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The Latin
American economy
during 1984:

a preliminary
overview

Ennque V. Iglesias

As is customary, at the end of 1984 the Executive
Secretary of EcLAG presented a review of de-
velopments in the Latin American economy during
the past year, and the text of this review is reproduced
in the present article. It covers both the general evolu-
tion of the region and that of the individual countries,
with special attention to production and employment,
inflation, and the main aspects of the external sector,
such as external trade and the terms of trade, the
balance of payments, and the external debt.

In his conclusions, the Executive Secretary notes
that during the period under review the downward
trend which had been displayed by the economies of
the region was halted, and in some cases even re-
versed. Such a favourable development must be
viewed with great caution, however, since the negative
side-effects and the fragility of the whole process are
very marked. In that connection, he highlights the
close dependence of the recent Latin American recov-
ery on the progress of the United States economy,
especially in view of the sluggish expansion of the
European economy, the possible weakening of the
Latin American countries’ export capacity, the un-
certainty with regard to future interest rates, the de-
terioration in the terms of trade, the heavy debt servic-
ing burden, etc.

In these circumstances, it is vital for the countries
of the region to resume their economic growth. For
this, governments must take resolute and coherent
action to improve the international environment, con-
solidate Latin American unity in the face of the crisis,
and promote the search for a political solution among
all the parties involved in the present serious situation.

*Former Executive Secretary, EcLac.

The inadequate recovery of economic activity,
the sharp increase in the rate of inflation for the
fourth consecutive year, and a significant im-
provement in the external sector situation were
the three central features of Latin America’s
economic evolution in 1984. According to the
provisional and partial figures at EcLAcs dis-
posal, it is estimated that Latin America’s total
gross domestic product increased by 2.6%, after
having fallen by 1% in 1982 and by a little over
3% in 1983 (see table 1 and figure 1). Further-
more, the interruption of the downward trend
which economic activity had been showing since
1981 was widespread, since the gross domestic
product increased in 15 of the 19 countries for
which comparable data are available and de-
creased only in two.

However, inasmuch as the economic recov-
ery was very slight in most countries, and also in
consequence of population growth, the per capi-
ta product rose by only 0.2% in the region as a
whole and once again diminished in 12 of the 19
countries. In these circumstances, Latin Amer-
ica’s per capita product was almost 9% lower in
1984 than in 1980 and was similar to that already
obtained by the region in 1976. The inadequacy
of the recovery was also evidenced by the fact that
in most of the countries for which relatively reli-
able data are available urban unemployment
rates continued to rise, while they declined only
slightly in the rest.

Nevertheless, and notwithstanding the de-
crease that had taken place in world inflation in
1984, price increases once again speeded up in
Latin America, attaining record rates. The sim-
ple average growth rate of consumer prices
soared from 66% in 1983 to 116% in 1984, while
the average rate weighted by the population went
up between those years from 130% to over 165%.

The lack of dynamism in economic activity
and the marked accentuation in inflation were
accompanied, however, by a considerable im-
provement in the external sector. As a result of
the notable adjustment effort made by many
countries of the region and of more favourable
world trade trends in 1984, Latin America suc-
ceeded in further reducing its balance-of-
payments deficit on current account. This def-
icit, which between 1982 and 1983 had dropped
from over US$ 40 billion to US$ 9 billion, fell in
1984 to only US$ 3.1 billion. The imbalance on
current account was thus 94% less than that re-
corded on average during the two-year period
1981-1982. This new reduction of the deficit on
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Table 1
LATIN AMERICA: MAIN ECONOMIC INDICATORS?

Indicators

1975 1977 1979 1980 1981 1982 1983 984"
Gross domestic product at market
prices (billions of dollars
at 1970 prices) 257 285 318 336 341 338 327 336
Population (millions of inhabitants) 302 318 334 342 350 358 367 375
Per capita gross domestic
product (dollars at 1970 prices) 849 897 953 982 975 943 893 895
Per capita gross national
income (dollars at 1970 prices) B48 898 951 985 962 912 860 858

Growth rates
Gross domestic product 3.6 5.1 6.5 5.6 L7 -10 -3.1 2.6
Per capita gross domestic product 1.1 25 3.9 31 -07 -33 -53 0.2
Per capita gross national income -0.5 2.6 4.5 35 ~-23 -53 -57 -02
Consumer prices’ 578 400 541 565 568 845 1308 1754
Terms of trade (goods) ~18.5 6,1 4.1 33 -84 -90 -62 0.2
Current value of exports of goods -78 193 346 994 73 =79 -02 9.3
Current value of imports of goods 6.5 150 258 324 7.8 —-199 -286 44

Billions of dollars

Exports of goods 336 467 675 873 938 864 862 94.8
Imports of goods 392 469 67t 889 958 767 547 572
Trade balance (goods) -56 -02 04 ~16 -20 97 314 3876
Net payments of profits and interest 5.6 82 137 180 277 376 345 373
Balance on current account? —-14.0 -11.8 -196 -28.1 —40.6 -406 -9.0 -3.1
Net movement of capital® 142 170 286 297 378 192 44 106
Global balance/ 0.2 5.2 9.0 1.6 -28 -214 -45 7.5
Total gross external debt? B9.4 1073 1820 221.0 2754 3153 3409 3602

Seurce: EcLAC, on the basis of official figures.

“Product, population and income figures refer to the group formed by the countries included in table 2, except
Cuba (19 countries). Consumer price figures relate to those 19 countries plus Barbados, Guyana, Jamaica and
Trinidad and Tobago, except for the years 1982 and 1983, where Guyana is excluded, and 1984, where Guatemala
and Guyana are excluded. The data on the external sector relate to the 19 countries mentioned above.

*Provisional estimates sutbject to revision.
“Variation from December 1o December.,

“Includes net unrequited private transfer payments.

‘Includes long and short-term capital, unrequited official transfer payments and errors and omissions.

Relates to the variation in international reserves plus counterpart items.

£1975 to 1977: includes officially guaranteed public and private external debt, plus long- and short-term
non-guaranteed debt with financial institutions reporting to the Bank for International Settlements. Does not
include guaranteed and non-guaranteed debt with other commercial banks, or non-guaranteed supplier loans. 1978

to 1984: see notes to table 13,

current account was mainly due to the increase in
the surplus obtained on merchandise trade,
which, after increasing from US$ 9.7 billion in
1982 to US$ 31.4 billion in 1983, shot up to an

all-time high of US$ 37.6 billion in 1984 (see

table 1). Furthermore, conversely to what had
happened in the two preceding years —during

which the bigger positive balance recorded on
merchandise trade was entirely due to successive
and very intensive reduction in the value of im-
ports—, in 1984 it resulted exclusively from the
expansion of exports, the value of which rose by
over 9%, thanks to vigorous growth of almost
10% in the volume of external sales.
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The recovery of exports in the first place
made it possible to finance a moderate increase
(4.4%) in the value of imports —the first incre-
ment on record since 1981— and, secondly,
more than offset the negative effect produced on
the current account balance by the rise in net
payments of profits and interest. These remit-
tances climbed from US$ 34.5 billion in 1983 to
US$ 37.3 billion in 1984, in consequence of the
increase in the external debt and the rise in aver-
age interest rates in the main international finan-
cial markets. Nevertheless, the proportion of the
value of exports of goods and services absorbed
by net payments of interest and profits in 1984,
although still very high (33.5%), was slightly low-
er than in 1983 (35%) and 1982 (37%).

In 1984, too, there was a recovery in the net
inflow of capital, marking a break in the pro-
nounced downward trend that had characterized
the two preceding years. After plummeting from
a record peak of US$ 37.8 billion in 1981 and to
barely US$ 4.4 billion in 1983, the net amount of
loans and investment obtained by Latin America
rose to US$ 10.6 billion in 1984 (see figure 1).
Thanks to this increase, and also owing to the
reduction of the deficit on current account, the
balance of payments closed with a surplus of
more than US$ 7.5 billion. This positive balance
—the first since 1980-— permitted a partial recov-

ery in the level of international reserves, which
had dropped by over US$ 25 billion in the three
preceding years. Even so, the netinflow of capital
continued to fall far short of the amount of net
remittances of interest and profits. In 1984,
therefore, Latin America was obliged for the
third year running to make a substantial transfer
of resources abroad. This transfer reached
approximately US$ 26.7 billion —a sum which,
although lower than that of US$ 30 billion re-
corded in 1983, implied a reduction in the re-
gion’s capacity to import equivalent to about 24%
of the value of exports of goods and services.

On the other hand, in 1984 the growth rate
of Latin America's total external debt continued
to slacken. According to provisional estimates the
balance of the disbursed external debt amounted
10 a little over US$ 360 billion at the end of the
year, so that it had increased by 5.6%, i.e., at a
lower rate than that of 8% corresponding to 1983
and far below those of 14% and 24% shown,
respectively, in 1982 and 1981.

Futhermore, as the growth rate of the ex-
ternal debt was also slower than that of exports,
in 1984 the debt/export coefficient decreased for
the first time in the last four years. Even so, this
coefficient (3.3) was not only still very high in
international terms but also far exceeded the
levels recorded in Latin America up to 1982,

Main trends

1. Production and employment

The year 1984 witnessed an interruption of the
sharp downward trend which the growth rate of
Latin America’s economic activity had been
showing since 1979. The region’s gross domestic
product, which had increased by only 1.7% in
1981 and which fell by 1% in 1982 and by rather
over 3% in 1983, went up by 2.6% in 1984 (see
figure ).

In the region as a whole, however, the in-
crease in economic activity barely exceeded that
of the population. The per capita product there-
fore rose by only 0.2% in relation to the very low

level to which it had sunk in 1983. In fact, in most
cases the economic recovery was so weak that
although total economic activity expanded in 15
of the 19 countries considered, the per capita
product decreased in 12 of them (see tables 2 and
3). Owing to this further decline and, above all, to
the marked reduction registered in the three
preceding years, the downward trend of the per
capita product over the years 1981-1984 attained
proportions unusually large in many countries.
Thus, during the period in question the per capi-
ta product dropped by about 25% in Bolivia;
almost 22% in Fl Salvador; approximately 16%
in Uruguay, Venezuela and Guatemala; between
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13% and 14% in Peru and Costa Rica; 12% in
Argentina, Haiti and Honduras; 11% in Chile,
and 9% in Brazil,

Moreover, the recovery of economic activity
tended to be concentrated in the region’s large
and medium-sized economies, and was, in con-
trast, very weak in most of the smaller countries.

In Brazil —a country which by itself gener-
ates about one-third of Latin America’s total
domestic product— economic activity increased

1965

1970 1975 1980 1984

about 3.5%, thus offsetting the decline in the
preceding year. The reversal of the downward
trend which productive activity had been show-
ing since 1981 was principally due to the new and
spectacular expansion of the volume of exports,
which increased by 16%, largely as a result of the
boom in sales to the United States. A further
stimulus was provided by fresh progress in im-
port substitution. Sectorally, the bases of the
recovery were an expansion of agricultural pro-
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Table 2

LATIN AMERICA:
EVOLUTION OF TOTAL GROSS DOMESTIC PRODUCT

Growth rates Cumulative
Country rates
;g;’g :g;g' 1981 1982 1983 1984  198i-1984%

Argentina 48 3.7 —6.2 -5.1 3.1 2.5 -6.0
Bolivia 5.1 1.2 —-0.9 -8.7 -7.6 0.5 -16.1
Brazil 6.5 6.8 -16 0.9 -3.2 35 -0.3
Colombia 4.9 4.7 2.3 0.9 0.8 3.0 7.4
Costa Rica 5.7 2.8 -2.3 -7.3 2.3 3.0 -4.5
Cuba® 6.0 2.9 15.6 2.6 5.2 24.84
Chile 1.7 8.0 h.7 -14.3 -0.8 ) -5.4
Ecuador 7.0 5.1 3.9 1.8 ~3.3 2.0 4.5
El Salvador 5.5 -h.3 -8.3 -5.6 0.0 1.5 -12.2
Guatemala 5.5 4,2 0.7 -3.5 -2.7 0.0 -55
Haiti 3.7 7.5 -2.8 -2.5 -0.6 3.0 -3.0
Honduras 5.8 4.7 1.2 ~1.8 -0.5 2.0 0.9
Mexico 5.3 8.8 7.9 -0.5 -5.3 2.5 4.0
Nicaragua 1.2 -10.0 5.3 ~-1.2 4.0 0.5 8.8
Panama 3.5 9.7 4.2 5.5 0.4 0.0 10.3
Paraguay 92 11.4 8.7 -1.0 -3.0 3.0 7.4
Peru 1.5 4.0 3.9 0.4 -10.8 3.5 -3.8
Dominican Republic 4.7 5.3 4.0 1.7 3.9 1.5 11.6
Uruguay 4.1 6.0 1.9 -9.7 —4.7 -2.0 -13.9
Venezuela 5.9 -3.4 -03 0.7 -4.8 -1.5 -6.1

Total* 4.8 6.1 1.7 -1.0 -3.1 2.6 0.0

Souree: ECLAC, on the basis of official figures.
“Provisional estimates subject (o revision.
*Relates to total social product.

