrial policy calling for cereful revision in the light of the new
industrialization aims and guidelines, The guestion is linked to several
of the essential factors indicated zbove,

In the first place, the position of manufactured products as
regards efficiency, productivity and relative prices in each of the Latin
American countries is closely bound up with the virtual absence of
competition in which the region's industry in general has developed,

The prétectionist policy imposed by the external sector's limitations
and by the import substitution needs deriving therefrom has completely
sheltered it from foreign competition. Other internal factors have been
added: in many cases, domestic markets are small and thus the operation
of only a limited mmber of plants, is justified which in practice
conduces to monopolistic situations or cartels; in other cases, the
existence of a larger mumber of small enterprises results in high costs
and prices, and advantage is taken of this by a few large concerns with
higher productivity levels which, though potentially capable of operating
on a competitive footing, are in fact favoured by a more or less open
distribution of the market,

This is, perhaps, one of the hardest and most difficult problems
that industrial policy will have to face in the next few years, since
situations such as these cannot persist in the iight of the new
requirements entailed by regional trade and exports of manufactures to
international markets, and other needs associated with internal

economic development.

/Although, under
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Although, under the circumstances outlined in the section concerned
regional integration could offer, in part, the element of competition
which is largely lacking today, it seems likely that, over ahd above the
requisite adjustments in the integration devices proper, steps would
have to be taken at the same time to rationalize the protectionist
mechanismse

In practice, the protective measures often come to constitute an
incentive so strong as to overshadow or nullify other industrial policy
stimuli which are consistent with more selective criteria, The very aim
of reorienting industrial growth with a view to a more integrated
structure of industry would be jeopardized if such characteristics of
the protectionist policy were to persist, The same thing would happen
as regards reconciling the need for import substitution with the efforts
to encourage a significant flow of industrial exports.

Hence, there are a number of factors militating in favour of a
review of past protectionist procedures as a requisite for a more
adequate orientation of future industrial policy, over and above those
aimed at remedying the internal shortcomings of the tariff mechanisms
alluded to previously.

(vi) Promotion of industrial exports. Whether or not Latin America
is to share in the world markets for certain manufactures will depend on
the effectiveness of its over~all industrial policy rather than on
specific measures or instruments. There are, however, some facels which
might demand new forms of action not sufficiently covered by past
industrial policy aimsa.

One is the promotion of sales of manufactures on external markets,
The commitments and preferences that will finally be obtained from the
industrialized countries = with both market and centrally~planned
economies = permitting access to their markets for industrial products
from the developing areas are contingent upon negotiations at the
appropriate policy level and primarily through the agencies to be
established as a result of the United Nations Conference on Trade and
Development. But whatever progress is achieved at that level, if Latin

America is not to waste its opportunities, not only must it have

/industries capable
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industries capable of competing on world markets and of meeting
requirements as to quality standards and norms, but it muét:also possess
-a thorough knowledge pf.external,markeis and apply effective measures
for promoting trade im marmfactures. loreover, the absolute magnitudes
that could be reached for particular transactions, which would be of
far greater relative importance in the exporting country than in the
industrialized country of destination, might prove beyond the possibilities
of a particular enterprise and make it necessary, therefore, to pool.
the production_of geveral establisiments, which would also cald -for -the
establishment of appropriaﬁe,organizatipns_to undertake the task. In
many cases, both the action in regard to external markets and the-
internal organizational measures with a view to exports would have to
be channelled through specialized pubiic bodies which would form an
integral part of the set of mechani sms for pramoting industry.

This may be a very important requirement in the case of exports
of manufactures to countries with centrally planned econamles, whose
operations tend to be based on long~term agreements which are difficult
te negotiate except through govermment agencies. This applies to certain
agreements of this nature concluded by India, in which a State agency
acted as intermediary, arranging that local private enLerprises should
pool their productlon in order to complete the volume of exports lald
down in the agreements.
_ As stated prev1ously, the prospects of creating an appreclahle
flow of industrial exports.glso entail new financing needs over and
above the resources required to install or'expand industries éépable of
exporting manufactures, including the financing of the trade transactions
themselves, The questlon has already arlsen in relation to intrawregional
trade, whlch has shown this to be a decisive factor capable of nulllﬂylng
the effects of other advantages wnlch could have placed matters on a

clearly competitive footlng.

