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NOTE BY THE DIRECTOR

When, on U February of this year, His Excellency Dr. Osvaldo Hurtado, Constitutional President 
of the Republic of Ecuador, wrote to Enrique Iglesias, Executive Secretary of ECLA, and Carlos Al- 
zamora. Permanent Secretary of SELA, asking them to prepare as soon as possible “a set of propo- 
sals designed to develop the response capacity of Latin America and to consolidate its systems of co­
operation”, he underlined both the seriousness of the crisis affecting the region and the responsibili­
ty of the international organizations in helping to tackle it.

At the same time, President Hurtado invited all the Heads of State of the Latin American coun­
tries to support his initiative and participate in its formulation, in the deep conviction that “the 
ideological, political, economic and territorial differences which separate our nations must not be al­
lowed to constitute obstacles”. He had earlier emphasized that the collaboration of the governments 
of these countries could considerably enhance the contributions of ECLA and SELA aimed at for­
mulating a programme of action which will make it possible to create the conceptual instruments 
needed to overcome the present difficulties and also help to ensure achievement of “the permanent 
objectives of justice, peace and freedom”.

On 16 May, in response to President Hurtado’s inspiring initiative, the two Secretaries sent him 
a covering letter accompanying the document “Bases for a Latin American response to the interna­
tional economic crisis”. In view of the importance of these documents, we consider it useful and ap­
propriate to reproduce them in this issue of CEPAL Review in order to give them still wider circula­
tion.

Following the same line of action, and with the object of analysing the international economic 
crisis and the response capacity of Latin America, ECLA convened in Bogotá from 19 to 21 May a 
group of some 30 leading figures representing the economic and political life of the region, under 
the chairmanship of the President of Colombia, Dr. Belisario Betancur. After an intensive exchange 
of opinions, this group drafted a declaration which is also presented in this issue under the title “The 
world crisis and Latin America”.





Letter from the Constitutional President 
of the Republic of Ecuador,
H.E. Dr. Osvaldo Hurtado

TO MESSRS. ENRIQUE V. IGLESIAS, EXECUTIVE SECRETARY, ECLA, 
AND CARLOS ALZAMORA, PERMANENT SECRETARY, SELA

Quito, Ecuador, 11 February 1983

Dear Friend:

Now, as 1983 begins, there are few remaining doubts about the gravity of the international 
economic situation. Not since the Great Depression of the 1930s has the world known such a serious 
and prolonged crisis. Almost no society has managed to escape its pernicious effects, for the prob­
lems suffered by the countries of the developed North and the developing South, those of the 
socialist East and the West are all similar. The fact that this crisis affects all societies, whatever their 
ideological orientation, political system or economic model, is the best demonstration that we are in 
the presence of a universal phenomenon involving all nations.

Although there is no country today which is free from economic difficulties, it is the peoples 
of the Third World, and among them those of Latin America and the Caribbean, who are suffering 
the most political and social problems, for in 1982 both the gross domestic product and the per 
capita income decreased in terms not witnessed in the past forty years, while the average inflation 
rate was by far the highest yet recorded in the region. If  the high growth indexes of the past decades 
—which today can be appreciated in all their significance— did not eliminate this deep wound of 
misery, injustice and underemployment or unemployment which divides our societies, imagine what 
will happen in the future if the economic depression is prolonged beyond 1985, as is feared. What 
is at stake, then, as never before, is the social peace of the nations and the stability of the democratic 
system —in brief, the fate of vast human,communities which are seeing their unresolved social prob­
lems grow worse day by day, and are fearfully becoming aware of the possibility of total disaster.

It was always thought that the shortage of financial resources was the main obstacle to the de­
velopment of our continent. But if we look back at the past decade and analyse the current situation, 
we reach the inevitable conclusion that the overabundance and misuse of the credit provided by the 
private international banking system, together with its short term and high interest rates, are an es­
sential factor in the crisis. When, in the second half of last year, the external debt was nearing the 
astounding figure of US$ 300 000 million, and the Latin American economies required foreign ex­
change as never before in order to import and pay interest and capital, there was a sudden change 
from an unlimited supply of credit to an absolute shortage. To these trends should be added the de­
cline in the exports of basic commodities because of the falling growth rate of the industrialized 
countries, the restrictions they have established, the technological changes introduced in production 
processes and the dominance of the transnationals in world trade.

The special features of the current economic crisis and the obvious limitations of the measures 
recommended by orthodox economics, whatever their ideological source, are sufficient grounds for 
concluding that we find ourselves facing a completely new phenomenon which probably demands 
the formulation of a new kind of economic thinking. If  we add to this the fact that the policies prac­
tised by the industrialized countries affect all our nations alike and that we are also witnessing a rede­
finition of the international economic system which has prevailed since the war, it becomes clear that
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Latin America’s presence in such a decisive historical process, on which the overcoming of the crisis 
and our future economic and social development will depend, is absolutely essential.

The crisis is certainly of such magnitude that at times it seems to overwhelm us, but it is also 
true that the peoples of Latin America and the Caribbean have the necessary qualities for overcom­
ing it. In their long history they have shown stubborn determination to dominate a generous but dif­
ficult geography; energy and perseverance to consolidate the States they have set up for themselves; 
broad-mindedness and creativity to enrich their ancestral culture; imagination to assimilate and 
renew technology; business skills to carry out new economic activities; and a spirit of hard work and 
sacrifice. Moreover the region has an abundance of resources, it has progressed in its economic and 
social development and there has been an improvement in the technical teams responsible for State 
administration.

The difficult circumstances affecting our countries make it urgently necessary to formulate a 
Latin American response to the crisis, and this will involve a concerted effort to make full use of all 
our capacities, resources and institutions.

ECLA, first, and later SELA, have rendered invaluable services to each of the countries of 
Latin America and the Caribbean and to the region as a whole. The studies by the first-named body 
have made it possible to form our own economic thinking and have offered concrete solutions to 
many problems. SELA, for its part, was precisely conceived as a regional forum where the member 
countries could seek joint answers to their common difficulties. Today, when our continent is living 
through a dramatic situation, it seems essential that such highly reputed technical bodies should 
once again make their contribution.

Consequently, on behalf of the Government of Ecuador, I request you, Gentlemen, as Execu­
tive Secretaries of ECLA and SELA, to prepare as soon as possible a set of proposals designed to 
develop the response capacity of Latin America and to consolidate its systems of co-operation.

The contributions of ECLA and SELA, enhanced by those which the Governments of the re­
gion may feel it appropriate to make, should give rise to a Programme of Action covering the next 
few years which will make it possible to face the serious immediate problems, always bearing in mind 
the permanent objectives of justice, peace and freedom.

This proposal and the request made in this letter are being communicated to the Heads of 
State of the Latin American countries, with an invitation to support such a plan and participate in 
its formulation, in the deep conviction that the ideological, political, economic and territorial differ­
ences which separate our nations must not be allowed to constitute obstacles. I believe that it will also 
be necessary to have the help of other Latin American organizations which could offer their valued 
collaboration in their specific fields of competence.

May I express my appreciation for your kind consideration of my request, and my warmest 
personal regards.

Sincerely,

O s v a l d o  H u r t a d o ,
C o n s t itu t io n a l  P r e s id e n t  o f  th e  

R e p u b lic  o f  E c u a d o r



Letter from Messrs. Enrique V. Iglesias, 
Executive Secretary, ECLA, and Carlos Alzamora, 

Permanent Secretary, SELA

TO H.E. DR. OSVALDO HURTADO, 
CONSTITUTIONAL PRESIDENT OF ECUADOR

Quito, 16 May 1983

Mr. President,

The joint proposal which we are submitting at your request constitutes an urgent appeal for con­
certed action by Latin America. It proposes that, in the spirit of your important initiative, immediate 
decisions should be taken to enable the region, through development of its capacity for response and 
the strengthening of its co-operation systems, to stand up to the serious situation which it is cur­
rently experiencing.

The structural crisis and external vulnerability o f  Latin America 
and a new approach to Latin American development

Latin America is experiencing what is probably its most serious economic crisis in the last half-cen­
tury. Economic growth has stopped and the standard of living has gone down in all the countries of 
the region, with serious social and political consequences.

This crisis is affecting every aspect of economic life. It is reflected in an unprecedented level 
of indebtedness, equivalent to three times the value of the total annual exports of the region; in the 
growing cost of servicing this debt, which is already consuming an extremely high percentage of ex­
port income; in the sharp drop in that income, affected by a decrease in commodity prices which has 
brought the real value of many of them down to levels lower than those of 1930, and in the abrupt 
decrease in the net inflow of capital. All these factors and the policies adopted to correct them have 
forced a substantial reduction in the imports vitally needed for maintaining the rhythm of operation 
of the economic apparatus and have produced inflation which is increasingly affecting all the coun­
tries of the region.

The nature of this crisis, which originated in the industrialized countries and was transferred, 
with all its consequences, to Latin America, has highlighted in all its aspects Latin America’s struc­
tural vulnerability, dangerous dependence on external factors, and insufficient utilization of the po­
tential inherent in the region. And it makes clear that solving the problem basically depends on the 
adoption of decisions modifying the strategies and policies which have helped to emphasize that vul­
nerability and to limit Latin America’s possibilities of exercising its capacity for joint response.