‘Relates to the period 1976-1978.
“Relates to the period 1981-1983.
“Average, excluding Cuba.

duction by over 8% and the reactivation of man-
ufacturing. The latter’s output, which had drop-
ped by more than 6% in 1983, increased by about
6% in 1984, achieving especially vigorous growth
as from the middle of the year. Nevertheless, and
partly owing to a further considerable decline in
the construction sector, the average rate of un-
employment in the country’s most important
cities was higher in January-October than in the
corresponding period in the two preceding
years, although it steadily decreased from June
onwards (see table 4).

In Mexico, too, economic activity recovered
in 1984, But the increase of about 2.5% obtained

in the gross domestic product did not suffice to
compensate its reduction by over 5% in the pre-
ceding year, nor was it enough to neutralize com-
pletely the population increment. As in Brazil,
exports were the main dynamic factor; their
volume, after expanding by over 40% in the pre-
ceding two-year period, increased by 10% in
1984. The recovery was likewise facilitated by the
greater availability of imports. The volume of
these latter, which in the two preceding years had
contracted by the extraordinary proportion of
68% as a result of the slump in economic activity
and above all of the severe measures adopted to
reduce the external imbalance, increased by 26%
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Table 3

LATIN AMERICA:
EVOLUTION OF PER CAPITA GROSS DOMESTIC PRODUCT*

Dollars at 1970 prices Growth rates Cumulative
Country rates
1970 1980 1983 1984% 1980 1981 1982 1983 1984"  1981.1984°

Argentina 1241 1334 1166 1177 -09 =77 -66 1.4 0.9 -11.8
Bolivia 317 382 295 288 -21 -35 -11.1 -100 -22 -24.6
Brazil 494 887 798 809 48 -38 -13 -53 1.3 -89
Colombia 598 824  B04 812 1.9 0.1 -12 -14 1.0 -1.5
Costa Rica 740 974  B8%4 837 -21 -49 -97 -03 0.4 -14.1
Cuba® -19 149 2.0 4.6 22.6¢
Chile 958 1045 895 928 6.2 41 —157 -24 3.6 -11.2
Ecuador 413 723 678 673 1.9 1.0 -1.1 -61 ~07 -6.9
Fl Salvador 422 433 344 339 ~11.3 -109 -83 -29 -14 -21.8
Guatemala 448 589 512 497 09 -21 -62 -54 -28 —15.5
Haiti 90 114 99 100 51 -52 -49 =31 0.4 -12.2
Honduras 313 356 318 314 -08 -23 -h1 -38 -l14 —12.0
Mexico 978 1366 1284 1280 5.5 51 -31 =97 -03 -6.3
Nicaragua 418 337 331 322 6.7 20 -—-44 0.5 -28 —4.7
Panama 904 1174 1214 1188 10.5 1.9 32 -18 -22 1.1
Paraguay 383 642 612 611 7.9 54 -39 -59 -0l -4.8
Peru 659 690 593 598 1.2 .2 -22 -13.2 0.9 -13.3
Dominican Republic 398 601 615 611 3.6 1.6 07 L5 ~0.7 1.7
Uruguay 1097 1426 1226 119 5.3 1.2 -1083 -538 -35 -16.2
Venezuela 12359 1310 1147 1097 -51 -33 -22 -74 —44 -16.2

Total’ 709 982 893 895 31 -07 -33 -53 0.2 -8.9

Source: EcLAC, on the basis of official figures.
“At market prices.
"Provisional estimates subject to revision.
“Refers 10 total social product.
“Refers to 1981-1983.
‘Average, excluding Cuba.

in 1984, thus permitting the partial replenish-
ment of stocks and the more normal operation of
activities dependent upon imported inputs.
The domestic product also grew by about
2.5% in Argentina. But, in contrast with what
happened in Brazil and Mexico, this increase, on
the one hand, represented a prolongation of the
recovery that had begun in the preceding year
—when economic activity had been stepped up
by 3%— and, on the other hand, was linked to the
greater buoyancy of internal demand rather
than to export expansion. Demand was given
impetus, especially during the first half of the
year, by the considerable increase in real wages,
but tended to decline in the last quarter, when a
more restrictive economic policy began to be ap-

plied with the aim of reducing the exceptional
rate attained by inflation. Thanks to the headway
made in total economic activity, the urban un-
employment rate was slightly lower in the first
semester than during the three preceding years
and continued to be by far the lowest in Latin
America (see figure 11).

The expansion of economic activity was
greatest in Chile, where the gross domestic prod-
uct rose by over 5%, thus partly recovering
from its downward plunge during the preceding
two-year period. The most dynamic sector was
manufacturing, whose output increased by about
10%, under the stimulus of a more expansionary
fiscal policy and of various measures designed to
limit imports of certain consumer manufactures.
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Table 4

LATIN AMERICA:
EVOLUTION OF URBAN UNEMPLOYMENT

(Average annual rates)

Country 1974 1975 1976

1977 1978 1979 1980 1981 1982 1983 1084
Argentina® 34 26 45 28 28 20 23 45 48 4] 4.0
Bolivia® 7.9 4.5 7.6 7.5 9.7 94 121 13.3
Brazil . 68 64 72 79 63 6.7 75
Colombia* 127 1.0 106 9.0 90 89 97 8.2 93 11.8 13.5
Costa Rica’ . 54 51 58 53 60 91 99 85 7.9
Chile/ 83 150 163 139 133 134 11.7 90 <200 190 18.6
Mexico? 7.4 72 68 83 69 57 45 42 4] 6.9 6.3
Nicaragua® « 214 183 159 185 189 19.8
Panama’ 75 86 9.0 - 96 116 98 118 103 112
Paraguay 6.7 5.4 4.1 5.9 4.1 2.2 5.6 8.4
Peru* 4.1 75 6% 87 80 65 7.1 68 70 92 10,9
Uruguay' 8.1 w127 118 101 83 74 87 119 155 14.5
Venezuela™ 76 83 68 55 51 58 66 68 78 105 13.9

Source: ECLAC and PREALC, on the basis of official figures.

“Greater Buenos Aires. Average April-October; 1984, April.
*La Paz, 1977, 1978 and 1979, second semester; 1980, average May-October; 1983, second semester; 1984, first

semester.

“Metropolitan areas of Rio de Janeiro, Sao Paulo, Belo Horizonte, Porto Alegre, Salvador and Recife. Average for 12
meonths; 1980, average June-December; 1984, average January-October.
“Bogotd, Barranquilla, Medellin and Cali. Average for March, June, September and December; 1984, average for

March, June and September.

‘National urban. Average for March, July and November; 1984, March.
/Greater Santiago. Average for four quarters; 1984, average for three quarters. As from August 1983 data relate to

the metropolitan area of Santiago.

#Metropolitan areas of Mexico City, Guadalajara and Monterrey. Average for four quarters. 1984, average for first

two quarters.

%1979 to 1981, non-agriculturai activities; 1982 to 1984, estimates.
"National urban; 1980, urban unemployment recorded in the population census taken in that year; 1981, 1982 and

1983, metropolitan area.

7Asuncion, Fernando de la Mora, Lambaré and urban areas of Luque and San Lorenzo, annual average; 1981, first

semester; 1982, second semester.

*Metropolitan Lima. 1970, August-September; 1978, average for July-August; 1979, August-September; 1980,
April; 1981, June; 1982, 1983 and 1984, official estimate for the whole country,

‘Montevideo. Average for two semesters. 1984, average January-September.

™National urban. Average for two semesters; 1984, first semester.

Greater public expenditure was the main cause
of the 7% increase in construction, while agri-
cultural production expanded by over 6%,
thanks to the marked recovery in harvests of
wheat and other traditional products and to the
increase of about 35% in the value of exports of
fruit. Despite the progress made by the main
sectors of production, the unemployment rate
fell only slightly in the country as a whole and
remained above 18% in Santiago. This result was
influenced both by the drastic reduction in the

Government’s emergency employment pro-
grammes effected at the beginning of the year
and by the slackening of the growth rate of
economic activity during the second semester.
The rate of economic growth likewise rose in
Colombia, where it had been gradually but per-
sistently decreasing during the four preceding
years. As in Chile, the two sectors that con-
tributed most to the increase of approximately
3% in the gross domestic product were man-
ufacturing and construction. While the former
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Figure 111
LATIN AMERICA: EVOLUTION OF URBAN UNEMPLOYMENT
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benefited by the rise in the real exchange rate
and particularly by the increase of tariffs, the
latter was encouraged by the large-scale
mobilization of financial resources for housing
construction and by public expenditure. In Co-
lombia too, however, the growth of economic
activity occurred mainly in the first half of the
year and subsequently tended to lose impetus.
Moreover, the recovery of industry and con-
struction did not suffice to reverse the rising
trend of urban unemployment which had been
- apparent since 1982, During the first nine
months of the year the average unemployment
rate in the country’s four most important cities
climbed to 13.5%, the highest figure recorded in
the last eleven years.

The gross domestic product increased by
about 3.5% in Peru, after falling by nearly 11%
the year before. In essence, the growth achieved
in 1984 was due to the recovery of the primary
sectors, whose production in 1983 had suffered
the severely damaging effects of an exceptional
combination of natural disasters. Thus, the agri-
cultural product went up by about 6%, partly
making up for its 9% decline in the preceding
year; the production of the fishing sector in-
creased by about 40%, i.e., in much the same
proportion as it had decreased in-1983; and the
product of mining, which had contracted in that
year by 8%, expanded in 1984 by about 5%. In
contrast, industrial production increased by less
than 2%, thus recovering only 2 minimal part of
the ground lost in 1983, when it had declined by
16%, while construction underwent a new reduc-
tion of 1%, after having contracted by more than
20% in 1983. In thiese circumstances, the rate of
open unemployment shot up for the third year
running and reached an unprecedented level of
almost 11% (see table 4). 7

The evolution of economic activity was rel-
atively similar in 1984 in Paraguay and Ecuador,
both of which countries, like Peru, had had to
face the effects of exceptionally hostile weather
" conditions in 1983.

In Ecuador, the gross domestic product, af-
ter falling by rather more than 3% in 1983, rose
by about 2% in 1984 which was a lower rate than
that of population growth. Asin the case of Peru,
the increase in the product stemmed mainly
from the recovery of primary activities. Thus,
agricultural production, which in 1983 had con-

tracted by 27% as a result of the devastation
caused by torrential rainfall and fldods, ex-
panded by 18%; there was a 4% improvement in
the fishing sector, offsetting the preceding year's
decline; and the joint product of mining and the
petroleum industry expanded by about 7.5%. In
contrast, manufacturing declined by 2% for the
second year in succession and construction in-
creased by less than 1%, after having contracted
by 12% in 1983.