(vii) Price and marketing policy. As noted above, a revised
protectionist policy and the advances made towards regional integration
could have a marked effect on the relative prices of Latin American.

/mamufactures, in’
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mamufactures, in terms not only of improved efficiency, with the
consequent reduction in real production costs, but also of the
limitations they impose on the maintenance of excessive margins between
costs and prices at the producer level, favoured in many cases by the
absence of sufficiently competitive conditions. However, this does not
preclude tackling the problem through other instruments of industrial
policy as well,

In this respect, it should be stressed that, although the
deliberate aim of bringing about less favourable terms of trade for
industrial products might discourage industrial development, the
resulting expansion of the demand for manufactures would probably more
than offset its temporary effects. This is a particular facet of the
broader aim referred to in relation to the manufacturing sector!s
contribution to a redistribution of industrial income, transferring
through the medjum of relative prices a proportion of the benefits
deriving from technical progress in industry, while at the same time
creating the necessary conditions for producing on a larger scale for
a market which that very policy would cause auvtomatically to expand.

The foregoing considerations lead to the controversial subject of
price control, whose use as an instrument of economie policy is dependent
upon decisions at the national level in which other factors are also
at stake.s OSuffice it to recognize, in this respect, that wherever
recourse has been had to price contrel, primarily for the purpose of
combating inflation; the main concern has been for products with direct
incidence in the cost of living. In the case of many manufactures;
either less importance has been attached to contrel, or it has proved
less effective,

The problem, moreover, does not rest solely on prices at the
producer level, but also on the inefficient distribution and marketing
machinery, upon which the industrial policy hitherto pursued has had
little or no effect.

(viii) Public instruments for promoting industry. Certain of
the specific instruments referred to above ~ in particular in connexion

with credit and the promotion of exports - entail direct action by

/public bodies,
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public bodies, which is thus added to the indirect incentives deriving
from other general industrial poliey provisions and measures,. In the

past, other forms of government promotion have had important repercussions,
and they will also face heavier responsibility in connexion with the

need to accelerate and re-orient the industiialization process,

The promotion of State-owned enterprises = whether they retain
that status or are transferred to the private sector once established‘n
and the activities of other public bodies responsible for promoting
new indusfrial projects héve proved particularly efficacious in
developing production lines, which could hardly have emerged so quickly
had they been left entirely to the initiative of Latin Americen private
capital. Hence, those direct promotional activities = the patterns and
some examples of which are reviewed in chapher IIT - constitute an
essential part of industrial pelicye.

Besides this type of activities, which are confided te public
enterprises, there are otheérs no less dimportant, some of which, although
exercising only an ‘indirect influence on industrial development, should
be dwelt on briefly heres '

One such indirect role is played by public infrastructural
investment and its effect on the location of industry. -Years ago, it
was easy'to discérn in thellocation trends of industry a sort of inertia
which, under épontaneous conditions of growth, makes for the continued
concentration of manufacturing exparision in centres that have elready
achieved considerable progress. If those trends are to be corrected,
either because of intefnai growth factors or with a view to regionsl
integration or foreign tradé, an active industrial policy will deliberately
have to embrace that aime In many cases, the measures adopted do not
seem to have been very éffective, particularly when vased on unce=-ordinated
incentives establiéhed'independenbly in different areas, which were
promptly’brought.into balance and thereby lost their essentially
discriminatory character. Such incentives are even less effective when
efforts are made to promots new industries in places lacling the
indispensable infrastructure, and where it would th_erefore be necessary

to establish basic services, such as transport, water, energy, and

/others providing
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others providing the minimun regquirements for the existence of an urban
centre, The same thing would happen in the oromotion of industiiel
complexes, which call forﬁcareful plamning cf the group of integrated
industries concerned. This, therefore, is one of the most poweriul
instruments for shaping the new plysiognomy of Latin American industry
discussed above,