For Latin America is suffering the effects not only o f the international economic crisis but also 
—and this is even more tragic— of its own crisis in meeting it. In order to overcome its problems, 
Latin America must use this dual crisis as an opportunity and an incentive to reconsider those mod­
els and styles of development which have made it so vulnerable and dependent; to redefine its politi­
cal and social objectives; to put into operation an integral action programme designed to strengthen 
regional co-operation and integration as pillars of its economic security and independence; and to 
realize its potential for joint negotiation with a view to correcting the pernicious asymmetrical struc­
ture of its external relations.

While both internal and external realities point to that path, the current situation is presenting 
us, in all its harshness, with evidence of the stagnation or failure of the integration schemes, doomed
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by errors of commission or omission to recurrent dangerous crises, the weakening of many co-opera­
tion mechanisms, such as the Latin American multinational enterprises, for which it has not been 
favourable; and the deterioration of a good portion of intra-regional trade because of individual 
reactions to balance-of-payments problems.

In short, there has been a multiplicity of individual reactions which cause injury to all by at­
tempting to meet separately a crisis whose origin and manifestations are common to all the countries 
of the region and, as a result, require co-ordination at the regional level, because in this context in­
dividual solutions are no longer viable.

Therefore, although there are no miracle answers to the immediate problems of Latin Ameri­
ca, their solution does require immediate decisions and actions, which must necessarily be along the 
lines of fundamental solutions seeking to restructure the region’s capacity to defend itself against the 
causes of its vulnerability, on the basis of regional complementation, and to consolidate its bargain- 
ing power by means of joint political efforts. Hence, our proposals go beyond the current economic 
situation, although they are of course designed to meet the current emergency.

The three levels o f the Latin American response

Latin America cannot continue to wait for the solution of its problems to proceed from external 
stimuli alone. It was because of this passivity that the vulnerability of the region has increased in 
proportion as the national economies have opened up to an international economy that is trans- 
nationalized and in crisis. This facilitated the transmission of problems to the region and made the 
latter bear a disproportionate part of the cost of the industrialized countries’ own adjustment pro­
cess.

The development of Latin America will be a long task, based essentially on the internal effort 
of each country and on the reinforcement of Latin American co-operation and integration. It will 
depend to a large extent on whether Latin America can manage to check the draining of its re­
sources currently caused by the asymmetrical pattern of its external trade and financial relations, 
and rechannel those resources to benefit its own development. It will also depend on whether it 
knows how to utilize its own regional market, which is already of sufficient magnitude to play an im­
portant support role as a dynamic element of expansion of the trade and industrial development of 
the region.

It is necessary therefore to define future Latin American action on three fronts with as many 
objectives.

In the domestic sphere, it is necessary to correct development strategies that are highly inequita­
ble from the social point of view and are based predominantly on the consumption patterns of the 
high-income groups, involving excessive external dependency produced through raw materials ex­
ports, the industrial structure, or massive capital imports. This will mean adjusting development 
strategies to make more intensive use of the domestic and regional markets and to seek instead to 
meet the basic needs of the masses. Only in this way can society as a whole be asked to make the sac­
rifices needed to overcome the current economic situation, and only thus can the foundations of sus­
tained and autonomous development be laid. It will also call for the internal generation of most of 
the resources needed for maintaining the investment levels required in order to transform the pro­
ductive apparatus. This will not be possible without substantial containment of non-productive ex­
penditures —which, because of the level and rate they have attained, are compromising the very ob­
jectives of security pursued— and of consumption which is only within the reach of limited social 
sectors.

In the regional sphere, the complementation of production, trade and services must be restruc­
tured on the basis of the principle of Latin American preferentiality. This will make it possible to in­
crease intra-regional trade by turning aside imports which are now coming from other areas and 
which can be replaced by the region, to take advantage of existing idle capacity, and to tackle the 
worsening external imbalances. It is essentially a question of securing adequate complementation at
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the regional level, while preserving the requirements of economic efficiency and equal benefits for 
all the countries of the region. This involves effectively linking up regional integration and co-oper­
ation and fully incorporating them into national policies.

Only in this way can the policies of inwardly-directed complementation and joint action vis-à- 
vis the rest of the world be affirmed, no longer as mere accessory elements of a strategy based on 
other principles, but now as vital supports for the autonomous orientation of the development which 
Latin America requires at the present time.

In the international sphere it is necessary to restructure the bases of the region’s linkage with the 
industrialized countries and strengthen the bonds with other developing regions. In this way, and 
by organizing the region’s joint bargaining power, it will be possible to correct the structural, and 
conjunctural imbalances suffered by Latin America, and the continent will be able to contribute to 
the integral restructuring of the international economic system.

Latin America’s firm support for the great objectives of the international dialogue proposed by 
the developing countries in international forums is here more essential than ever.

Towards a regional programme o f action to meet the crisis

Any regional action programme should be based on shared values and criteria. In order for it to be­
come a reality, it must necessarily enjoy the express and continued support of the highest political 
levels and the backing of all the social forces of each country. It should aim at satisfying the needs 
of each society, and be based on the criteria of harmony and justice in the distribution of efforts and 
benefits.

Those same criteria should also be applied in the regional sphere, putting into practice in Latin 
America what we justifiably preach to the outside world. In this connection, the economic problems 
of the smaller countries and those lacking natural resources require the co-ordinated action of all of 
Latin America, with the objective of supporting their development and bringing them the means 
they need in order to be able to participate fully in the regional integration process.

In this joint action proposal, it is also incumbent on the Latin American entrepreneurial and 
labour forces to play a promotional and executive role side by side with governments and regional 
bodies. This role should be recognized and encouraged by all the sectors of the new Latin American 
co-operation process and incorporated into the design and planning of its support and motivation 
schemes.

On the basis of these considerations, we believe it necessary, in the face of the compelling prob­
lems confronting the region, to focus our proposals on the problems arising from the burden of the 
external debt service and trade, and on the need for decisively taking the path of regional co-opera­
tion and integration, without prejudice, of course, to the importance of such topics as regional food 
security or energy co-operation, which are also considered in the attached document, or other areas, 
such as maritime transport, insurance and re-insurance, and technological devdopment, which also 
call for joint action directed towards strengthening regional economic security.

The most urgent dilemma confronting Latin America is that while it needs resources in order 
to maintain a minimum of growth, the stage of external financing with which that growth was sus­
tained in recent times has now come to an end. These resources cannot come from international 
trade as long as the industrialized countries do not overcome their current economic crisis. And in­
ternational financial bodies are not currently in a position to provide them either.

We are watching with expectation the signs of recovery which are appearing in a few indus­
trialized countries. We trust that they will become more definite, because in that case Latin America 
will be able to emerge from the current recession more rapidly. But even if this were to occur, the 
causes which led it to suffer the impact of this crisis so harshly will remain. For this reason, we believe 
that the solution can only come from determined joint action by the region.

Latin America has been helping to solve the economic problems of the industrialized countries 
through the lower prices paid for its exports and the higher interest rales it has had to pay on the
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funds loaned to it. However, in view of the severity of the economic situation it is facing, it will be 
understood that it cannot go on making that sacrifice. On the contrary, we have reached a point at 
which it has become necessary above all to defend our national economies and protect the produc­
tion apparatus.

Concerted action on the debt

For Latin America the main goal is to develop, and this means adjusting the servicing of the external 
debt to the present capacity of the debtor countries to pay, while spreading the accumulated debt ap­
propriately over time so as to be able to keep up the level of essential imports. It means that the re­
negotiations must be carried out on new bases so that their cost to the debtor countries is less, the 
burden of the international adjustment required is distributed equitably and it is at least possible to 
conserve the standard of living of these countries, while safeguarding the independence of national 
decisions.

This goal calls for regional action which is co-ordinated at various levels and in respect of vari­
ous actors in the international financial system: action aimed at ensuring that the developed world 
understands that the surest way to enable Latin America to service its debt is to promote its develop­
ment, rather than to deprive it of the financial resources it requires.

In order to help reach these objectives, we consider it essential to establish information machin­
ery on the Latin American external debt to facilitate the exchange among the countries of the region 
of information on the terms on which debts are being refinanced and on the evolution of the inter­
national financial markets, as well as, in certain cases, giving governments advisory assistance on 
handling their external debt and solving the problems derived from it.

Thus, there is an urgent need for concerted Latin American action at the political level to make 
possible joint consideration of a solution to the problem of external indebtedness, which is having 
such a severe impact on the majority of the countries in the region. Individual solutions should be 
based on mechanisms of a global nature, so that each case is no longer treated as though it were a 
question of a set of isolated financial crises which are unrelated both to each other and to the interna­
tional scenario which produces them. Action of that kind should be accompanied by other measures 
aimed at improving the international financial system and providing the developing countries with 
additional financial resources.

The expansion o f intra-Latin American trade

It is necessary, as a second objective, to intensify action on the whole unexplored potential of intra- 
Latin American trade with a view to at least doubling it in this decade and replacing extraregional 
imports — particularly imports of food, energy and capital goods— by imports which the region it­
self can furnish. This requires the adoption of an agreement to ensure that the terms on which the 
region’s commodities gain access to any of the markets of Latin America will no longer keep on de­
teriorating, that regional trade preferences covering all Latin American countries will be adopted, 
and that the implementation of compensated partial bilateral agreements will be intensified, espe­
cially by increasing State purchases, but at the same time safeguarding the multilateral nature of re­
gional trade.