In Paraguay, for its part, the product rose by
3%: a rate similar to that of the decline it had
suffered in the preceding year. In this country
too, however, the expansion of total productive
activity was insufficient to offset the effect of
population growth, ad the per capita product
therefore decreased for the third year in a row.
As in Ecuador, the most dynamic sector was agri-
culture, whose product increased by about 6%,
after having fallen by 2.5% in the preceding year.
And, likewise as in Ecuador, construction con-
tinued to decline, as it had in 1982 and 1983,
although less steeply.

Neither did the expansion of total produc-
tion suffice to prevent decreases in the per capita
product in 1984 in Bolivia, the Dominican
Republic and all the Central American countries,
with the sole exception of Costa Rica (see table 3).
In most of them productive activity was still being
undermined by the uncertainty and instability
arising out of the acute political tensions and
social conflicts, as well as by the unfavourable
evolution of international prices for some of
their main export products, such as sugar, bana-
nas, cotton and tin.

Lastly, economic activity declined in 1984 by
a little less than 2% both in Venezuela and in
Uruguay.

In Venezuela this decrease meant that the
per capita product dwindled for the seventh year
in succession, its cumulative reduction in 1978-
1984 thus amounting to 24%. The main causes of
the further downward movement of economic
activity in 1984 were the contraction of about 5%
in the petroleum industry and the fall of approx-
imately 2% in the other sectors of production. In
1984 the petroleum sector continued to face an
adverse international conjuncture which com-
pelled orec to reduce its members’ production
quotas towards the end of the year, including
that of Venezuela, for which a cut of 7.5% was
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decided upon in the last quarter. The contraction
in other activities, in its turn, was due mainly to
the very low level at which domestic demand
remained and to the uncertainty created by the
changes introduced in the exchange system and
the prolonged negotiations with the foreign com-
mercial banks for the refinancing of the external
debt. In consequence of the decline in economic
activity, open unemployment increased for the
sixth year in succession and reached almost 14%
in the first semester: the highest figure recorded
since the existence of reliable statistical data (see
figure 11r).

In Uruguay the reduction of the product by
almost 2% in 1984 compounded its much bigger
decreases in the two preceding years. This fur-
ther decline in economic activity reflected both
the very unfavourable behaviour of exports
—whose volume contracted by more than 14%—
and the lack of dynamism displayed by the sec-
tors oriented towards meeting domestic demand,
among which the slump of about 16% in con-
struction was particularly striking. Economic
activity in general was cramped by the limited
amount of financing available, the high level of
indebtedness of enterprises and the wait-and-see
attitude adopted by entrepreneurs vis-¢-vis the
outcome of the presidential elections at the end
of the year. In these circumstances, the rate of
unemployment in Montevideo continued to hov-
er around 14.5% and, given the acceleration of
inflation, real wages once again decreased (see
figure 1v).

2. Inflation

Despite the weakness of the economic recovery in
most of the countries of the region, the increase
in unemployment in many of them, and the
attenuation of external inflationary pressures,
the rate of increase of prices rose in half the Latin
American economies and in the region as a whole
reached a new all-time high in 1984. The simple
average rate of increase of consumer prices shot
up from 66% in 1983 to 116% in 1984 and the
rate weighted by the population jumped in the
same period from 130% to 165%.

The rate of inflation gathered enormous
speed in Argentina and, above all, in Bolivia, and
continued to be very high in Brazil and Peru. The
rate of increase of prices also accelerated sharply,

although starting from very different levels, in
Uruguay, Nicaragua, Jamaica, Paraguay, Costa
Rica, Venezuela and the Dominican Republic. In
contrast, inflation declined in Mexico, although
it was still high both in historical and in in-
ternationally comparative terms; it dropped
sharply in Ecuador, it remained at the same levels
as the year before in Chile and Colombia; and it
was very low in El Salvador, Haiti, Honduras,
Barbados and Panama (see table 5).

Figures unprecedented in the economic his-
tory of Latin America were reached by inflation
in Bolivia, where consumer prices soared by
almost 1 100% between September 1983 and
September 1984 and will probably rise even
higher by the end of the year. At the end of
November the exchange system was unified
through devaluations of the peso which repre-
sented increases of nearly 330% in the case of the
exchange rate formerly applicable to essential
imports and over 70% in that of the sup-
plementary exchange rate formerly applicable to
all other imports. At the same time, the Govern-
ment raised the official prices of a number of
basic foods in proportions that ranged from 40%
to 200%, increased fuel prices between 500 and
1 160% and decreed a substantial adjustment of
wages and salaries, all of which measures are
bound to affect price levels as from December.

The inflationary process also accelerated
notably in Argentina. As may be seen in figure v,
the annual rate of increase of consumer prices,
after rising to 430% at the end of 1983, con-
tinued rising with extraordinary rapidity up to
October 1984, when it exceeded 700%. This in-
tensification of the inflationary process was pri-
marily attributable to the salary and wage policy
applied at the beginning of the year, the rise in
interest rates in non-regulated markets and the
accentuated inflationary expectations of the
majority of economic agents. Nevertheless, the
upward trend in the rate of inflation levelled off
to some extent in November when a more restric-
tive economic policy began to be applied.

Inflation also continued very high in Brazil,
where it hovered around 200%, and in Peru,
where the rate of increase of consumer prices
exceeded 100% for the second consecutive year.
In Peru the factors most responsible for inflation
were once again the high fiscal deficit and the

“continuous readjustments in the exchange rate.
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Figure IV
LATIN AMERICA:
EVOLUTION OF UNEMPLOYMENT IN SOME PRINCIPAL CITIES
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Table 5

LATIN AMERICA;
EVOLUTION OF CONSUMER PRICES

(Variation from December to December)

Country 1976 1977 1978 1979 1980 198F 1982 1983 1984
Latin America® 622 400 890 541 565 568 845 1308 175.4
Countries with tradition-

ally high inflation 745 471 457 6L9 6L5  7L7 1028 1566 208.0
Argentina 3475 1504 1698 1397 876 131.2 2097 4337 675.0°
Bolivia 55 105 135 455 239 252 92065 3285 | 682.3¢
Brazil! 448 431 381 760 953 912 979 1792 194.7¢
Colombia* 259 293 178 298 265 275 24,1 16.5 16.4*
Chile 174.3 635 303 389 312 95 207 236 22.2¢
Mesxico 27.2 207 162 200 298 287 988 808 59.2°
Peru 447 324 737 667 59.7 727 729 19251 105.8%
Uruguay 309 573 460 B3l 428 294 205 515 63.8*
Countries with tradition-

ally moderate inflation 7.9 88 98 201 154 141 126 17.2 17.0
Barbados 3.9 99 113 168 161 123 6.9 5.5 3.9/
Costa Rica 4.4 5.3 8.1 13.2 178  65.1 81.7 10.7 15.7¢
Ecnador* 13.1 98 118 90 145 179 243 525 19,18
El Salvador 52 149 146 148 186 116 138 155 13.1¢
Guatemala 18.9 7.4 9.1 13.7 9.1 87 =20 154

Guyana 9.2 9.0 20.0 194 8.5 29.1

Haiti’ -1.4 5.5 55 154 158 164 62 122 8.6/
Honduras 5.6 7.7 54 189 150 92 94 102 6.9*
Jamaica 83 141 494 198 286 4.8 70 145 33.1¢
Nicaragua 6.2 102 43 703 248 232 922 329 40.0°
Panama 4.8 4.8 5.0 10.¢ 14.4 4.8 3.7 2.0 1.1¢
Paraguay 3.4 94 168 357 89 150 42 141 25.4¢
Dominican Republic 7.0 8.5 1.8 262 4.2 74 7.1 9.8 212"
Trinidad and Tobago 12.0 11.4 8.8 19.5 16.6 11.6 10.8 15.4 154/
Venezuela 6.9 8.1 7.1 20.5 196 10.8 7.9 7.0 15.7%

Source: International Monetary Fund, International Financial Statistics, November 1984, and official information
supplied by the countries.

“Totals for Latin America and partial figures for groups of countries represent average variations by
countries, weighted by the population in each year.

*Variation between November 1984 and November 1983.

“Variation between November 1984 and November 1983,

“Up to 1979, figures represent the Consumer Price Index in the city of Rio de Janeiro; from 1980 onwards,
the variation in the national total.

“Up to 1980, figures represent the variation in the Consumer Price Index for manual workers; from 1981
onwards, the variation in the national total, including manual workers and employees.

Variation between August 1984 and August 1983.

€Variation between October 1984 and October 1983.

*Up to 1982, figures represent the variation in the Consumer Price Index in the city of Quito; from 1983
onwards, the national Consumer Price Index, urban area.

“The series represents the variation between September of the year indicated and September of the preceding
year.

/Variation between June 1984 and June 1983.

*Variation between March 1984 and March 1983,

"Variation between July 1984 and July 1983

"Variation between May 1984 and May 1983.
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Figure V
LATIN AMERICA (SELECTED COUNTRIES):
TWELVE-MONTHLY VARIATIONS IN THE CONSUMER PRICE INDEX
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As for Brazil, the high rate of inflation there  elimination of subsidies on the price of pe-
reflected not only the indexing of almost all the  troleum an other basic commodities.
main variables which affect costs, but also the The inflationary process intensified marked-
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ly for the second consecutive year in Uruguay,
Nicaragua and Paraguay and for the third suc-
cessive year in Jamaica. Thus, in 1984 consumer
prices rose by over 60% in Uruguay, 40% in
Nicaragua, 33% in Jamaica and 25% in Para-
guay.

Inflation also rose in Costa Rica after drop-
ping spectacularly since the middie of 1982, and
increased perceptibly in Venezuela and the
Dominican Republic. However, in these three
countries the rate of inflation was hovering in the
neighbourhood of 15% as the year ended and, in
the case of Venezuela, was lower than had been
originally predicted on the basis of the devalua-
tion of the bolivar and the changes introduced in
the exchange system at the beginning of the year.

On the other hand, the downturn which the
inflation in Mexico had begun to show in the
middle of 1983 persisted in 1984 (see figure v).
However, consumer prices still rose by nearly
60% by the end of the year. This rise, which is
considerably higher than the one of 40% set as a
goal by the economic authorities, helped to pro-
duce a new drop in the purchasing power of
wages and salaries and a more rapid erosion than
had been predicted in the real level of the ex-
change rate, which made it necessary to increase
the daily devaluation of the peso at the beginning
of December.

Inflation also fell, but much more markedly,
in Ecuador. After reaching a historical high of
over 60% in September 1983 as a consequence,
primarily, of the sharp drop in the supply of
agricultural commodities caused by the floods
that year, the rate of inflation then fell con-
tinuously, dropping below 20% at the end of
1984. This persistent decline in the intensity of

the inflationary process was largely due to the:

normalization of food supplies and prices due to
the recovery of agriculture and the application of
a restrictive monetary and fiscal policy by the
economic authorities.

By contrast with what had happened in pre-
vious years, in Chile and Colombia the situation
in respect of inflation at the end of 1984 was
essentially the same as in 1983, in that in Chile,
the increase in consumer prices remained in the
neighbourhood of the 23% recorded the preced-
ing year, while in'Colombia the inflation of close
to 16.5% recorded in 1983 was repeated.

However, in Chile the similarity in these fig-

ures conceals appreciable differences shown by
the rate of the inflation during the two years. As
may be seen in figure vi, up to August 1984 the
inflation continued on the downward course ini-
tiated in the middle of the preceding year. In
fact, in the first eight months of the year, con-
sumer prices rose by less than 8%. This trajectory
was, however, changed by the increase of nearly
24% in the exchange rate decreed in September,
which caused a sudden increase in prices the
following month.