Another obviously important factor of industrial development is
the training of mahpower and technical personnel. Considered from a
somewhat restricted standpoint, it should be noted that the possibility
of improving the existing low levels of productivity and efficiency of
much of Latin Americal's industry is to a certain extent dependent upon
the avallability of skilled personnel. Hitherto, even decisions concerning
technical malters have often been drastically influenced by the shortage
of skilled manpower, In point of fact, even though from a social or
performance standpoint it might suit an enterprise to select a labour-
intensive system, the shortage of properly trained personnel night
well compel it to adopt techniques involving a higher level of automation,
thereby sacrificing at once capital resources, employment opportunities
and econemy in the production process proper, Neither has the under-
utilization of certain industrial production capacity been entirely
unrelated to that shortage, which could be a serious cbstacle to the
establishment of additional working shifts. An equally important factor
is the availability of enough senior persconnel, both technical and
skilled in the rational organization and management of enterprises, a
question which, as noted previously, has a decisive influence on the
productivity of Latin American industry.

Interesting = though perhaps not sufficiently extensive = experience
has been accumulated in regard to several of these questions in the
Latin American countries. However, in guiding these efforts in future
it might be wise to bear in mind the desirsbility of dealing with the
problem from a broader angle, embracing some of the alms outlined earlier
(particularly in the section on industrial employment in chapter II),
Briefly, it is a matter of carefully ascertaining how far training in

/specific production
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specific production actlv;:.t::_eu shou]d be combined with efforts in the
province of gensral educat:on quLgnea to raise the capacity for absorbing
the working population and to facilitate the latter's adaptation to
different technical reqnireménts, which can be an important factor if it
is taken into account that, besides differing widely, these requirements
are constantly changinge To increase the average years of schooling
might thus be essential if a really well=trained labour force is to be
available for industry, As in other respects, the necessary action
seems to involve considerably more than the addition of a few efficient
‘ mechanisms; and extends to the transformation of traditional instruments
and their adaptation to the new conditions. In this particular case
the whole educatibnal éystem'would have to be expanded and revised, as
an essential recuisite for gradﬁally achieving the aforementioned target
of establishing an industrial community, in the broadest sense of the term.
The same consideraﬁion might. apply to the responsibility borne by
the appropriate public ageﬁcies for carrying out technclogical. research.
In addition to the scope of such research over the long-term, in the
light of the above aspirations,:stress should be laid on certain
parficularly'urgent points. For example, it éeems necessary to intensify
research on such producticn techniques as are best suited to the region's
relative supplies of resources, If Létin America fails to use its
initiative in intrbducing innovations and devising techniques  especially
adapted to conditions in tbe region}‘tﬁe chojce will tend to lie strictly
between the more advanced and other falrly obsolete technicques which
might be broubht in from the 1ndustr1allzed countrles, even though in
many cases thore is no reason why either type should be particularly
suited to the pecullad conditions reigning in the area. _
Systenatlc res eacch on natural resources and the best ways of.
1ndustr1a1121ng them are 2l.so very quortant subjects, This assertion is
" borne out by the fact that such resources will probably give birth to
many of the pfojects Tor dévelOping_indusﬁries with .a view to exporting

mamufzctures to other areas,

/As Latin
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As Latin Amerlca forges ahead in these respects, it will be able,
as an 1mportqnt part of its pronotlonal actlvltles, gradually to 1nten51fy
the technical auv1so“y assistance prov1ded to prlvate enterprlses. Viewed
within the context of over-all 1ndustr+al policy, technlcel aSSLStance,_
besides 1ts intrinsic Imoortance, 1s one of the 1nstruments whlch could
help to match, in ex1st1ng 1ndustry, the 1ncant1ves that are now ‘being
offered primarily to new. 1ndustr1es. It should therefore be an essential
part of a pollcy aimed not only at acceleratlng the 1nstallat10n of new
production capacity, but also at redu01ng the magnltude of “technologlcal
duality", todag a feature of Latln Amerlca's manufacturlng sector, by
improving the efficiency. and product1v1tj of its traaltlonal act1v1t1esa