To make this possible, it will be necessary to strengthen and extend the regional machinery for 
financing trade and clearing balances. Not only are these viable solutions to the region’s con- 
junctural problem of scarce external resources, they are also points of departure for an accelerated 
process of regional integration which will permit the full use and expansion of the installed produc­
tion capacity and the development of our resources. This will also make it possible to apply selective 
criteria in those cases in which discriminatory restrictions are imposed on Latin American exports 
and to create sufficient response capacity to ensure that coercive economic measures adopted by 
third countries can never again hurt a Latin American country.
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In the face of the present crisis and the concerted action of the industrialized countries, the dis­
persion of the Latin American countries makes them ineffective in defending their interests. From 
the economic point of view, Latin America should organize itself as a unit. This will enable us to pre­
pare ourselves to meet the future with an effective and dynamic structure of preferential com­
plementarity, which will save us from the danger of being vulnerable to the policies followed by 
other countries and will be in keeping with the interests of the Latin American community.

The instrumentation o f the programme o f action

The instrumentation of these proposals urgently calls for a large-scale Latin American dialogue, of 
a type not hitherto seen, to be held in a spirit of understanding and harmony. In this connection we 
feel it might be appropriate to convene a Latin American Economic Conference. Within the 
framework of this conference, consideration could be given to the proposals made in the document 
accompanying this letter, together with such other proposals as riiay emerge from the initiative 
which Your Excellency has suggested to the Presidents of the.Latin American countries.

This kind of conference should concentrate its efforts on the areas .of development financing 
and intra-regional development and give new impetus to Latin American integration and co-opera­
tion. Full political support of its decisions would be of decisive help in putting into operation the 
mechanisms needed to ensure its prompt instrumentation.

At the same time, this conference could not only strengthen or integrate the existing machine­
ry but also lay the foundations for future Latin American mechanisms for supporting the balance 
of payments, financing exports and raising the value of the commodities which the region exports. 
In these times when the Latin American countries are encountering serious financial problems, it 
may seem utopian to suggest the creation of new mechanisms requiring substantial resources. Ex­
perience teaches us, however, that it is at this very moment, when there is every evidence of the need 
for such machinery, that we must take up the challenge of creating it and that we should, as soon 
as we possibly can, provide it with the means needed for its operation.

The challenges we shall be facing at the beginning of the next century are being gestated right 
now. It seems that the last two decades of this century will mark the close of one era and the begin­
ning of another. To embark on that era, it is essential to begin today to design and approve the foun­
dations of the structure which Latin America needs. If  this is not done, the growing impact of exter­
nal factors will limit our possibilities for deciding, our own destiny in the economic field and even in 
those of policy and strategy.

Latin America must answer this challenge in a spirit of unity, with the same solidarity with 
which it achieved its great accomplishments in the past and the same awareness of its collective inter­
ests which inspired it then. Moreover, these challenges are not confined to the area of economic co­
operation. Sooner or later it will be necessary to extend and consolidate the Latin American dialogue 
in the political arena, in order to help Latin America become an area of peace and co-operation 
through all its length and breadth and between all the countries comprising it. Only in this way can 
an authentic Latin American community emerge.

This undertaking calls for great political will. We believe that this will is present and that it need 
only be summoned in order for it to take form. The initiative you have taken, Mr. President, in 
drawing attention to the gravity of the problems through which the region is passing and calling for 
concerted action, proves once again that our political leaders are aware of the times we are living in 
and ready to seek the solutions to the serious problems of today in Latin American unity. And this 
is how it must be. Rising above the short-term problems which may divide us today, the time has 
come to recover that collective vision which gave so much inspiration to our Liberators, who saw 
themselves not just as national emancipators, but as being at the service of the entire region.

To seize the moment in all its fullness is to win through concerted action the force which Simón 
Bolívar urged us to seek and is the greatest homage we can pay him at the bicentennial of his birth, 
which we are about to celebrate.



16 CEPAL REVIEW No. 20 / August 1983

In closing, we wish to express once again to Your Excellency our profound gratitude for the 
inspiring mark of confidence conferred upon us and upon our institutions by the task which you 
have set us, and which we have tried to merit with all the intensity bestowed on us by our devotion 
to the Latin American ideal and our unquenchable faith in this region’s destiny.

Accept, Sir, the expression of our highest consideration,

H Q U E  V. M L E S I A S  
E x e c u t iv e  S e c r e ta r y , E c o n o m ic  

C o m m is s io n  f o r  L a t in  A m e r ic a  ( E C L A )

C a r l ^  A l z a  M O R A  
P e r m a n e f it  S e c r e ta r y , L a tin  

A m e r ic a n  E c o n o m ic  S y s te m  (S E L A )



Bases for a Latin American response 
to the international economic crisis

Carlos Alzamora T. 
and Enrique V. Iglesias

I
Introduction

On 11 February 1983, the President of Ecuador, 
His Excellency Dr. Osvaldo Hurtado, sent us a 
letter in which, after emphasizing the serious­
ness of the present international economic situa­
tion, he noted that “the world has not known 
such a serious and prolonged crisis since the 
Great Depression of the 1930s”.

In his communication President Hurtado 
made two statements of great significance. The 
first of these is that the magnitude and intensity 
of the crisis today facing Latin America are such 
that they severely jeopardize in the region, as 
never before, . .the social peace of nations and 
the stability of the democratic system: in brief, 
the fate of vast human communities which are 
seeing their unsolved social problems grow 
worse day by day, and are fearfully becoming 
aware of the possibility of total disaster”. The 
second is that, despite the magnitude of these 
difficulties “the peoples of Latin America and 
the Caribbean have the necessary qualities for 
overcoming them”.

It is on the basis of this clear perception of 
the world and regional situation that President 
Hurtado asked us, on behalf of the Government 
of Ecuador “. . .to prepare as soon as possible a 
set of proposals designed to develop the re­
sponse capacity of Latin America and to consoli­
date its systems of co-operation”.

It is in pursuance of such a clear mandate 
that we have prepared the present document, 
which reflects our own opinions, enriched by 
the contributions of the Secretariats of ECLA 
and SELA and the much appreciated collabora­

tion of the guiding bodies of the Latin American 
Integration Association (ALADI), the Board of 
the Cartagena Agreement (JUNAC), the Centre 
for Latin American Monetary Studies (CEMLA) 
and the Latin American Energy Organization 
(OLADE), which sent us valuable views and sug­
gestions for which we are most grateful.

This document is centered on an idea 
which is clearly expressed in President Hur­
tado’s letter and which we fully share: the 
economic crisis through which the region is pas­
sing is the severest suffered since the war: it af­
fects all the Latin American countries, in differ­
ent ways, with a previously unknown degree of 
universality, and its special features make it* 
qualitatively different from any other recent ex­
perience.

In these circumstances, Latin America 
more than ever needs to make a profound and 
self-critical analysis of the development model 
based on a type of industrialization highly de­
pendent on the exterior and on the consump­
tion of the middle and upper strata of its 
societies and the maintenance of a very high 
share of basic commodities in the region’s ex­
ports: —a model which furthermore, in recent 
years, has come to depend increasingly on the 
massive and increasing procurement of external 
resources.

Consequently, the urgent need to tackle 
the pressing problems of the short term should 
not divert us from the objectives of working to 
formulate new approaches which, as well as al­
lowing us to face up to the crisis and preserve 
the economic and social advances achieved in 
the past, will help to lay the foundation for a 
new type of economic expansion which is more 
solid, more dynamic, less vulnerable and more 
equitable than that observed so far.

The very nature of the crisis means that it
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goes beyond the strictly economic area, as Presi­
dent Hurtado also suggests in his letter. Thus, 
any solution to the present challenges will only 
be viable to the extent that it proposes accept­
able formulas for the distribution of the burden 
of adjustment both between the different social 
groups within the countries and between the 
different nations. This task is ultimately the re­
sponsibility of the political organs, which are 
faced with complex dilemmas.

It is also well known that in spite of the 
common features which exist in the region, 
there are differences between the various Latin 
American countries and between the situations 
each of them is facing in the present crisis. Fur­
thermore, despite the symptoms of recovery 
which the United States economy has begun to 
show since the beginning of the year, there is as 
yet no clear picture regarding the future evolu­
tion of the industrialized nations as a whole, and 
still less regarding the consequences of the sig­
nificant changes taking place in their structures 
of production.

All these factors undoubtedly make it diffi­
cult to give general and definitive answers on 
how to tackle the complex and varied problems 
with which the present situation is facing the re­
gion. On the other hand, however, they also 
represent for us a renewal of the Latin Ameri­
can challenges which marked the birth of our 
institutions.

In the light of these considerations, we 
have prepared a report which seeks: i) to de­
scribe the nature and scope of the economic 
crisis affecting Latin America; ii) to question 
the present adjustment process, which, because 
of the insufficiency of international co-opera­
tion and its inappropriateness to the demands 
of the present situation, creates external condi­
tions for the Latin American countries which 
heighten the economic and social costs they 
must pay in order to overcome the crisis; and
iii) to identify some priority guideline's and pro­

posals to stimulate joint action by Latin America 
to overcome the crisis, particularly on the inter­
national and regional levels.