In Colombia, on the other hand, the inflation
trajectory retained the notable stability which has
characterized it in recent years. The rate of in-
crease of prices continued to fall gradually and
almost constantly during the first part of the year
and increased only slightly at the end, as a result,
pritnarily, of the readjustments introduced in the
prices of certain products such as gasoline, which
had lagged behind.

3. The external sector

The adjustment effort made by many Latin
American economies and the more dynamic cli-
mate created by world trade made it possible for
the situation in the external sector to improve
appreciably in 1984. The trade surplus for the
region as a whole reached the unprecedented
figure of US$ 37.6 billion, which was four times
as high as the one recorded barely two years pre-
viously. Moreover, the larger surplus occurred
because-exports grew more rapidly than imports
and not because imports fell more intensively
than exports as had happened in the two preced-
ing years. An increase in the trade surplus also
made it possible for the second consecutive year
to reduce the negative balance on current
account, which amounted to the equivalent of
less than one-tenth of the negative balances re-
corded in 1981 and 1982. The decrease in the
deficit on current account and the moderate in-
crease in the net inflow of capital helped to
generate a surplus in the balance of payments of
close to US$ 7.5 billion, thereby reversing the
downward trend which international reserves
had shown since 1981. Moreover, in 1984 the
growth rate of the external debt continued to
slacken and the terms on which the countries of
the region renegotiated their international bank-
ing commitments improved.
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Figure V1
LATIN AMERICA (SELECTED COUNTRIES): TWELVE-MONTHLY
VARIATIONS IN THE CONSUMER PRICE INDEX
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Source: ECLAC, on the basis of official information.

a) Foreign trade and the terms of trade

After having fallen by nearly 8% in 1982 and
having declined slightly in 1983, the value of
exports of goods in Latin America rose by over
9% in 1984. This advance was due entirely to the
vigorous expansion in the volume of external
sales, which rose by nearly 10%. Unlike what had
happened the preceding year, only a small pro-
portiorrof this expansion was offset by a drop in
unit value (see table 6),

Although the increase in the value of exports
of the region as a whole was to a large extent
attributable to the spectacular growth of Brazil's
external sales, which rose by 23%, it also reflected
progress made by exports in other countries.
Thus, their value rose by over 13% in the Domin-
ican Republic and Costa Rica, by 11% in Argen-
tina and Haiti, by over 8% in Venezuela and by
between 5% and 7% in El Salvador, Honduras,
Mexico, Ecuador and Guatemala. However, in all
these countries, with the exception of Mexico
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Table 6
LATIN AMERICA:
EXPORTS OF GOODS
{Indexes: 1970 = 100, and growth rates)
Value Unit value (uantum
Country Index Growth rates Index Growth rates Index Growth rates
1984° 1982 1983 1984° 1984 1982 1983 1984° 1984° 1982 1983 19842
Latin America 692 -79 -02 93 297 -103 -81 -05 233 2.7 8.6 9.8
Oil-exporting
countries 843 -38 -4.1 6.0 443 -16.1 -103 -33 190 148 7.0 9.6
Bolivia 382 -90 -~86 -38 429 -35 3.1 3.6 80 -57 -114 -73
Ecuador 1060 -—7.9 0.9 53 456 7.7 -78 09 233 -0.2 9.5 4.4
Mexico 1743 107 0.7 57 834 -13.0 -105 —40 522 273 125  10.1
Peru 291 L3 -84 -02 263 -104 36 -95 111 3.1 -116 10.3
Venezuela 611 ~18.2 -10.2 84 1140 -78 -73 -30 54 -113 -3.2 1L.9
Non-vil-exporting
countries 599 -12.0 40 139 230 -79 —49 41 261 -24 9.3 9.4
Argentina 491 -16.6 28 111 25% -120 -74 4.0 194 -53 111 6.8
Brazil 984 -13.3 86 231 237 -72 -59 6.0 415 -66 154 16.1
Colombia 387 -01 -66 1.6 313 89 —40 8.3 1246 -83 -27 -6.2
Costa Rica 417 -13.1 -23 133 259 -55 22 6.7 161 —-81 -0.1 6.1
Chile 330 -3.1 33 41 126 -17.2 01 -50 22 16.7 3.4 0.5
El Salvador 332 -118 4.0 7.1 285 48 -b55 33 117 -158 10.0 3.7
Guatemala 386 -76 -9.0 49 2283 -7 -128 34 173 0.0 4.4 1.6
Haiti 510 155 27 111 274 1.0 -41 50 186 144 7.2 6.2
Honduras 417 -13.9 2.6 69 267 ~40 -20 -04 156 —10.0 48 7.2
Nicaragua 240 -20.1 5.5 0.1 204 -6.0 -956 74 118 -150 167 -6.6
Panama 193 04 -81 -2009 236 -—156.1 06 -5.0 82 183 —-B6 -16.6
Paraguay 582 -06 -—-17.7 164 268 —12.7 -93 50 217 139 -92 109
Dominican Republic 417 -35.4 2.0 139 259 -300 6.9 4.1 161 -7.7 -46 9.4
Uruguay 445 22 -79 -139 9234 -65 73 06 190 93 -06 -14.4

Source: kCLAG, on the basis of official figures.
“Preliminary estimates subject to revision.

and Haiti, the increase in the value of exports was
not enough to offset their decline during the two
preceding years.

On the other hand, the value of exports stag-
nated completely in Nicaragua, because of the
drop in the volume exported, and in Peru, as a
consequence of the decline in unit value. A de-
crease in unit value, brought about primarily by
the drop in international copper and fish meal
prices, was also the cause of the 4% decrease in
the value of the exports of Chile, while a marked
contraction in the volumes exported was
responsible for the decline in the value of the
external sales of Bolivia and Uruguay.

Also by contrast with what happened in the

two preceding years, in 1984 the value of imports
increased. The rise by somewhat more than 4%
was, however, very meagre after the precipitous
drop in external purchases which took place in
both 1982 and 1983.

In addition to being weak, the expansion of
imports was concentrated in 2 small number of
countries, Thus, the value of imports rose signifi-
cantly only in Mexico (26%), Costa Rica (18%),
Chile and Ecuador (12%), El Salvador (9%) and
Uruguay and Venezuela (8%). However, it was
only in Costa Rica that the increase achieved in
1984 meant that the volume of imports that year
was greater than in 1981 (see table 7).

In the other economies of the region, with
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Table 7

LATIN AMERICA:
IMPORTS OF GOODS

(Tndexes: 1970 = 100, and growth rates)

Value

Unit value Quantum

Country Index Growth rates Index Growth rates Index Growth rates

1984° 1982 1983 1984 1984" 1982 1983 084" 1984 1982 1983 984"
Latin America 447 —199 -928.6 44 313 L5 —-21 -03 143 —187 -27.2 4.7
Oil-exporting
countries 433 -20.1 -444 14.1 266 00 -42 1.4 163 -20.1 -419 124
Bolivia 357 -370 124 -56 811 -26 -33 4.7 108 -353 162 -9.9
Ecuador 633 -7.6 -354 120 244 0.0 -10 0.0 259 -76 -348 122
Mexico 47 -40.0 465 206 277 6.0 -73 2.5 161 -434 -423  26.1
Peru 348 21 -268 -108 320 2.0 3.3 4.0 109 -41 -292 -1492
Venezuela 429 120 -50.1 84 243 -57 55 0.2 177 188 -472 8.2
Non-oil-exporting
countries 456 —19.7 -159 -08 852 -32 -5 0.1 130 -17.1 ~11.0 0.8
Argentina 285 —422 -152 36 314 -49 -44 2.0 91 -394 -113 1.5
Brazil 573 —122 -204 -70 410 -%6 -61 -24 140 -89 -153 —46
Colombia 89 135 -11.9 0.7 9259 -44 -63 23 227 187 -61 -3.0
Costa Rica 387 —-284 146 244 379 5.3 2.8 5.1 104 —-320 115 182
Chile 377 —-441 -22.7 16.1 367 -77 -79 -03 103 -394 -16.0 163
El Salvador 467 ~81 -28 133 345 5.7 1.7 3.5 135 -13.0 ~4.4 9.2
Guatemala 425 -16.6 -17.8 73 362 6.3 3.2 4.2 118 -216 -203 3.2
Hatti 719 —155 27 -19 350 7.3 2.5 50 206 -21.2 20 -6.6
Honduras 370 -242 118 -13 315 1.6 ~L0 Lo 117 -250 129 -23
Nicaragua 436 -21.6 7.6 0.2 360 5.3 38 1.4 121 -255 37 -12
Panama 333 0.0 -135 -114 450 49 1.6 38 74 —46 -149 -14.9
Paraguay 757 -9 -225 52 332 3.7 -42 40 228 -11.2 -19.1 1.1
Dominican Republic 437 -13.4 32 -64 320 22 -17 0.3 137 -15.3 49 -6.6
Uruguay 387 —34.8 -287 60 319 ~71 -84 -18 121 -29.8 -222 8.1

Source: ECLAC, on the basis of official figures.
“Preliminary estimates subject to revision,

the sole exception of Argentina and Guatemala,
where the volume of external purchases in-
creased slightly after severe drops in the two
preceding years, the volume of imports con-
tinued to decrease and tended to limit the recov-
ery of economic activity.

There was also a break in 1984 in the marked
and persistent deterioration shown by the terms
of trade of Latin America since 1980. As may be
seen in table 8, the terms of trade for the region
as a whole remained almost stable in 1984,
However, this stability was the result of opposing
tendencies shown by the terms of trade in the
petroleum-exporting countries and in the other

economies of the region. In the former, the
terms of trade declined for the fourth consecu-
tive year, while in the group of non-oil-exporting
economies they rose by 4.5% after having shown
a slight rise the preceding year.

However, since in these economies the terms
of trade had deteriorated markedly in the period
1979-1982, the respective index was still 26% less
than in 1978, and in 1984 it remained at one of
the lowest levels recorded since 1930. Con-
versely, in the case of the petroleum-exporting
countries, the deterioration in the terms of trade
during the past four years was not such as to
nullify the notable progress made in the 1979-
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Table 8
LATIN AMERICA: TERMS OF TRADE (GOODS)

(Indexes: 197G = 100, and growth rates}

Indexes Growth rates Cumulative
rates
Country 1975 1980 1983 1984® 1981 1982 198% 1984 1979- 1981-
1980 1984

Latin America 114 121 95 95 -84 -90 -62 0.2 7.0 -21.7
Oil-exporting
countries 188 235 175 166 —-57 -160 -64 -46 40.8 —29.3
Bolivia 111 139 139 138 -50 -1.0 66 -09 157 -06
Ecuador 162 239 185 188 100 -77 -68 1.7 367 -21.3
Mexico 106 164 129 120 -10 -~-180 -34 -68 879 -—-268
Peru 104 130 95 82 -176 -12.1 0.2 -13.3 50.6 -37.1
Venezuela 340 511 485 470 -10 ~22 -19 -32 6§38 -80
Non-oil-exporting
countries 83 76 63 66 —144 -49 0.8 15 —137 -14.3
Argentina 99 943 79 81 -4% -75 -32 24 172 -126
Brazil 85 66 58 58 —-166 -3.8 0.2 88 -237 -125
Colombia 32 126 114 121 -22.5 13.9 2.3 6% —-162 -39
Costa Rica 77 94 69 70 ~143 -102 -49 20 -50 -253
Chile 52 47 37 34 -21.0 -104 78 -74 -41 -2840
El Salvador 87 103 83 8% -126 -0.8 -71 04 -226 -19.1
Guatemala 69 92 62 62 -82 -132 -156 -06 -192 -333
Haiti 92 98 78 78 -94 -58 -6.6 0.0 -129 -20.2
Honduras 91 105 86 85 -13.0 -50 ~10 -08 -71 -189
Nicaragua 79 78 54 57 -113 -10.7 -13.0 65 —-196 -26.6
Panama 109 72 57 53 —01 =190 -10 -84 -25 -9.5
Paraguay 104 96 80 81 46 -158 -53 09 -22.1 -159
Dominican Republic 148 101 78 81 36 -315 8.6 40 190 -198
Uruguay 74 80 72 75 —11.7 0.6 1.3 1.8 -57 -84

Source: ECLAC, on the basis of official figures.
“Preliminary estimates subject to revision.