Purely for illustrative purposes, attentlon mlght be draun, among
other thlan, to the importance of the State! s 1ntens1fy1ng 1ts adV1sory
assistance to 1ndustr1es 1n"connex;on_w1th production processes.and‘
trade maerks. .e | .l - , " o '

4s noted prevaously, for want of w1despread 1nternal efrorts of
this kind, agreements and contracts in reSpect of llcenses, the use of
trade marks and technlcal assistance from forelgn concerns, whose 1n01dence
in the production costs of Latln American enterprlses is by no means’
negligible, have become common practlce.l There are 1nstances in whlch this _
type of agreement is fully warranted because of the complex nature of the i
proouctlon processes 1nvolved, and represents a useful way of transmlttlng
foreign technical progress; in other 1nstances, it amounts to 11ttle nore
than authorlzatlon to use. certaln trade marku, assoc;ated with oulte
simple processes; and again there are cases in which the llcence is |
accompanied by export restrlctlons on the products 1n questlon, a yet mbre ‘
serious. p01nt since they mlght come to confllct with reglonal 1nt°gratlon
needs and wlth the growth of 1ndustrlel exoorts 1n general.

‘The establlshment of 1ndustrlal norms, the deflnltlon ‘and control
of technical Spec1f1catlons and the orov151on of advmsory serV1ces,
laboratories, and other materlal f30111t1es to. a1d tne viork of prlvate
enterprlses might constltute another 1mportant sphere of ectlon for the ;

appropriate public agenciese

/Bven in
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Lven in the field of preparation and evaluation of industrial projects
a more intensive and systematic effort would seem to be required on the
part of public agéncies. - The inadecquacy of such projects is often alluded
to as one of the main obstacies to industrial ﬁlanning and the fuller and
more timely use of the new sources of external financing which are being
opened up for manufacturing industry in the region. Moreover, it is
difficult,; ahd in any case cosﬁly, to contract the services of foreign firmg
of experts, especially when the projects are neither very large in'scope
nor technically complexX. |

Various local agencies have gradually accumulated a valuable fund
of experience in some of these questions, which might serve as a basis
for the more intensive and widespread efforts that seem to be required if
future industrialization needs are to be met, Moreover, those efforts
could no doubt be greatly facilitated if undertaken on a regionai scale,
as has been happening to some extent in Central America. Not only wpuld
this result in greater efficiency and saving, but such efforts could be
more easily oriented if the reglon‘s industrial integration p“OSpects
were taken explicitly into account,

Needless to say, it is not claimed that the emumeration of incomplete
facets presented ia this section amounts to so much as an outline of a
specific industrial policy programme. it most it might be described as
a research programme on the subject. The intenticn has been merely to
bring into focus some of the'fihdingS‘derived from the analysis contained
in earlier chapters, which it might be useful to bear in.mind, among |
others things in specifically fbrmulating-an industrial policy. ‘Be that
as it may, such an undertaking is becoming increasingly urgent in the
face of the new needs entailed by ths acceleration and changing pattern
of industrialization in Latin Ameriéa. When the time comes to draw up
such a policy, the disparities and'peculiar conditions of each country
will be brought to light, often vitiate any attempt to generalize for
Latin America as a whole, although important common factors may .
undoubtedly persist, Another basic fact which will emerge is that, if
the policy is to be effective, it must consist of a sel of properly

co-ordinated guidelines, measures and instruments, in the definition and

/application of
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application of which the enterprises themselves would be offered the chance
to participate activelyo Thus, all the incomplete aspects of industrial
policy would be integral parts of a single planned industrial development
policya

That the above requirement has not so far been satisfactorily met
is plain from a study of the place in the whole Latin American institutional
gtructure occupied by the administrative units charged with résponsibility
for industrial policy in its various forms, and their scant contact with
enterprises, The fact that industrial policy plays a secondary role
with respect to other goals, coupled with its lack of continuity, is at
least partly attributable to that gap in the institutional structure in
relation to a sector which is expected to play a strategic part in economic
and social development as a whole,