It should be noted, however, that the lines 
of action suggested in the present document 
have been prepared according to a deliberately 
selective criterion, and we have sought to avoid 
detailed consideration of a large number of 
measures of widely varying importance and na­
ture. Moreover, in presenting these guidelines, 
analysis of their justification has generally been 
reduced very considerably in order to keep the 
length of the text within reasonable limits. For 
all these reasons, we have concentrated our ef­
forts on suggesting some general bases which 
could serve, in our view, for the formulation of 
an actions programme aimed at taking full ad­
vantage of the opportunities open to Latin 
America for overcoming the repercussions of 
the international crisis, as we were requested to 
do by President Hurtado.

Our reflections are also inspired by the 
conviction that it is necessary to face up to the 
crisis by means of a response of a regional na­
ture which enables us to avoid the risks of a 
fatalistic approach deriving from the pessimism 
naturally felt in the face of the long lists of de­
mands which hardly seem compatible with the 
challenges and possibilities offered by the pre­
sent situation. The power of negotiation of the 
Latin American countries could in fact be in­
creased considerably by adopting a concerted 
position based on a selective programme of ac­
tion with clear priorities, firmly resting on the 
idea of regional co-operation.

It is our view, then, that Latin America can 
use and mobilize its capacity to respond to the 
negative effects of the international crisis and 
can advance towards the establishment of a new 
Latin American economic and social order 
which is more dynamic, equitable >and stable, as 
well as involving greater mutual support.
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II
The nature and scope of the economic crisis 

affecting Latin America

A. THE INTERNATIONAL CRISIS

The 1980s has begun with an economic reces­
sion which is the longest and most intense suf­
fered by the world economy since the war. In it, 
the negative effects associated with a downward 
phase in the economic cycle have been aggra­
vated by the adjustment policies applied, by the 
intensification of some structural shortcomings 
in the central economies, and by certain uncor­
rected imbalances in international economic re­
lations.

As well as being exceptionally severe, the 
present crisis has been very generalized. Thus, 
due mainly to the impressive internationaliza­
tion of the individual economies in recent de­
cades, only a few countries have escaped its ef­
fects, so that progress has suffered, albeit to dif­
ferent degrees, in both the developed and de­
veloping countries, the socialist and capitalist 
economies, the oil-exporting and oil-importing 
countries, and the large, medium-sized and 
small economies alike.

In the industrialized economies, the crisis 
has manifested itself in a decline in production, 
a sharp drop in investment —which will weaken 
their future growth rate—, an exceptional in­
crease in unemployment, and unusually severe 
and persistent inflation.

The most distinctive feature of the crisis, 
however, has been the exceptionally high level 
reached by real interest rates. As a result of the 
high priority which the industrialized countries 
have given in recent years to the reduction of in­
flation and of their considerable fiscal deficits, 
and above all the enormous emphasis given in 
this task in some of those countries to the con­
trol of the money supply, interest rates have 
risen markedly in the main international finan­
cial centres since 1978, and in the two-year 
period 1981-1982 they reached levels in real 
terms comparable only with those registered 
during the Great Depression. It is true that since 
the middle of last year nominal interest rates

have gone down, but as their decline has been 
accompanied by a considerable drop in inflation 
in most of the industrialized economies, they are 
still two or three times as high in real terms as 
the average levels prevailing since the war.

The persistence of abnormally high real 
interest rates has thus become a key element in 
the international economic situation, and such 
problems as the drop in productive investments 
—which have been incapable of competing with 
financial investments in recent years— are 
largely attributable to the levels of interest rates. 
In the international sphere, high interest rates 
—and above all the sharp variations in them— 
have been one of the main causes of the erratic 
movements of capital and, through these, the 
equally marked fluctuations in exchange rates. 
The exceptionally high level of real interest 
rates has also been a factor in the sharp reduc­
tion in the demand for stocks (including com­
modity stocks), and this in turn explains much 
of the deterioration in the terms of trade of the 
developing economies.

As already noted, since the beginning of 
this year there have been some signs of 
economic recovery in certain industrialized 
economies, especially the Unjted States. Fur­
thermore, the progress made in some central 
countries in the struggle against inflation has 
made possible a certain slackening of the mone­
tary containment measures which has stimu­
lated global demand and, in particular, pur­
chases of certain consumer durables —an item 
of considerable importance in the dynamics of 
the economic cycle of those countries.

In certain circles, these indicators have 
given rise to relatively optimistic opinions re­
garding the possibility that the recovery of the 
industrialized economies may be consolidated 
and that its probable beneficial effects will 
spread —mainly through international trade
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and the drop in interest rates— to the 
peripheral economies.

These views are far from being shared by 
all, however, and certain circles continue to be 
skeptical regarding the prospects of a general, 
intensive and durable reactivation of the indus­
trialized economies. These circles note that gen­
erally speaking macroeconomic policies are still 
highly restrictive in the central countries, and 
they also emphasize that, mainly as a conse­
quence of the high interest rates still prevailing 
in the United States, the external deficits of a 
number of industrialized countries continue to 
be very large. Furthermore, it is obvious that the 
recovery of levels of investment in those coun­
tries has been held up by the joint effect of high 
interest rates, the rather generalized excess of 
idle capacity in industry, and especially the pre­

vailing uncertainty regarding the future evolu­
tion of the economic situation.

Another limiting factor is the persistence 
of the conflicts between the trade policies of 
some central countries, which could even be­
come more intense in the years to come unless 
there is a realignment of their currency values.

The two elements which cause most con­
cern and which directly threaten the prompt re­
covery of the central countries, however, are the 
continued simultaneous application of recessive 
policies in most of them and their lack of wil­
lingness to begin to apply, in a simultaneous and 
coherent manner, policies aimed at generating 
the co-ordinated reactivation of their 
economies. This position is particularly serious 
in the case of those OECD member countries 
which have largely brought their inflation rates 
under control and have thus managed to reduce 
the size of their external deficits.

B. THE TRANSMISSION OF THE INTERNATIONAL CRISIS 
TO LATIN AMERICA

The nature of international economic relations 
is such that the recent negative evolution of the 
central economies has severely affected the per­
formance of the developing countries and, in 
particular, that of Latin America, which became 
intensely integrated into the world economy in 
recent years through a varied range of 
mechanisms of trade, financial and technologi­
cal relations.

The world economic crisis has spread over 
the region through three main channels.

The first of these was international trade. 
As in other recessions, the stagnation of the 
economic activity of the industrialized countries 
has had unfavourable effects on their demand 
for imports and, hence, on the growth rate of 
international trade. On this occasion, however, 
these adverse consequences have been rein­
forced by the resurgence of protectionist prac­
tices in the trade policies of many central 
economies, which became more frequent and 
severe as unemployment increased and the re­
cession continued. In these circumstances, the 
volume of international trade -—whose rapid ex­
pansion had played a fundamental part in world 
economic growth since the war— increased only

slightly in 1980, almost completely stagnated in 
1981, and actually went down by 2% in 1982.

As was to be expected, this progressive loss 
of dynamism of world trade sharply affected 
both the volume and prices of Latin America’s 
exports. Thus, with the persistence for the third 
year running of the recession in the indus­
trialized countries and a drop in the volume of 
world trade in absolute terms, 1982 saw the 
complete disappearance of any expansion in 
real terms of Latin America’s exports, which 
had increased between 1976 and 1981 at the ex­
ceptionally high rate of around 8% per year.

The contraction in world trade also led to 
a sharp deterioration in 1982 in Latin America’s 
terms of trade. The decline was particularly 
serious in the case of the non-oil-exporting 
countries, since in them the 1982 drop came on 
top of those which had taken place in the previ­
ous four years. Consequently, the average value 
of their terms of trade in the three-year period 
1980-1982 was even below that registered be­
tween the years 1931 and 1933, which rep­
resented the most critical period of the Great 
Depression.

The second transmission mechanism con­
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sisted of the high interest rates prevailing on in­
ternational financial markets. These helped to 
trigger and accentuate the Latin American crisis 
in two complementary ways. On the one hand, 
by hindering the recovery of the industrialized 
economies, they tended to reduce the latter’s de­
mand for Latin America’s exports. On the other 
hand, by raising the external debt service bur­
den — the size of which had already grown very 
rapidly in previous years— they helped to in­
crease enormously the current account deficit 
and obliged the countries to make a correspond­
ingly much greater real transfer of resources to 
the exterior.

It is worth recalling in this respect that, 
from the point of view of the debtor countries, 
the greater or lesser real sacrifice involved in the 
payment of interest on the external debt de­
pends not only on the level of the nominal inter­
est rate, but also on the relation between the lat­
ter and the variations in the prices of export 
products. In other words, the amount of real re­
sources which the debtor country must transfer 
to the exterior in order to service the debt will 
be all the greater in proportion as the nominal 
interest rate rises and the average price of the 
debtor country’s exports drops.

This was exactly the situation which Latin 
America had to face in the period 1981-1982. 
As already noted, not only did interest rates 
reach exceptionally high levels on international 
financial markets during this period, but there 
was simultaneously a sharp decline in the unit 
value of Latin American exports. The results of 
this coincidence were dramatic: the real rate of 
interest which Latin America had to pay was 
around 24%, thus making it four times as much 
as the rate payable in those years by debtors in 
the central countries, even though the latter 
rates, as already noted, were themselves the 
highest registered in the last half century.