1980 biennium. Thus, in all these economies,
with the exception of that of Peru, the index of
the terms of trade was still far higher than that of
any non-oil-exporting country, with the sole ex-
ception of Colombia (see table 8).

The stabilization of the terms of trade and
the marked increase in the volume of exports
meant that in 1984 the purchasing power of the
latter experienced its first significant increase
since 1980 (see table 9 and figure vir). However,
this rise was the net result of very uneven changes
in the purchasing power of exports in different
countries of the region. Thus, while this variable
increased at an extraordinary rate (25%) in Bra-

zil and rose from between 10% and 12% in
Argentina, Paraguay and the Dominican
Republic and by about 7% in Venezuela,
Ecuador and Mexico, it fell markedly in Panama
(—28%), Uruguay (—11%) and Bolivia (—9%)
and also dropped in five other countries.

b) The balance of payments

As a consequence of the much greater rise in
the value of exports than in that of imports, the
surplus on trade in goods experienced a new and
significant increase in 1984. In actual fact, the
amount of US$ 37.6 billion to which the surplus
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Table 9
LATIN AMERICA: PURCHASING POWER OF EXPORTS OF GOODS

{Indexes: 1970 = 100, and growth rates)

Indexes

Growth rates Cumulative
rates
Country 1975 1980 1983 1984° 1981 1982 1983 1984° 1979/ 1981/
1980  1984°
Latin America 132 208 200 221 1.8 -66 1.9 9.7 284 6.3
Oil-exporting
couniries 166 308 303 817 19 -35 0.1 45 711 29
Bolivia 133 165 135 123 -63 -76 -58 -88 123 -255
Ecuador 280 466 409 438 -65 -7.8 2.0 70 201 -60
Mexico 127 458 586 626 173 1.3 7.6 68 1012 36.6
Peru 74 140 094 91 -228 -25 -107 -33 618 -350
Venezuela 214 301 217 251 -62 -138 -10.9 8.1 686 =-16.4
Non-oil-exporting
countries 109 152 150 169 -33 -72 102 132 1.6 118
Argentina 78 139 142 157 106 =129 6.0 106 L7 129
Brazil 135 179 193 240 40 -102 153 247 54 343
Colombia 124 194 150 150 =255 4.0 0.1 -02 -11 -228
Costa Rica 107 142 106 113 -53 -173 —46 61 -67 -205
Chile 67 109 95 8% -24.1 39 112 -65 279 -I18.1
El Salvador 121 156 94 97 -293 -16.5 2.5 31 -03 -377
Guatemala 101 172 106 107 -187 -12.9 117 08 -01 -379
Haiti 99 193 150 146 -33.2 8.8 7.2 29 145 -245
Honduras 94 164 128 133 —-13.2 -14.6 5.1 3.8 8.1 -19.0
Nicaragua 113 82 66 67 6.4 -223 -95 21 -49.1 -18.0
Panama 118 77 60 43 —-11.9 -38 -92 -280 -149 -44.6
Paraguay 139 203 169 175 —-44 -40 -107 105 -19.2 -135
Dominican Republic 224 150 116 130 18.1 -36.7 37 122 6.5 —-13.3
Uruguay 83 140 156 139 4.9 87 -26 -110 0.2 -09

Source: ECLAG, on the basis of official figures.
“Preliminary estimates subject to revision,

rose was not only 20% higher than in 1983 but
was nearly four times higher than that recorded
only two years previously (see table 10).

This result was primarily attributable to the
enormou. expansion in the positive balance
obtained by Brazil, which nearly doubled, rising
from less than US$ 6.5 billion in 1983 to
US$ 12.6 billion in 1984, thereby well exceeding
the initial forecasts. It was also due, however, to
the significant increase for the second year run-
ning in the trade surplus of Argentina and Vene-
zuela, the doubling of that achieved by Peru, and
the reduction in the deficit on trade in goods in
Colombia, Haiti, Honduras, Panama and the
Dominican Republic.

In the region as a whole the surplus achieved
on trade in goods made it possible to finance the
entire net payments of interests and profits in
spite of the fact that they rose from US$ 34.5
billion in 1983 to US$ 37.3 billion in 1984.
Thanks to this and also to the new and marked
decrease in net payments for services in 1984, the
deficit on current account fell by 656% and
amounted to less than one-tenth of that recorded
only two years previously (see table 11). Howev-
er, the reduction in the overall deficit on current
account was the result of trends in opposing di-
rections observed in the different economies of
the region. The country most responsible for this
drop was Brazil, which recorded a deficit of a
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Figure VII

LATIN AMERICA: EVOLUTION OF SOME FOREIGN TRADE INDICATORS

(Indexes: 1970 = 100}
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Source: ECLAC, on the basis of official information.
*Nineteen countries.

bErom 1970 to 1975, includes 16 countries. As from 1976 Mexico and Peru are excluded.,
“From 1970 to 1975, includes Bolivia, Ecuador and Venezuela; as from 1976 Mexico and Peru are added.

bare US$ 550 million, whereas only two years
previously it had had a deficit of over US$ 16.3
billion. In addition, in 1984 the negative current
account balances of Argentina, Colombia, Peru,
Paraguay, Nicaragua, Costa Rica and Haiti con-
tinued to decline. As for Venezuela and Mexico,
they remained the only two countries in the re-
gion to obtain surpluses in their current op-
erations, although Mexico's surplus was 10%
lower than the one achieved the previous year.
On the other hand, the deficit in Chile (which was
exceeded only by those of Colombia and Argenti-

na) and that of Ecuador rose markedly in 1984,
and a moderate increase was experienced in the
negative balances of Bolivia and of the majority
of the countries of Central America (see table
11).

Contrary to what happened in the preceding
two years, when the reduction in the deficit on
current account was accompanied and to a large
extent caused by a dramatic decline in the net
inflow of capital, in 1984 it coincided with a
recovery in the flow of loans and investments
received by the region. The value of the latter
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Table 10
LATIN AMERICA: TRADE BALANCE
(Millions of dollars)
Exports of Imports of Trade balance
goods roB goods roB (goods)

Country

1982 1983 1984 1982 1983 1984° 1982 1983 1984"
Latin America 86389 86 168 94790 76726 54 727 57170 9663 31441 37620
QOil-exporting
countries 44 877 43033 45620 34 349 19117 21820 10528 23916 23 800
Bolivia 828 757 730 429 482 460 399 275 970
Ecuador 2343 2365 2490 2181 1408 1580 162 957 910
Mexico 22081 22235 23500 14434 7723 10000 7647 14512 13500
Peru 3203 3017 3010 3271 2723 2480 -428 204 580
Venezuela 16 332 14695 1589¢ 13584 6781 7850 2748 7878 8540
Non-oil-exporting
countries 41512 43135 49170 42377 35610 35350 —865 7525 13820
Argentina 7622 7838 8700 4859 4120 49270 2763 8718 4430
Brazil 20172 21906 26960 19395 15434 14360 777 6472 12600
Colombia 3215 3008 3050 5404 4759 4720 —2 189 —1 756 —1 670
Costa Rica 871 851 960 780 894 1110 9] -43 -150
Chile 3706 3827 3680 3642 2818 3270 64 1069 410
El Salvador 704 732 780 826 803 910 -122 -7l ~130
Guatemala 1200 1092 1150 1284 1056 1140 -84 36 10
Haiti 174 179 200 336 852 350 -—162 -173 ~—150
Honduras 677 695 740 68l 761 750 -4 -66 -—10
Nicaragua 406 429 430 723 778 780 317 -349 -350
Panama 345 317 250 1441 1246 1100 —1096 -929 -850
Paraguay 396 326 380 711 552 580 -315 -226 -—200
Dominican Republic 768 783  B90 1257 1297 1220 -480 -514 -330
Uruguay 1256 1157 1000 1038 740 790 218 417 210

Source: 1982, 1983: International Monetary Fund; figures for 1983 for Costa Rica, Ecuador, El Salvador and
the Dominican Republic are ecLac estimates. Figures for Chile for 1982, 1983 and 1984: Central Bank of Chile.
“ECLAC, preliminary estimates subject to revision, Figures rounded to the nearest ten.

was, moreover, considerably higher than that of
the negative balance on current transactions. As
a consequence, the balance of payments closed
for the first time since 1980 with a surplus of
nearly US$ 7.5 billion.

Notwithstanding the recovery of the net in-
flow of capital, its value continued to be very
much lower than that of net payments of interest
and profits. In the end, as in the two preceding
years, Latin America transferred a substantial
volume of resources to the exterior in 1984, In
fact, this transfer amounted to close to US$ 26.7
billion, which, although lower than the transfer
of nearly US$ 31 billion recorded the preceding
year, represented a reduction in import capacity

equivalent to approximately 24% of exports of
goods and services (see table 12).

The lion’s share of that transfer was attribut-
able to Mexico, Brazil, Venezuelaand Argentina,
although in relative terms appreciable amounts
were also transferred from Ecuador, Peru, Uru-
guay and Bolivia, On the other hand, Paraguay,
Haiti and the Central American countries, with
the exception of Costa Rica, continued to receive
a considerable volume of resources from the ex-
terior (see table 11).

¢) The external debt

According to preliminary estimates, the total
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Table 12
LATIN AMERICA: NET FINANCING DISPOSABLE AFTER PAYMENT OF
PROFITS AND INTEREST
{Billions of dollars)
Net disposable
Net pay-  Net disposable Real net Exports of  financing/
Net inflow ments financing disposable  goods and exports of goods
Year of capital  of profits  (3) = (1)«(2) financing® services  and services*
and interest 6)=(3) /(5
(1 @ 3) ) {5) (6)
1973 7.8 4.2 36 8.3 28.9 12.5
1974 11.4 5.0 6.4 12.5 43.6 14.7
1975 14.2 5.5 8.7 15,5 41.1 21.2
1976 18.2 6.8 11.4 194 473 24.1
1977 17.0 8.2 8.8 14.1 55.9 15.7
1978 26.1 10.2 15.9 23.7 614 25.9
1979 28.6 13.6 15.0 19.8 82.0 18.3
1980 30.0 18.0 12.0 13.9 105.8 1.3
1981 31.7 27.7 10.0 10.6 114.1 8.8
1982 19.2 37.6 -18.4 =19.1 101.9 -18.1
1983 4.4 34.5 -30.1 -309 100.5 —-30.0
1984° 10.6 37.3 —26.7 —26.7 113.0 -23.6

Source: International Monetary Fund, Balance of Payments Yearbook (several issues); and ECLAC es-

timates, on the basis of official figures.

“Obtained by deflating column 3 by the United States wholesale price index, base 1984 = 100,

*Percentage.
‘Preliminary estimates subject to revision.

external debt of Latin America at the end of 1984
amounted to approximately US$ 360 billion.
Thus, it appears to have increased by close to
5.5%, thereby continuing the more moderate
growth trend of external indebtedness begun in
1982 (see table 13).

The rate of increase of the debt was also
lower than that of exports of goods and services
in 1984. Consequently, the debt/exports ratio fell
for the first time in the past four years. However,
the magnitude of this coefficient (3.3) was still
very high in international terms and was also very
much higher than that of approximately 2.3 re-
corded, on average, during the period 1978-
1981,

Moreover, owing both to the increase in the
debt and to the rise in average interest rates in the
main international financial markets in 1984, as
may be seen from figures vin and 1x, the interest
payments made by Latin America increased by
close to 10%, i.e., at a rate somewhat lower than

that of the increase in exports of goods and ser-
vices. Therefore the ratio of interest payments to
exports fell only slightly —to 35%— and con-
tinued to be very much higher than the ratios
recorded prior to 1981. This relation was much
higher in Bolivia (57%), Argentina (52%) and
Chile (45%) but was, on the other hand, consider-
ably lower in Colombia (21%), Paraguay (19%),
and especially in the countries of Central America
and the Caribbean (see table 14),

Finally, in 1984 the terms on which the
countries of Latin America renegotiated their
external debt improved. The commissions and
the spreads over and above the basic interest
rates, as well as the rescheduled maturities and
the repayment periods for new credits obtained
in the second and third rounds of negotiations,
represented an advance over the extremely un-
favourable terms granted in 1982 and 1983. The
change was especially marked in the cases of
Mexico, Venezuela and Argentina, whose agree-
ments with the respective bank committees pro-
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Table 13
LATIN AMERICA: TOTAL DISBURSED EXTERNAL DEBT

(End-of-year balance in billions of dollars)

Country 1978 1979 1980 1981 1982 1983  1984°
Latin America 150893 181978 221059 275422 315 336% 340 937" %60 170
Oil-exporting

countries 64890 77585 92324 118963 135657° 145 672° 153 460"
Bolivia® 1762 1941 2220 2450 2373 30656 3200
Ecuador 2975 3554 4652 5868 6187 6689 6860
Mexico 33046 39685 49349 72007 85000 90 000* 95900
Peru 9324 9334 9504 9638 11097 12418 13500
Venezuela® 16383 23071 26509 29000 31000 33500 34000
Non-oil-exporting

countries 86503 104393 128735 156459 179679 195265 206710
Argentina 12496 19034 27162 35671 43634 45500 48 000
Brazil 52285 58907 68354 78580 87580 96500 101800
Colombia 4247 5117 6277 7930 9421 10405 10800
Costa Rica 1870 2333 3183 3360 3497 3848 4 050
Chile* 6 664 8484 11084 15542 17155 17431 18440"
El Salvador 986 939 1176 1471 1683 2000 2300
Guatemala 821 934 1053 1409 1504 1766 1910
Haiti* 210 248 290 372 410 446 600
Honduras 971 1280 1510 1708 1800 2079 2250
Nicaragua® 961 1131 1579 2163 2797 3385 3900
Panama’ 1774 2009 2211 2338 2820 3276 3550
Paraguay 669 7383 861 949 1204 1 469 1 560
Dominican Republic 1 309 1 565 1839 1837 1921 2572 2 850
Uruguay 1240 1679 2 156 3129 4255 4 589 4700

Source: ECLAC, on the basis of official information; Brazil and Venezuela: EcLAc, on the basis of data
from the Bank for International Settlements.

“Preliminary figures.

*Figures not comparable with those prior to 1982, owing 1o the inclusion of the Mexican com-
mercial bank debt,

Public debt.

“Including commercial bank debt. Estimates on the basis of data supplied by the Secretariat of
Finance and Public Credit.

‘Including the public debt plus the non-guaranteed long- and short-term debt with financial
institutions reporting to the Bank for International Settlements.

Including the total medium- and long-term debt plus the short-term debt with financial in-
stitutions reporting to the Bank for International Settlements.

£Short-, medium- and long-term debt, excluding debt with 1F and short-term credits for foreign
trade operations.

*In the month of September.

vided for a marked reduction in commissions,or  ment periods for the corresponding debts, and
even their elimination; a considerable decrease  longer amortization periods (see tables 15 and
in the spread over the basic rates; longer repay-  16).
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Figure VIII
NOMINAL AND REAL INTERNATIONAL INTEREST RATES
{Percentages}
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Source: ECcLAC, on the basis of data from Morgan Guaranty Trust, World Financial Markets, and from Economic Report
of the President, Washington, February 1984,

“Nominal rate deflated by the consumer price index of the industrialized countries.

Preferential rate granted by United States banks 1o their best clients.

“Average January to November.
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Figure IX

NOMINAL INTERNATIONAL INTEREST RATES
(Percentages)
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Table 14

LATIN AMERICA: RATIO OF TOTAL INTEREST PAYMENTS TO EXPORTS
OF GOODS AND SERVICES*

(Percentages)
Country 1977 1978 1979 1980 1981 1982 1983 1984¢
Latin America 12.4 15.5 17.4 19.9 26.4 39.0 35.8 35.0
Oil-exporting
countries 13.0 16.0 15,7 16.5 22.3 320 310 33.0
Bolivia 9.9 13.7 18.1 24.5 35.5 43.6 49.3 57.0
Ecuador 4.8 10.3 13.6 18.2 24.3 30.1 26.0 315
Mexico 254 24.0 24.8 23.1 28.7 39.9 36.7 36.5
Peru 17.9 21.2 14.7 16.0 21.8 24.7 31.2 35.5
Venezuela 4.0 7.2 6.9 8.1 12.7 21.0 20.3 25.0
Non-oil-exporting
countries 11.9 15.1 18.8 23.3 313 46.6 40.7 36.5
Argentina 7.6 9.6 12.8 22.0 31.7 54.6 58.4 52.0
Brazil 18.9 24.5 315 34.1 40.4 57.1 434 36.5
Colombia 7.4 7.9 10.1 13.3 21.6 25.0 217 21.5
Costa Rica 7.1 9.9 12.8 18.0 25.5 33.4 41.8 32.0
Chile 13.7 17.0 16.5 19.3 34.6 49.5 39.4 45.5
El Salvador 2.9 5.1 5.3 6.5 7.5 11.9 14.2 15.0
Guatemala 2.4 36 3.1 53 7.5 7.8 7.6 4.0
Haiti 2.3 2.8 3.3 2.0 3.2 2.4 49 5.0
Honduras 7.2 8.2 8.6 13.6 14.5 22.4 17.7 19.0
Nicaragua 7.0 9.3 9.7 15.7 15.5 33.2 19.3 18.5
Paraguay 6.7 8.5 10.7 14.3 15.9 14.9 243 19.0
Dominican Republic 8.8 14.0 14.4 14.7 10.5 22,6 24.9 23.5
Uruguay 98 104 90 110 131 224 276 315

Source: 1977-1983: International Monetary Fund, Balance of Payments Yearbook; 1984: ECLAC, on the basis of
official data.

“Interest payments include those on the short-term debt.

*Preliminary estimates subject to revision.
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Table 15

LATIN AMERICA: TERMS OF RESCHEDULING OF THE EXTERNAL DEBT OWED TO
PRIVATE BANKS IN THE FIRST ROUND OF RESCHEDULINGS: 1982/1983*

Maturities Terms
Amounts rescheduled
Country involved or year of Spread Period (years) . N
(millions drawing over oG — Commissions
of dollars) new credit LIBOR otal - Lrace perio
Brazil
Amortization
rescheduled 4 800 1983 2.50 8.0 2.5 L50
New credits 4400 1683 2.13 B.O 25 1.50
Costa Rica
Amortization
rescheduled 620 1982-1984 2.25 8.5 4.0 1.38
New credits — — — — - —
Cuba
Amortization
rescheduled 140 Sep. 1982.1983 2.25 8.0 3.0 1,26
New credits — — — — _ _
Chite
Amortization
rescheduled 3 460 1983-1984 213 8.0 4.0 1.25
New credits 1300 1983 2.25 7.0 4.0 1.25
Ecuador
Amortization
rescheduled 2200 Nov. 1982-1983 2,25 7.0 10 1.26
New credits 430 1983 2.38 6.0 i5 1.25
Honduras
Amertization
rescheduled 120 1982-1984 2.38 7.0 3.0 1.38
New credits — — — — - —
Mexico
Amortization
rescheduled 23 000 Aug. 1982-1984 1.88 8.0 4.4 1.00
New credits 5 000 1983 2.25 6.0 3.0 1.25
Nicaragua
Ammortization
rescheduled 550 ' 12.0 5.0 —_
New credits — — — — — —
Panama
Amortization
rescheduled 180 1983 2,25 6.0 2.0 1.50
New credits 100 1983 2.25 6.0 2.0 1.50
Peru
Amortization
rescheduled 380 1983 2.25 8.0 3.0 1.25
New credits 450 1983 2.25 8.0 3.0 1.25
Dominican Republic
Amortization
rescheduled 570 1982-1983 2.25 6.0 2.0 125
New credits — — —_ — _ —
Uruguay
Amortization .
rescheduled 630 1983-1984 2.25 6.0 2.0 1.38
New credits 240 1983 2.25 6.0 2.0 © 138

Source: ECLAC, on the basis of official data and information from various national and internationak sources.

“For further information on the first round of reschedulings see Part Two of the Economic Survey of Latin Amstrica and the
Caribbean 1983, ECLAC publication, Lc/. 302, November 1984, and Economic Survey of Latin America 1982, pp- 74-84.

*Calculated as a percentage of the total amount of the transaction and paid once only at the time of signing the loan contract.
It should be noted that evidence has been found that some commissions were not declared, and consequently the figures could
underestimate payments under this head.

“Nicaragua pays a maximum rate of 7%; the difference bewween the prevailing interest rate and the 7% ceiling will be
capitalized.
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Table 16

LATIN AMERICA: TERMS OF RESCHEDULING OF THE EXTERNAL DEBT OWED TO
PRIVATE BANKS IN THE SECOND AND THIRD ROUNDS OF RESCHEDULINGS®

Maturities Terms
Amounts rescheduled
Country involved or year of Spread Period (years) C NS
{millions drawing over ommissions
of dollars) new credit LIBOR Total  Grace period
Second round of reschedulings: 1983/1984
Brazil
Amortization
rescheduled 5 400 1984 2.00 9.0 5.0 1.00
New credits 6 500 1984 2.00 9.0 5.0 1.00
Cuba
Amortization
rescheduled 103 1984 1.88 9.0 5.0
New credits — — _— — — —
Chile
Amortization
rescheduled — — — — — —
New credits 780 1984 1.76 9.0 b5 0.63
Ecuador
Amortization
rescheduled 600 1984 1.75 9.0 4.0 0.88
New credits 400 1984 .
Mexico
Amortization
rescheduled - — — — o —
New credits 3 800 1984 1.50 10,0 5.0 .63
Peru
Amortization
rescheduled 1 560 1984-Jul. 1985 1.75 9.0 5.0 0.75
New credits —_ — — —_ — _
Third round of reschedulings: 1984/1985
Argentina
Amortization
rescheduled 13 900 1982-1985 1.38 12.0 3.0 —
New credits 4 200 1985 1.63 10.0 3.0 0.63
Mexico
Amortization
rescheduled 43 000 1985-1990 1.13 14.0 — —
New credits — — — — —_ —
Venezuela
Amortization
rescheduled 28 500 1983-1988 L.13 12.6 — —

New credits —_ — _ — — _

Source: ecLAC, on the basis of official data and information from varicus national and international sources.

“For further information on the second round of reschedulings see Part Two of the Economic Survey of Latin America and the
Caribbean 1983, EcLAC publication, Lc/L. 302, November 1984.

"Calculated as a percentage of the total amount of the transaction an paid once only at the time of signing the loan contract. It
should be noted that evidence has been found that some commissions were not declared, and consequently the figures could
underestimate payments under this head.



THE LATIN AMERICAN ECONOMY DURING 1984 / Enrigue V. Iglesias

37

Conclusions

In past reports we described the present econom-
ic crisis in Latin America as being the worst since
the black years of the Great Depression. The
crisis unleashed in 1981 has in fact been the
severest, most widespread and longest crisis suf-
fered by Latin America in the past half century
and has proved to be very costly both economical-
ly and socially. In order 1o cope with the difficult
balance-of-payments situation, the region was
forced to embark on painful economic adjust-
ment processes, which have already been in
effect for four years and have had great social
and even political implications.