Finally, a third way in which the recession 
spread froin the central economies to Latin 
America was the abrupt reversal of the net flow 
of capital, mainly as a result of the radical 
change which took place in 1982 in the interna­
tional commercial banks’ ideas on the advisabil­
ity of continuing the rapid increase in their 
loans to the region. Thus, the net inflow of capi­
tal, which had grown very fast between the mid- 
1970s and 1981, slumped dramatically in 1982

to a little over US$ 19 billion, or less than half 
the level of the year before. This violent contrac­
tion in the net inflow of capital, together with 
the extraordinary increase in net remittances of 
profits and interest, more than offset the effects 
of the turnaround in the trade balance —which, 
after turning in a deficit of almost US$ 2 billion 
in 1981, generated a surplus of US$ 8.8 billion 
in 1982— and made it necessary to finance a 
considerable part of the current account imbal­
ance from the international reserves. The pay­
ments problems were further aggravated by the 
simultaneous reduction in the average term of 
the external loans obtained.

The force with which the problems of the 
world economy made themselves felt in Latin 
America was also due partly, however, to the 
economic policies applied in many countries of 
the region from the mid-1970s onwards, which 
promoted a form of economic growth heavily 
dependent on the inflow of capital from the ex­
terior.

In other words, it was the special combina­
tion of adverse changes on the international 
scene already described, long-standing struc­
tural problems, and economic policies exces­
sively linked to financing from abroad which 
put an end, in the early 1980s, to the dynamic 
growth process registered by the economies of 
the region in general between 1950 and 1980, 
when the gross domestic product of Latin 
America increased fivefold, while manufactur­
ing production grew more than sixfold.

From 1981 onwards there was a sharp 
drop in the growth rate of economic activity and 
in 1982 such activity even went down in absolute 
terms —something which had never happened 
in the previous 40 years. This marked loss of 
dynamism was accompanied by a sharp rise in 
the rates of open unemployment and an in­
crease in the various forms of underemploy­
ment. At the same time, there was a trend to­
wards the generalization of inflationary proces­
ses, which attained an intensity and persistence 
that it would have been difficult to image only a 
few years before. These unfavourable changes 
at the domestic level were closely linked with 
other no less serious changes in the external sec­
tor, the most obvious manifestations of which 
have been the severe balance-of-payments 
crises, the frequent and in some cases enormous
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rises in exchange rates, and the drain on the in­
ternational reserves.

A particularly disquieting phenomenon 
observed in recent years, however, has been the 
high level of external indebtedness affecting the 
region. The financial permissiveness shown by 
the international private banking system in the 
second half of the 1970s and the intense and 
persistent efforts it made to loan its financial 
surpluses to Latin America encouraged a policy 
of external indebtedness on a scale without any 
precedent in the region in the last half century. 
There were few countries in Latin America 
which did not follow this policy in order to fi­
nance domestic policies with widely varying 
aims, ranging from some which involved large 
investments that overestimated the future ex­
pansion of domestic and international markets 
to others which promoted and exaggerated ex­
pansion of consumption —especially of im­
ported goods— or a big increase in defence 
spending. In recent years, furthermore, a con­
siderable and growing proportion of the exter­
nal financing was used to pay the servicing costs 
of the accumulated debt, so that this situation 
was accompanied in practice by a reduction in 
the real transfer of resources to Latin America.

In many Latin American economies the 
decline in economic activity has also been ac­
companied by profound crises in the system of 
production and the financial situation of enter­
prises, which have led to the bankruptcy or clos­
ing down of many production units in industry, 
agriculture and commerce. This in turn has 
helped to bring about a deterioration in the 
quality of bank loan portfolios and has finally 
affected the solvency and viability of much of

the private financial system. A situation of wide­
spread insolvency has thus been created for 
which there is no precedent in the last half cen­
tury both from the point of view of its quantita­
tive dimensions and the number and variety of 
enterprises affected.

Another manifestation of the crisis has 
been the pronounced deterioration in many 
countries in the economic situation of the State, 
whose revenue has been affected by the drop in 
external trade and the stagnation or decline in 
domestic economic activity. All this has helped 
to generate big deficits in the public finances 
and to speed up the rates of inflation. In turn, 
attempts to bring the latter under control have 
frequently led to abrupt cuts in State spending, 
and especially in public investment, thus further 
depressing the levels of domestic activity.

In spite of this, in many countries there 
has at the same time been a tendency towards 
the acceleration of inflation. In particular, infla­
tion has reached unprecedented levels of inten­
sity in countries which have been forced to de­
value their currencies abruptly in order to tackle 
severe disequilibria in their balance of pay­
ments.

As a result of the decline in economic activ­
ity, the simultaneous acceleration of inflation, 
and the orthodox-type stabilization policies ap­
plied in order to bring down the rate of price in­
creases, there has been a marked deterioration, 
in many countries, in the living conditions of the 
poorer groups, which have been affected both 
by the pronounced declines in real wages and 
the rise in unemployment and underemploy­
ment.

Ill
The inequity of the current adjustment process and the need for an alternative approach

A. THE NATURE OF THE CURRENT ADJUSTMENT PROCESS

The present international crisis and the asym­
metry of the adjustment process have drastically 
changed the conditions of external trade and fi­

nancing of Latin America, making inevitable the 
introduction of profound changes in the 
economic policy of the countries of the region.
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This has had painful and inequitable economic 
and social consequences, while moreover the re­
sults obtained have not been in keeping with the 
efforts made.

In these circumstances, an important chal­
lenge facing economic policy is that of minimiz­
ing the social costs involved in the adjustment 
and distributing them more equitably both be­
tween creditor and debtor countries and be­
tween the various social groups and economic 
agents within the countries.

In recent months the International Mone­
tary Fund has been participating actively in the 
design of adjustment programmes which pro­
vide for the reprogramming of external in­
debtedness, together with bidance-of-payments 
support credits. Under these programmes, gov­
ernments have not only received additional re­
sources provided by the IMF, but have also had 
access to contributions from the private banks 
aimed at relieving the burden of external debt 
servicing in line with the terms of the negotia­
tions furthered by the Fund itself. In almost all 
cases, the adjustment programmes thus agreed 
on stipulate that these external resources must 
be supplemented with surpluses on the balance- 
of-payments trade account, which the countries 
must generate principally through the adoption 
of suitable exchange rate, monetary and fiscal 
policies.

Although it must be admitted that the 
Fund has introduced a greater degree of flexi­
bility into these programmes compared with its 
traditional terms, they are still based fundamen­
tally on policies which must act through aggre­
gate demand and necessarily include a pro­
nounced recessive element, since it is largely 
through the reduction of domestic demand that 
it is hoped to generate the trade surpluses con­
sidered essential for facing up to the debt servic- 
ing.

This recessive element in the adjustment 
policies applied is determined, ultimately, by the 
magnitude of the external imbalances affecting 
the countries of Latin America and the particu­
lar state of their balance of payments. As al­
ready noted, the equilibrium of the external ac­
counts has been affected by a number of factors 
which are beyond the direct action of the coun­
tries and which, in their turn, tend to reduce 
considerably the inflow of foreign exchange and

increase payments to the exterior. Thus, while 
the income from exports has gone down both 
because of drops in prices and reductions in the 
amounts exported, and the net procurement of 
capital has slumped violently, the outflow of for­
eign exchange has tended to increase as a result 
of the high spreads over basic interest rates and 
the management commissions charged by the 
banks in their refinancing programmes. In 
many cases, these higher costs have wiped out or 
at least partly neutralized the effect of the de­
clines in nominal interest rates registered in re­
cent months.

It must be concluded, then, that in spite of 
the additional resources provided or mobilized 
by the IMF, and mainly because of the enor­
mous magnitude of the external debt servicing 
burden, the objective of bringing the external 
accounts into balance will call for some degree 
of recessive adjustment, through the compres­
sion of domestic economic activity.

There are three problems, however, which 
give rise to severe reservations regarding the ad­
justment processes now in progress. These are, 
firstly, the ineffectiveness so far shown by the 
policies applied in order to achieve the desired 
objectives: secondly, the considerable economic 
and social costs associated with these policies; 
and finally, the doubtful capacity of the coun­
tries to keep up these policies for more or less 
prolonged periods.

Thus, if these adjustment policies go 
beyond certain limits they may generate de­
clines in economic activity, drops in investment, 
or even destroy the system of production, and 
this will seriously affect not only current levels 
of consumption and well-being, but also the ca­
pacity of the economies for future recovery.

Likewise, if the recessive situation of the 
international economy continues or its eventual 
reactivation does not rapidly make itself felt in 
the economies of the region, the continued ap­
plication of such recessive policies could even 
threaten to overstep the limits of social and 
political tolerance of our societies, so that not 
only would such policies be difficult to apply, 
but their execution would have unforeseeable 
consequences both for the Latin American 
countries and for the international community.

The foregoing does not mean, of course, 
that we do not give due credit to the Trojan ef­
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forts which the financial authorities and govern­
ments of our countries have been making to 
handle an extremely difficult external payments 
situation and honour the external commitments 
assumed, within the limited possibilities offered 
by the presently available international financial 
co-operation.