In the economic sphere, it was necessary to
cut imports drastically in order to generate sur-
pluses on the trade balance which would make it
possible to service the debt. This process was in
practice accompanied by an abrupt contraction
in domestic expenditure which in many cases also
led to a decline in production and employment
levels.

Thus, the region’s per capita product fell in
1983 to the level at which it had stood as far back
as 1976. In addition, in many countries un-
employment rose alarmingly, and there was an
increase in both visible underemployment (per-
sons who work less than a normal workday) and
invisible underemployment (which is reflected in
a proliferation of unstable activities where pro-
ductivity is very low and which are not covered by
social security or by the benefits of labour legisla-
tion). This deterioration in the employment
situation was accompanied by marked drops in
real wages, which in many countries now stand at
levels close to those recorded early in the past
decade. At the same time, food, health and living
conditions deteriorated, in some cases patently,
and basic social investments and expenditure
were sacrificed, which will naturally affect the
possibilities for raising the standards of living in
the next few years.

Taken together, these factors go a long way
towards explaining the social pressures observed
in various countries in the region. In addition to
this, some Latin American countries are victims
of political instability and even armed conflict, all

of which adds up to 2 disquieting social situation.

As shown by the figures presented in the
sections above, in 1984 there was a halt and in
some cases a tendency towards reversal of the
downward trend which some main economic in-
dicators had been showing. This fact must,
however, be evaluated level-headedly rather
than greeted with optimism which might prove
to be naive. As we have pointed out on many
occasions, global figures are not necessarily in-
dicative or representative of the situation exist-
ing in all the countries of the region, since they
tend to reflect more faithfully the economic pic-
ture of the economies of larger size.

Thus, as is borne out by recent experience,
those countries with a greater capacity to re-
spond to relative price changes and with closer
links to the United States market were able to
increase their exports to that country markedly,
The greater flexibility of their production appara-
tus also enabled them to put import substitution
into practice rapidly. To do this they had re-
course to idle or underutilized installed capacity,
some of which had been generated by the heavy
investments made in preceding periods and
some of which was due to the marked drop in
domestic demand. This was true in particular of
Brazil and Mexico. ‘

Other countries, however, were unable to
make this kind of progress in respect of either
increased exports or import substitution,
although they too had introduced marked
changes in their relative prices. In some of them
the short-term inelasticity of their production
sectors or their traditional links with external
markets which were less dynamic or receptive
than the North American market represented
important obstacles to the achievement of signifi-
cant progress in the adjustment process.

However, the relatively favourable per-
formance of some of the larger economies in the
region and the capacity shown by them and a few
other countries for managing very difficult bal-
ance-of-payments situations has in recent
months produced a general feeling of relief in
some international circles. Although this feeling
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is justified up to a point in view of the capacity
shown by some Latin American countries for
restructuring their domestic economy so as to be
able to cope with the balance-of-payments crisis,
it would be dangerous for it to grow into un-
qualified optimism vis-d¢-vis the immediate fu-
ture. Itis obvious that in the next few years it will
be necessary first to consolidate the undoubted
progress which has been made so far and second
to correct those negative aspects which still per-
sist. This is the purpose of the following observa-
tions.

). Contributions to an evaluation of the
adjustment process

In the adjustment process which has been carried
out so far, a distinction must be drawn between,
first, certain positive factors; second, some ele-
ments which are responsible for the fact that this
process is still fragile and vulnerable, and finally
some persistent and obviously negative factors
which could reverse the generally favourable
changes that began to appear in 1984,

a) Positive elements

In the course of 1984 some positive elements
appeared in the region’s adjustment policy which
had a decisive effect on the performance of some
economies, especially those of larger size. These
elements include:

i) The reactivation of the world economy,
and especially that of the United States, with the
result that the growth of the oeco countries was
over 4% —a moderate rate, but one which is well
above the rate of around 2.5% recorded in the
two preceding years. The greater growth of the
industrialized countries helped to generate con-
siderable expansion in the volume of in-
ternational trade. It was characterized in particu-
lar by the bigger demand for imports by the
United States economy, which was in turn re-
flected in a trade deficit in that country of the
order of US$ 125 billion.

ii) The more favourable performance of the
central economies and the rapid expansion of the
North American demand for imports had a
favourable effect on exports from the countries
of the region. Thus, during the first eight
months of 1984, Latin America increased its ex-

ports to the North American market by some-
what more than 20%, and some of the countries
with greater export capacity, which redirected
their sales to the United States more rapidly,
experienced an even higher rate of increase.

iii) Agreements to reschedule the external
debt negotiated by many Latin American coun-
tries with the International Monetary Fund and
with international private banks helped to bring
the more difficult and pressing balance-of-
payments situations under control. As pointed
out above, these negotiations went through var-
lous phases, in the course of which the terms for
refinancing the debts were appreciably im-
proved. Attention should be drawn in particular
to the terms of renegotiation achieved by Mexico
and Venezuela and those of the agreement re-
cently reached between Argentina and its bank
committee, all of which included pluriannual re-
schedulings of due dates, considerably longer
maturities, and a sizeable reduction in the
spreads over basic rates and other bank in-
termediation costs (see tables 15 and 16),

iv) The favourable trend followed by in-
ternational interest rates in recent months,
following a period of marked rises. If the recent
two-and-one-half point reduction in in-
ternational rates is maintained throughout 1985,
the region will benefit by a net saving in debt
servicing of approximately US$ 6.5 billion per
year.

v) The increase in Latin America’s in-
ternational reserves. This increase, coming after
the declines recorded in the past three years,
gives a certain amount of leeway in the manage-
ment of external payments and, if it lasts, will
tend to improve the countries’ credit and its
terms so that their external debt commitments
can be renegotiated more favourably.

These positive elements on the external
front have been strengthened, moreover, by a
growing capacity for dialogue among the coun-
tries of the region concerning the problem of the
debt and the external adjustment. In slightly less
than one year, important meetings have been
held at Quito, Cartagena and Mar del Plata, by
contrast with what happened in previous peri-
ods, when the topic of the debt tended to be dealt
with strictly at the bilateral level. Although in the
region the case-by-case treatment of the pro-
cesses of debt renegotiation has not been ques-
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tioned, a general awareness has been building up
among political representatives at the highest
level and Latin American economic and financial
authorities concerning the need for a stronger
regional dialogue in order to identify collective
action at the international level of improving the
general atmosphere of the current negotiations.

b) Weakness and shortcomings

Recognizing the positive elements described
above does not of course mean overlooking those
aspects which still give cause for legitimate con-
cern regarding the prospects for the immediate
future and in particular the probable behaviour
of the world economy during 1985, that being a

factor which will have a marked effect on the

viability and cost of the present adjustment poli-
cies,
Persistent causes for concern include:

i) The marked dependence of the recent ex-
pansion of Latin American exports on the rate of
domestic growth and the increase of imports in
the United States. The degree and manner in
which this country may reduce its high trade
deficit in the future might have a marked effect
on the future of the region’s exports and restrict
one of the mechanisms which has so far been
most important in dealing with balance-of-
payments problems.

ii) In addition to the preceding cause for
concern there is the lack of asymmetry in the
recovery of other industrial centres (especially
those in Europe) with which many countries of
the region are linked commercially. The scant
economic dynamism shown by these countries in
recent years, together with the processes of
structural adjustment on which they have
embarked, have helped to generate high rates of
unemployment which in turn create strong pro-
tectionist pressures, limiting the possibilities for
expansion of some of the potentially more
dynamic categories of Latin American exports.

iii) The path followed by interest rates in the
future will continue to be a factor of ex-
traordinary importance for the countries of the
region and, in some cases, will in the short term
be of greater importance even than the per-
formance of the terms of trade. Considerable
uncertainty exists in this respect. While in some
circles a steady drop in interest rates is predicted,

in others it is felt that they may well begin to climb
again, which would considerably hamper the
present adjustment processes, bring about a con-
siderable rise in the cost of debt servicing and
complicate the processes of renegotiation.

iv) Possible weakening of export capacity. To
a fairly large extent, the rapid increase in the
volume of exports recorded in the past two years
was based on domestic production surpluses
which remained available for export as a result of
the sharp drop in domestic demand. It therefore
follows that if economic growth is resumed and
gathers force in our countries, some of that sur-
plus might be decreased or even depleted, being
absorbed by domestic demand. Ultimately, it wil
be necessary to increase production capacity,
which requires time and, above all, more domes-
tic and external savings to finance the necessary
investments.

c) Purely negative factors

In addition to the positive factors and the
fragility of the adjustment process, to which
attention has been drawn above, we must note
the persistence of some unequivocably negative
factors.

i) The unfavourable performance of the
terms of trade has affected and continues to have
a very severe effect on many countries of the
region which depend on exports of raw ma-
terials. Contrary to what happened on the occa-
sion of other reactivations of the world economy,
on this occasion the terms of trade of the Latin
American countries have remained at abnormal-
ly low levels or have risen very little. In this re-
spect, it is worth recalling that the international
prices of commodities as decisive for the exports
of some countries of the region as sugar and
copper have fallen in real terms to their lowest
levels in the past half century. In these circumst-
ances, for many countries of the region there is
naturally less possibility of rapidly increasing the
value of their exports, and the social and political
costs of the adjustment process are of course
more difficult for them to bear.

ii) The majority of the countries of the region
have had to continue to transfer resources to the
exterior as a consequence of the high interest
rates prevailing on international markets and the
decline in the net inflow of capital. This transfer,
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in addition to its substantial size, is having a
harmful effect in that it has to be carried out at a
period in which the terms of trade have fallen to
extremely low levels.

iii) The high cost of servicing the external
debt has in more than a few cases begun to con-
stitute an inflationary factor, since a considerable
portion of the public deficit originates precisely
in the payment of interest on the debt. Difficul-
ties in balancing public budgets in these con-
ditions induce governments to have recourse to
deficit financing which often has an inflationary
effect and aggravates the other pressures on
prices and costs.

iv) Finally, it is a known fact that external
private capital is still being withheld and that this
applies in particular to the provision of addition-
al net financing of bank origin. Private external
investment has also yet to recover.

2. The social and political imperative of growth

The prolonged economic recession of recent
years, the severity of its social costs and its dis-
quieting political implications mean that for all
the countries of the region there is an imperative
need to get back on the path to economic expan-
sion, This objective now seems more attainable
than it did a year or two ago.

One fact in support of this view is that
although slow and uncertain, recovery has
already begun in almost all the countries of the
region. Another, more fundamental positive
sign is the existence of abundant human, natural
and capital resources which are idle or un-
derutilized and could be mobilized to initiate a
sustained and vigorous recovery providing it is
possible to limit the external constraints and
efficacious and austere policies are applied at the
domestic level,

It should be borne in mind that the drops in
production and income levels in recent years will
make it necessary to expend considerable effort
in the majority of our countries just to return by
the end of the decade to those standards of living
we had already achieved when it began. More-
over, even this goal, which in a very real sense
means recognizing that there will be a “lost de-
cade” from the point of view of economic and
social progress, does not appear viable in every
case. In fact, some countries of the region will not

return to the standards of living they enjoyed at
the end of the 1970s until the first half of the
1990s.

It is therefore clear that we cannot rely ex-
clusively on market forces in overcoming the dif-
ficult problems of the present. Surmounting
them will require decisive and consistent action
on the part of the governments, both to con-
solidate economic recovery and to lay the foun-
dations for a more autonomous, dynamic and
equitable style of development than in the past.

It is for this reason that, in spite of the
attenuation in 1984 of some of the more negative
characteristics of the adjustment process, we con-
tinue to feel the need for additional action both
to achieve an improvement in the international
setting and to enhance the quality of domestic
policies.

a) Improvement of the international climate

The international climate will improve for
the countries of the region to the extent that two
key objectives are met. These are first, con-
solidated and increased growth in the central
countries and, second, harmonization of ex-
ternal relations with the objective of the sus-
tained growth of the Latin American economies.