Special reference may be made, in this re­
spect, to the enormous adjustment effort made 
by the countries of the region in 1982, which, as 
already noted, enabled them to replace the 
trade deficit of the year before with a trade 
surplus of some US$ 8,8 billion.

Nor does it mean that we do not appreciate 
the imaginative initiatives put into practice by 
the International Monetary Fund in order to 
tackle the current payments problems, with the 
participation of the financial authorities of the 
industrialized countries, the Bank for Interna­
tional Settlements, and the private banking sys­
tem.

What does worry us, however, are the limi­
tations and inconsistencies of international sup­
port arrangements which do not seem to be 
qualitatively or quantitatively adequate to deal 
with the fundamental and generalized state of 
imbalance in which the countries of the region 
are sunk, and which, as already noted, cannot be 
compared with anything that has happened 
since the war.

We also have reservations regarding the 
viability of an adjustment based on contraction 
policies which must be undertaken by all coun­
tries together, aimed at collectively increasing 
exports and jointly reducing imports. It must be 
perfectly clear that unless there is a group of 
countries which is willing to accept a deficit on 
its trade account, it will not be possible for a 
numerous group of other countries to generate 
a surplus. Consequently, the efforts of the latter 
to expand their exports and compress their im­
ports will simply aggravate the recession in 
them.

It is also clear that the possibility of solving 
in the medium term the financial problems 
raised by the accumulated external indebted­
ness is. closely dependent on the possibilities of 
expanding the region’s exports, and these, in 
turn, as they stand at present, are conditioned 
by the evolution of world trade. In the final 
analysis, if the acute financial problems of the

present time are to be overcome, it is indispens­
able that there should be a recovery in the prices 
and volumes of Latin America’s exports. It is 
therefore a matter of the deepest concern that 
at the same time that our countries are shoul­
dering the enormous costs involved in policies 
aimed at bringing the balance of payments into 
equilibrium and honouring their external finan­
cial commitments, the protectionist policies of 
the creditor countries should keep on growing 
ever stronger.

In our opinion, this failure to take much 
account in the adjustment programmes of the 
intimate links existing between the trade and fi­
nancial aspects is undoubtedly one of their great 
shortcomings.

We also feel that the additional refinanc­
ing resources mobilized by the adjustment poli­
cies should be accompanied by long-term exter­
nal funds for the support of domestic invest­
ment and development programmes. Unfortu­
nately, in the present circumstances not only has 
there been a violent drop in private financial re­
sources but there has been no corresponding 
strengthening of the international public fi­
nancing agencies. On the contrary, it is increas­
ingly difficult to obtain loans from such agencies 
and, at the same time, tendencies towards 
graduation are prevailing in them which, by 
definition, restrict the region’s possibilities of 
gaining access to public international credit.

To sum up, then, the view prevails in inter­
national financing agencies and the govern­
ments of creditor countries that it is possible to 
handle the present balance-of-payments crisis 
through traditional support met'.hanisms, back­
ed up by the recent policies of the IMF in associ­
ation with the private banks. This position as­
sumes explicity or implicitly that there will be a 
prompt, strong and lasting recovery of the 
world economy.

These positions are controverted, how­
ever, by dissenting opinions within the central 
countries themselves which reflect concern over 
the intensity and duration of the adjustment 
being demanded from the developing coun­
tries, its social and political effects, and the di­
sastrous consequences which a situation of gen­
eral cessation of payments or panic could have 
for the international banking system and even 
the world economy as a whole. In view of these



BASES FO R A LATIN  AMERICAN RESPONSE... / Carlos Alzamora T. arid Enrufue V. Igksias 25

concerns, global solutions of another type are 
advocated in which coping with the payments 
crisis of the developing countries becomes an es­
sential part of the economic reactivation poli­
cies of the centres.

In order to honour their external commit­
ments, the countries of the region have put into 
effect extremely painful adjustment processes 
which are severely affecting their economic 
structures and creating serious pressures on 
their social equilibrium. The viability of these 
adjustments depends on the margins of action 
permitted by the presently available interna­
tional co-operation. In many Latin American 
countries, however, increasing doubts are aris­
ing regarding the social and political feasibility 
of this type of solution, the possibility of main­
taining such policies for a significant length of

time, and the capacity of the economies of the 
region to comply with the agreements signed if 
the present conditions of the world economy 
continue.

We therefore feel that the time has 
come for the region, as well as drawing atten­
tion to the inadequacy of the present inter­
national co-operation machinery, to bring 
home to the authorities of the industrial­
ized countries and raise in the appropriate 
forums the need to find sources of support 
additional to those at present existing, if a 
way out of the crisis is to be found. A solu­
tion of this nature would not only be in the 
interests of the Latin American countries but 
would also be in line with the interests of 
the international banking system and the re­
activation policies of the centres.

B. TOWARDS AN ALTERNATIVE APPROACH

The foregoing considerations leave no doubt 
that at present Latin America is facing a serious 
dilemma characterized by three adverse factors 
which mutually reinforce each other: a severe 
world crisis from which it is still not clear how or 
when we are going to emerge; international co­
operation which is inadequate both from the 
point of view of its size and its nature; and an 
adjustment process with recessive characteris­
tics.

We wish to stress, however, that in our 
view the task of overcoming this extremely com­
plex situation and carrying out in the years to 
come an adjustment process which will at the 
same time make it possible to restore the equilib­
rium of the external accounts and at least pre­
serve the levels of per capita income constitutes 
only the most immediate challenge facing the 
countries of the region, for in the medium term 
they will have to try to overcome another chal­
lenge, no less complex and unavoidable, which 
is that of gradually but firmly changing the style 
of development which has prevailed up to now 
in the region in order to bring in a new kind of 
development which is more dynamic, less vul­
nerable, and above all more equitable.

In order to do this, the regioii must carry 
out intensive mobilization of its internal re­
sources through regional co-operation, which is

currently subject to serious tensions deriving 
from the recessive forces imposed by the inter­
national situation itself. In this respect, we are 
convinced that the present time is a suitable one 
for making an appraisal of the achievements of 
regional co-operation, the difficulties it has run 
into, its present and future potential, and the 
most suitable means for making it more effec­
tive and decisively entering on a new stage in the 
process of regional integration.

Furthermore, in order to progress in over­
coming the difficult problems at present affect­
ing them, the countries of the region must co­
ordinate their international action so as on the 
one hand to promote a reactivation of the world 
economy which provides a suitable external 
framework for them to attain reasonable 
economic growth, and on the other to secure the 
approval of a set of emergency measures by the 
international community which are compatible 
with the magnitude of the external payments 
crisis they are currently facing.

From Latin America's point of view, the 
desirability of securing the reactivation of the 
international economy stems from the need to 
bring about substantial changes in the external 
conditions of the region, which are essential in 
order to overcome many of the economic prob­
lems currently affecting it or at least bring them
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down to a manageable size. It is for this reason 
that a co-ordinated programme of reactivation 
of the industrialized economies, which should 
be headed by those countries which have made 
most progress as regards restoring their internal 
stability and balance-of-payments equilibrium, 
is particularly necessary. These measures 
should be directed especially towards securing a 
sustained and substantial decline in real interest 
rates, without which no recovery can be really 
significant or stable.

The reactivation of the industrialized 
economies alone, however, will not be enough to 
establish a more dynamic, stable and equitable 
international setting. In order to advance in this 
direction we must at the same time incorporate 
into the economic policies of the central coun­
tries fundamental measures which permit the 
solution of the structural problems affecting in­
ternational economic relations, so many times 
called for by the Third World in United Nations 
forums, and so many times postponed as re­
gards their solution. Thus, a reactivation of the 
central econoniies which is not accompanied by 
significant changes in the fields of basic com­
modities, the opening up of markets, the check­
ing of protectionist policies, or bigger transfers 
of financial resources would have little rele­

vance in overcoming the serious and sometimes 
desperate situation of the peripheral countries.

It is for this reason —although it is not 
necessary to go into details on this occasion— 
that we feel that the measures approved at the 
recent meetings of the Non-Aligned Countries 
in New Delhi and the Group of 77 in Buenos 
Aires —to which Latin America has given its un­
animous support— are particularly pertinent.

In this respect, the forthcoming confer­
ence of UNCTAD provides a favourable occa­
sion for demanding the definition and approval 
by the industrialized countries of a set of mini­
mum actions to accompany their reactivation 
policies and make it possible, at the same time, 
to reverse the deterioration in the process of 
world economic development. A powerful pres­
ence of Latin America in this conference is 
therefore absolutely essential.

As well as supporting a world program­
me of “reactivation with development”, Latin 
America’s international action should centre its 
attention on establishing a dialogue with the in­
dustrialized countries with which the region 
maintains the bulk of its external trade and fi­
nancial relations, in order to negotiate and 
agree on a set of emergency measures for the 
relief of its acute current problems.

IV
International action by Latin America to deal with the external indebtedness crisis

A. THE END OF A CYCLE IN REGIONAL 
EXTERNAL FINANCING

The handling of the region’s external indebted­
ness against the background of the balance-of- 
payments crisis has become the most urgent 
economic problem facing the governments of 
Latin America. The distribution of the cost of 
the adjustment process and to some extent the 
opportunities for economic growth for the rest 
of the decade depend upon its solution. This 
growth will undoubtedly depend upon different 
patterns of financing from those of the past few 
years.