1) Consolidation and extension of the recovery of
the centres. The consolidation and extension of
the recovery in the centres is essential if the in-
ternational climate of adjustment is to improve.
However, that recovery will help to strengthen
our economies only if it is accompanied by an
increase in international trade, a reduction of
interest rates and the recovery of the terms of
trade.

Historically, the growth of the central
economies has stimulated the expansion of the
volume of world trade. However, it must be
emphasized that, as shown by the recent trends
of the international prices of several basic Latin
American export commodities, greater activity in
the central economies does not always lead to the
restoration of the old levels and structures of
trade. With growing intensity, commodity im-
port substitution policies, economizing on the
use of raw materials and energy thanks to
scientific and technological innovation and the.
use of substitutes, are changing the intensity of
the relationship which existed between the
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growth of the central economies and the in-
ternational demand for commodities. Moreover,
levels and trends with regard to interest rates and
terms of trade are also of basic importance in
reducing the real cost of debt servicing.

The outlook in this connection is, however,
affected by the persistence of protectionist mea-
sures, which have tended to increase in recent
years, especially as applied to commodities such
as agricultural products, textiles and products of
the iron and steel industry, which are highly
sensitive in terms of exportable Latin American
production. A recent GATT report issued in mid-

December 1984, raises a serious warning con--

cerning these tendencies, which not only
jeopardize the achievement of increased levels of
trade but also reduce the capacity of the Latin
American countries to obtain the foreign curren-
cy they need to service their external debt and to
finance the increase in imports which is in-
dispensable if they are to reembark on economic
growth.

11) Bringing debt renegotiation more in line with
the objectives of growth. As we have noted on pre-
vious occasions, the heavy net transfer of re-
sources to the exterior which Latin America has
effected in the past three years has produced a
situation which, should it persist, would de-
cisively limit the growth of the region’s econo-
mies. In this respect, it should be borne in mind
that for interest payments alone some Latin
American countries have had to transfer the
equivalent of between 3% and 10% of their gross
domestic product.

Thus, it is indispensable to bring these pay-
ments within limits which are compatible with the
financing of increased imports and the increased
investments needed for the growth process. We
therefore feel that, having gone beyond the
emergency stage of the adjustment processes, the
region should initiate co-operation policies such
as those outlined below with their creditors and
in collaboration with the industrial countries:

—New approaches to renegotiation of the
external debt designed to reduce the amount
expended on servicing it to levels comparable
with the achievement of adequate rates of
economic growth. If this is to be accomplished,
the real interest rates applicable to the external
debt should approach their historic levels of
around 2%. So long as this remains impossible,

alternative options should be explored for
negotiating agreements with the creditor banks
aimed at putting ceilings on the share of exports
which can be earmarked for interest payments
on the debt. The establishment of such limits,
which would differ from country to country,
would reduce the tremendous vulnerability ex-
perienced by the economies of the region due to
their having to meet fixed external financial
commitments in circumstances in which their
foreign currency earnings from trade and ex-
ternal financing fluctuate violently. In our opin-
ion, agreements in the future between countries
and the 1MF should explicitly incorporate this
growth condition and should take account of its
implications by developing more flexible ways of
coping with debt servicing.

—A more active policy is called for on the
part of multilateral public financing agencies. 1t
is paradoxical that in recent years the volume of
resources of public origin has in practice fol-
lowed a procyclical trend. In relative terms, the
region received more net resources from multi-
lateral public financing agencies in the past de-
cade than in the present one, when such capital
should play a basic compensatory role. If it is to
play this role, not only is a greater volume of
resources needed but those resources must be
directed towards the investments with the high-
est priority in the present circumstances, and it
must also be possible to disburse them rapidly. By,
the same token, consideration should be given to
imaginative ways in which international public
financing agencies may act as mobilizers of pri-
vate resources. To this end, funds of multilateral
origin could act as a catalyst in attracting invest-
ment resources from private banking sources.

—The mobilization of private investment
must play an important role. This means suitably
adapting both domestic policies and the in-
centives offered by the capital exporting coun-
tries. In this respect, it must be emphasized that

‘because of the need for the Latin American

economies to recover, and since their long-term
structural adjustment calls for industrial
reconversion, external savings must supplement
the indispensable national savings efforts.

i) The special case of countries with less capacity
to react to and defend themselves against the crisis.
Special consideration should be given to the case
of countries which have less capacity to take
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advantage of the stimulation of external demand
or which, because of the limited size of their
domestic market, have greater difficulty in
effecting efficient import substitution. The ex-
perience of recent years has shown that within
the region there are countries which have less
capacity to bear the costs incurred on account of
adjustment policies and are not always able to
take full advantage of the opportunities offered
by international trade. If adjustment policies are
to be successful in these countries, there is a need
for new investment and a substantial reallocation
of production resources, and both of these take
time and require special support from public
finance agencies. It is for this reason that in the
case of these countries, both the multilateral and
bilateral public financing agencies should play a
leading role, supplementing the adjustment mea-
sures negotiated with the mr. If this does not
happen, the costs of the adjustment process may
well be excessively burdensome and difficult to
bear both socially and politically.

b) The quality of domestic policy

This is not the time to go into details on the
fundamental role which domestic policy must
play in resuming the growth process and pro-
moting the structural transformation of the
Latin American countries: a topic to which we
have referred on past occasions. However, we
must insist on the need to improve the quality
and consistency of these policies in view of the
fact that, as a consequernce of the crisis, the room
to manoeuvre has shrunk considerably.

In the short term, it is urgent to promote and
consolidate recovery and to get back on the path
10 economic growth, while at the same time ap-
plying policies which ensure equitable distribu-
tion of the costs of adjustment among the various
sectors. In particular, there is an urgent need to
improve the situation in the more underpriv-
ileged social sectors, which suffer most in a crisis
such as that experienced by the region in recent
years. The need to make economic and social
policies more efficient becomes even more appar-
ent when consideration is given on the one
hand to the existence of powerful inflationary
processes in many countries and, on the other, to
the inevitable austere context in which the major-
ity of those countries will have to.develop in the
rest of this decade.

In the medium term, the countries of the
region must try to increase the room for man-
oeuvre in the management of their policies and
must achieve a greater degree of autonomy from
external restrictions. The present situation, in
which the amount of the external debt is so large
compared to the value of exports, makes the
development process extraordinarily vulnerable.
It is for this reason that the active promotion of
exports and the efficient substitution of imports
must necessarily form part of any development
policy.

In the long term, the region should profit
from the lessons to be learned from the crisis as it
advances towards the establishment of a new
style of development, in which not only can the
economic growth imperative be satisfied but the
challenges presented by changes in the interna-
tional situation can be met in a flexible way and
the benefits of progress can be distributed more
fairly than in the past.

3. Political dialogue and meeting of minds
in Latin America

The present adjustment processes have been
considered from two apparently contradictory
angles. On the one hand, in the centres it has
been felt that this was a purely technical matter
which should be tackled exclusively through
negotiation with the private commercial banks
and through support policies and the supervi-
sion of the International Monetary Fund.

The Latin American countries, for their
part, have embarked on a course of bilateral
agreements while at the same time laying increas-
ing stress on the political dimensions of the crisis
and on the need for global support mechanisms
for decreasing the costs incurred on account of
the adjustment process and also distributing
these costs more equitably between themselves
and the creditor bodies. These positions have
been based on the serious economic and social
repercussions of the adjustment process and
have given recognition to the unavoidable inter-
nal responsibility for both the origin of the crisis
and its solution.

The countries of the region have also taken
the line that a political approach might improve
the international climate and create conditions in
which the adjustment can be better borne, with
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reciprocal benefits for debtors and creditors.
The reports recently adopted at Quito, Car-
tagena and Mar del Plata have stressed this
dimension. At the same time, they have pointed
out that just as responsibility for the gestation of
the crisis was shared among external and internal
factors, the same must be true of the responsibil-
ity for solving or surmounting it.

We believe that these two points of view —the
technical and the political— are now more likely
to be reconciled and to give way to a mutually
beneficial dialogue. On the one hand, the Latin
American countries have borne most of the costs
of the adjustment and have —with a few excep-
tions— managed to bring the more serious
aspects of their indebtedness under control. On
the other hand, in the creditor countries there is
beginning to be some perception and recognition
of those elements which increase the cost of
adjustment for the debtor countries and are
beyond their means of control, as happened in
the case of the high interest rates and the pro-
longed depression of the terms of trade.

We also feel that since the involuntary loans
made by the international private banking sys-
tem in recent years have encountered resistance
from medium-sized and small banks, there will
be a tendency for the debt to concentrate in the
big financial institutions of the industrialized
countries. This will make it still more apparent
that it is politically advantageous to the creditor
countries to improve the international terms of
the adjustment.

We believe that in this context the opening of
a political dialogue along the lines suggested by
the Latin American countries becomes more vi-
able and interesting for the parties to it. Such a
dialogue could, without interfering with the pres-
ent adjustment mechanisms, analyse such topics
as the following:

a) Creation of contingency mechanisms, in
addition to those which now exist, so that events
which might change the present terms of the
adjustment can be dealt with. [t must be borne in
mind that the available defence mechanisms
have already been used and that it would there-
fore be of benefit to all concerned to analyse
arrangements for dealing with unexpected situa-
tions which are not desired by any of the actors in
the process.

b) Analysis of legally and economically viable

formulas for ensuring that in the process of re-
negotiating the debt, the servicing of the debt is
brought into line with the aims of sustained long-
term development of the economies of the re-
gion. There are a considerable number of pro-
posals in this connection, and it will be useful to
analyse them with a view to reaching a full con-
sensus on this matter.

¢) Greater harmony between the imr support
and supervision policies and the complementary
action taken by multilateral credit institutions
such as the World Bank and the Inter-American
Development Bank, along the lines suggested
above. This action should lead not only to the
provision of additional capital for such institu-
tions but also to the more rapid disbursement of
new capital and the mobilization of private re-
sources in creative and innovative ways.

Some of these topics could be the subject of
both formal and informal discussions at the
forthcoming meetings of the Development Com-
mittee of the Fund and the Bank and of the mvr
Interim Committee, to be held in April 1985.

To promote the holding of such a debate on
constructive lines it is essential to have a meeting
of minds at the Latin American political level. In
this connection, the next stage in the consulta-
tions among governments, which will be held in
the Dominican Republic, will provide an occasion,
for moving ahead in this dialogue on the lines
indicated at the previous meetings, i.e., informal
contacts should be initiated with the treasuries
and monetary authorities of the industrialized
countries with a view to holding a constructive
dialogue free of any reciprocal lack of confidence
which may have existed when a situation of great-
er uncertainty prevailed.

Finally, this account of the notable chal-
lenges and costs caused by the crisis would be
incomplete if no mention were made of the grad-
ual erosion which is becoming apparent in the
capacity to take a long-term view of the situation.
The economic and political actors, overwhelmed
by the severity and urgency of the problems at
hand, have concentrated on short-term solu-
tions, and on more than a few occasions a feeling
of discouragement and confusion has spread.
There is uncertainty concerning what roads to
take in the future, towards what goals to orient

‘the transformation of production, what roles to

assign to the private and public sectors and, in
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general, how to put new styles of development
together.

ECLAG, in accordance with its most cherished
traditions, has decided to promote a full scale
debate concerning the future of the region,
which will draw on the lessons of the past in
exploring new development projects designed to
regain the social and temporal perspective
needed to produce an economic and political

transformation capable of bringing the region
out of the crisis.

To this end, and in line with the suggestions
made at the latest EcLAc session, the Secretariat
will convene a technical meeting in 1985 to sub-
mit to the member governments the central poli-
cy lines needed to face up to the challenges and
take advantage of the opportunities that the fu-
ture holds for the region.