1. The external debt and the 
balance-of-payments crisis

This situation has been arrived at mainly be­
cause between 1975 and 1982 the total external 
debt of the region more than quadrupled, rising 
from US$ 67 billion to nearly US$ 300 billion. 
This growth was especially rapid between 1975 
and 1980, when the external indebtedness rose 
at an average annual rate of nearly 25%, i.e., 
substantially faster than the also very high rate
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of 18% at which the value of exports from the 
region expanded. This growth in the debt be­
came significantly more moderate in 1982 due 
to the sharp drop in the net inflow of capital.

The expansion of the total debt was ac­
companied by a considerable change in its ori­
gin and composition. At the beginning of the 
past decade, private flows represented less than 
40% of the total, while in recent years they ex­
ceeded 80%. At the same time medium- and 
long-term credits and those at concessional 
rates of interest were replaced by short- and 
medium-term credits and variable interest 
rates. This implied a sharp deterioration in the 
debt profile of Latin America —by far the least 
favourable of all the regions of the Third 
World— and gradually led to a sharp increase 
in the percentage of export income which had 
to be used to service the debt.

Seen from the perspective of the whole de­
cade, the responsibility for the generation of the 
excessive external indebtedness was shared be­
tween the indebtedness policies of Latin Ameri­
can countries, the financial permissiveness of 
the private banking system, and the weaknesses 
and inadequacies of the international financial 
mechanisms.

In the expansive stage of the credit cycle, 
the private banks strenuously competed to invest 
in the region part of the enormous financial 
surpluses which they obtained in the interna­
tional capital markets, especially in those of the 
principal oil-exporting countries. Furthermore, 
quite often certain banks did not make rigorous 
appraisals of creditworthiness, or they overesti­
mated the capacity of the countries to absorb 
funds. At the same time, the combination of 
domestic interest rates higher than those pre­
vailing in international markets and the abun­
dant foreign reserves accumulated by the coun­
tries of the region helped encourage the flow of 
financial resources to be invested in these coun­
tries.

In addition, the inability of the machinery 
of the international financial institutions to recy­
cle the huge surpluses of the oil countries meant 
that most of the transfers of resources during 
the 1970s were carried out be private banks.

This external framework, however, sud­
denly changed in recent years. The serious de­
terioration in the terms of trade of the region

and the paralysation of growth in the volume of 
exports coincided with a sharp rise in real inter­
est rates. This changed the banks’ perception of 
the payment capacity of various countries of the 
region and led to a sharp contraction in net 
movements of capital to Latin America.

This produced an external payments situa­
tion which was impossible to sustain for nearly 
all the countries of the region. To deal with it, 
many of them had to initiate adjustment proces­
ses based on the reduction of domestic demand, 
or they had to resort to the IMF. As a result, 
since 1981 both the level of domestic economic 
activity and the amount of imports have de­
clined in a number of countries. When these 
expedients were exhausted, most of the Latin 
American countries had to make úse of their re­
serves —which fell substantially in 1982— and 
initiate processes of renegotiation of the debt 
with their creditors, in most cases with the par­
ticipation of the International Monetary Fund.

2. The refinancing agreements

In the process of refinancing, the private banks 
have assumed commitments to grant additional 
credits supplementing those provided by the 
IMF. The fact that the ‘rescue package’ includes 
the private banks is an important and innovative 
aspect of the exercises of reprogramming the 
external debt recently effected or now in prog­
ress. '

However, the insufficiency of these 
mechanisms is obvious when some of their fea­
tures are analysed, for the exercises in re­
scheduling payments offer few prospects for 
economic growth, since the additional resources 
committed by the banks and the Fund are not 
sufficient to cover the payment of interests. At 
the same time, most of the cost of the adjust­
ment and the effort to face the difficulties of 
debt servicing has fallen exclusively on the Latin 
American countries. Moreover, the high mar­
gins paid above the basic interest rates (spreads) 
and the additional commissions for manage­
ment and service have more than doubled the 
cost of refinancing.

In addition, the negotiations carried out 
have not managed to reduce the uncertainty 
about the financial prospects of the countries 
because, on the one hand, they cover only the
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debts maturing in the next one or two years and, 
on the other hand, because of the long period of 
time between the declaration of difficulties with 
respect to debt servicing and the final re­
scheduling agreement. Naturally, these uncer­
tainties have had negative effects on the 
economies of the borrowing countries.

Some of the agreements have also been 
complicated by the policy of certain private 
banks of sharply cutting down or reducing the 
lines of trade credit, which are of great impor­
tance for maintaining the level of international 
trade.

Moreover, in spite of the intervention of

the IMF, the large number of participant banks, 
their different assessments and positions on the 
way of overcoming the problems of our coun­
tries, and the lack of experience in this type of 
operation have made it extremely difficult and 
laborious to secure the approval of these re­
financing programmes.

Furthermore, there can be no doubt that 
as a result of the inadequacy of international co­
operation in this area, the present refinancing 
procedures give much higher priority to the 
payment of the external debt commitments than 
to the requirements of the economic develop­
ment process of the debtor countries.

B. NEW CONDITIONS FOR RESTRUCTURING 
THE EXTERNAL DEBT

As a result of the foregoing, there are serious 
doubts in some international and national cir­
cles regarding the real capacity of the Latin 
American countries to face up to the commit­
ments assumed unless the international 
economic conditions undergo a substantial 
change and at the same time there is a reduction 
of the high economic and social costs associated 
with the present adjustment processes.

In our view, this points the way to the need 
for a constructive dialogue both among the 
countries of the region and between them and 
the creditor countries, in order to explore the 
viability of new terms and policies more in keep­
ing with the mutual interests of all the parties 
concerned.

In order to put forward on a new basis a 
different approach to the challenge represented 
by the Latin American external debt, it is neces­
sary to start by recognizing that the principles 
prevailing at present as regards the distribu­
tion of the adjustment cost between debtors and 
creditors are very biased.

This situation is in sharp contrast with 
what happened in the 1930s, for the Latin 
American external debt at that time had been 
contracted principally through the sale of bonds 
on world markets. Thus, when the debtor coun­
tries began to suffer from the external problems 
generated by the crisis, the price of the bonds 
fell sharply, due above all to the risk of non-pay­

ment. As a result of this, when the Latín Ameri­
can countries began to service their external 
debt again they were able to buy back the bonds 
at a fraction of their issued value. In this way, 
the cost of the adjustment was shared between 
creditors and debtors in line with the risk ap­
praisal made on the international capital mar­
kets.

At the present time, in contrast, the cred­
itors are mainly commercial banks, whose 
holdings are not easily tradeable and which, if 
they had to liquidate them in the market, would 
cause them substantial losses, jeopardizing their 
stability. Thus, the only option they have at pre­
sent is to offer to the debtors in difficulties 
either a refinancing or rescheduling of the debt.

At the same time there is no suitable inter­
national mechanism to carry out renegotiation 
or refinancing processes other than the ‘Paris 
Clubs’ or aid consortiums, none of which deal 
with the debt with the private banks, which is 
what is of fundamental interest in the case of 
Latin America.

The present system of renegotiation, be­
sides being inequitable, takes no account of the 
basic mutuality of interest which exist between 
the creditor countries and institutions and the 
debtor countries. The high social costs involved 
in the present adjustment could even lead to un­
controllable situations in the latter countries, 
and these would in turn have strong negative re­
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percussions on the situation of the creditor 
countries and banks.

A new approach to the problems of the re­
gion's indebtedness based on criteria of equity 
and mutuality of interests should therefore tend 
towards solutions which would guarantee a 
more equitable international distribution of the 
adjustment and a continuation of the process of 
development of the debtor countries, as a way of 
preserving the standard of living in these coun­
tries and strengthening their future payment 
capacity.

Under these circumstances, for the Latin 
American indebtedness problem to be satisfac­
torily resolved in the future, it will be necesary 
to establish a mechanism which includes the fol­
lowing conditions:

a) it must provide for the establishment of 
an institutionalized procedure for restructuring 
the debt, perhaps as a joint effort between IMF 
and the World Bank;

b) the reprogramming should include 
maturities of several years, establishing longer 
amortization periods and possibly changing a 
substantial part of the short- and medium- 
term debt of certain countries into long-term 
obligations;

c) additional resources should be granted 
to take care of the accumulated debt servicing 
and to maintain the operative capacity of the 
countries to handle their external trade;

d) the cost of refinancing must be re­
duced; and

e) access to additional public credits to 
stimulate economic development should be fa­
cilitated.

1. The need for new institutional mechanisms

The prolonged nature of the refinancing exer­
cises makes it advisable to promote the establish­
ment at the international level of new opera­
tional mechanisms for co-operating with the de­
veloping countries in the reprogramming pro­
cess, thus taking the place of the ad hoc 
mechanisms used up to now and taking advan­
tage of the experience built up by IMF in these 
fields. A refinancing service within the 
framework of the existing multilateral institu­
tions, with automatic voluntary access as a func­
tion of objective indicators and providing case-

by-case support for each country studied ac­
cording to the circumstances would be a decisive 
link in the chain of international co-operation 
which the present crisis and the meagre pros­
pects of the world economy make it essential to 
establish.

Moreover, since trade aspects are of cru­
cial importance for the thorough solution of the 
problems of the debtor countries, consideration 
should be given to the possibility of arranging 
for the participation in these refinancing exer­
cises of institutions connected with international 
trade, such as GATT and UNCTAD, with a 
view to obtaining special facilities on the trade 
level. Among these facilities could be temporary 
provisions to open up markets further, or not to 
make adverse changes (stand-still), so as to ex­
pand the payment capacity of the debtor coun­
tries by increasing their exports.

2. New terms and conditions for  
restructuring the debt

An important objective in the new approach 
should be the reprogramming of the debt ser­
vicing for longer periods than those now in ef­
fect.

Reprogramming which covers only the 
maturities of the next one or two years is not 
sufficient and subjects the debtor countries to a 
process of virtually non-stop refinancing. 
Likewise, the imminence of possible additional 
negotiations regarding the payment of capital 
and interest on the debt negatively affects the 
confidence of creditors and prejudices the re­
storation of an appropriate flow of additional 
credits to the debtor countries. We therefore 
feel that a more effective formula would be to 
reprogramme the corresponding maturities for 
a greater number of years than at present. The 
new payment schedules should also include 
longer grace periods and terms than those 
granted up to now. This will make it possible to 
create more suitable conditions for managing 
the balance of payments.

These terms should be established so that 
they allow the debtor countries to maintain their 
per capita income during the adjustment 
period. Such a principle would be more accept­
able as a guiding criterion of the renegotiations 
if a special clause were included in the repro-
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gramming agreements providing for the incor­
poration of some degree of flexibility into the 
schedule of refinanced capita! and interest pay­
ments, depending on the economic conditions 
of the borrower country. If  the latter conditions 
improve, part of the fruits of this more favour­
able situation would be shared with the creditor 
banks through a moderate acceleration of the 
amortization and interest payments.

For some heavily indebted countries, a so­
lution worth exploring would be the possible 
conversion of part of their outstanding short- 
and medium-term external debt into long-term 
debt. These countries contracted short-term 
credits to finance investments which are socially 
beneficial but have a long maturation period. 
They therefore require an urgent reprogram­
ming of this financing.

3. Additional resources for  covering debt servicing
and maintaining the operational capacity 

in external trade

The mere reprogramming of the amortization 
of the external debt is not enough, however. It is 
necessary to obtain new resources, since in the 
short term the capacity for achieving a substan­
tial unilateral increase in the national saving of 
the Latin American countries is limited.

From the point of view of the region as a 
whole, and subject to reasonable assumptions 
about the probable evolution of the world econ­
omy in the next few years, the external financ­
ing requirements for making the debt servicing 
compatible with the maintenance of the per 
capita income, as a minimum goal, involve the 
mobilization of much larger additional re­
sources than those currently being obtained 
through the refinancing agreements.

Suggestions have been made in this respect 
whose importance and viability warrant careful 
attention: the capitalization of a substantial part 
of the interest on the external debt; the pay­
ment of a variable proportion of the interest 
with bonds tradeable on the international capi­
tal market; and the establishment within IMF of 
a special facility for financing the balance-of- 
payments deficit caused by the rises in interna­
tional interest rates, providing for the granting 
of compensatory loans to the debtor countries

during periods when these rates exceed their 
historical levels.

Together with these additional resources, 
it will be of fundamental importance to main­
tain the credits from the private banking system 
for the financing of external trade operations 
within reasonable margins. As already noted, 
recent experience shows that the severe cuts 
made in this type of financing have created ex­
tremely difficult situations at a time when only a 
major reactivation of the external trade of the 
region can make possible a real way out of the 
difficulties presently being faced.

4. Reducing the cost o f refinancing

From the point of view of equity, the private 
banking system practice of sharply increasing 
the cost of external credit when it becomes nec­
essary to reprogramme indebtedness seems 
highly questionable. In reality, the signing of a 
rescheduling agreement does not involve any 
additional risk for the private banks. Indeed, in 
practice, there is an improvement in the quality 
of an originally weak loan portfolio.

This is because, in the first place, when a 
rescheduling agreement is signed, all of the fu­
ture payments generally have an official 
guarantee which also extends to private credits 
not always previously covered by such guaran­
tees. Secondly, these agreements are normally 
accompanied by the financial support of the 
IMF and the resulting commitment of the debt­
or country to continue certain adjustment pol­
icies which guarantee that in the future they will 
be in a better position to pay for the debt servic- 
ing.

Under these circumstances, it is not justifi­
able to increase the cost of the credit by raising 
the charges, a practice which in some cases has 
cancelled out the greater part of the benefit 
which the debtor countries would otherwise 
have obtained from the lowering of the nominal 
interest rates.

5. The need for a considerable increase in public 
credit for development

The adjustment policies which the Latin Ameri­
can countries are presently being forced to fol­
low require a sharp contraction of the fiscal def­
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icit, which generally takes the form of a reduc­
tion in public investment rather than the con­
taining of current expenditure. It is therefore 
important, in the present circumstances, to 
maintain an adequate and growing flow of long­
term credits from the international financial in­
stitutions, with a view to maintaining a high level 
of public investment which will ensure the con­
tinuation of the development process. The pre­
sent circumstances make it absolutely essential 
to strengthen the existing multilateral institu­
tions, especially IBRD and IDB, so as to substan­
tially increase their contribution to the financing 
of the economic and social development process 
of the region.

The impression seems to prevail in certain 
circles in the developed countries that these in­
stitutions are merely agents which transfer sub­
sidized resources, and their role as stabilizers of 
the international financial system is ignored or 
underestimated, especially as regards the anti- 
cydical role which they play as a counterweight 
to the pro-cyclical operations of the private 
banks. The multilateral agencies thus help to 
give greater confidence in private financial mar­
kets, assuring the developing and also the de­
veloped countries of smaller disturbances in the 
amounts and forms of capital flows.

Notwithstanding this, however, both IDB

and the World Bank have shown relatively 
sharp contractions in the loans they have au­
thorized for the region. As a proportion of the 
region’s current account deficit, the loans au­
thorized by IDB have dropped from an average 
of 25% in 1965-1970 to 11% in 1975-1980; the 
corresponding figures for the World Bank are 
21% and 12%, respectively.

It may be deduced from this that the 
doubling of the resources available for lending 
to Latin America on the part of these two in­
stitutions would be a reasonable minimum goal 
as a contribution to the medium- and long­
term external capital required by the region.

The policies of these institutions would be 
much more positive if they led to the material­
ization of the old aspirations of the countries of 
the region that such agencies should modify the 
terms of their loans so as to provide a greater 
stimulus to domestic productive activity. This 
could be achieved by giving greater flexibility to 
a considerably higher proportion of their proj­
ect loans, expanding access to economic pro­
gramme credits, and increasing their capacity’ 
for financing local costs. Furthermore, in the 
case of programme loans, it would be desirable 
to seek closer co-operation between the World 
Bank, IDB, and the International Monetary 
Fund.

C. STRENGTHENING THE OPERATIONAL CAPACITY OF THE INTERNATIONAL 
EINANCING ORGANIZATIONS AND INTERNATIONAL LIQUIDITY

Many of the current problems resulting from 
the indebtedness of the developing countries 
could have been avoided if the international fi­
nancial agencies had had the funds, recycling 
mechanisms and facilities needed to allow for an 
adequate and equitable adjustment process at 
the world level.

Instead, the financial power of the multi­
lateral agencies has weakened significantly in 
the 1970s and particularly in the last few years. 
The International Monetary Eund has 
exhausted its uncommitted resources and the 
recently agreed increase in quotas will only 
come into effect at the beginning of 1984, while 
the amount involved will be no more than 20% 
of the deficit anticipated that year on the cur­

rent account of the developing countries, which 
is inadequate to take care of their external fi­
nancing needs.

Similarly, it should be noted that IDB has 
had increasing difficulty in supplementing its 
ordinary capital resources, even though the 
great majority of its member countries have 
given strong support to this expansion. The 
agreements recently reached on this matter rep­
resent a step in the right direction, but they are 
insufficient.

We feel that the time has come to expand 
the operational capacity of the Inter-American 
Development Bank with resources from other 
sources or through the creation of new loan 
funds which will enable this institution to con­
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siderably expand the flow of financial resources 
to Latin America.

In the case of the World Bank, the difficul­
ties in restoring the operational capacity of the 
IDA are well known and are in addition to the 
restrictions on the mobilization of resources 
being experienced by the other multilateral 
agencies.

We believe that the idea so often expressed 
of expanding the loan capacity of these institu­
tions by gradually increasing the asset/liability 
ratio with which they have come to operate 
would give them a considerable margin for ex­
panding their credit activities.

In order to strengthen the presence of the 
multilateral agencies in the financing of Latin 
American development, special attention 
should be given to the co-financing arrange­
ments which may be organized with private 
banks. In this way, the flow of resources to well- 
planned investment projects could be increased, 
and at the same time this would ensure the 
prompt materialization of these projects as well 
as transferring additional external resources 
which would make it possible to gradually im­

prove the debt profile of the Latin American 
countries.

With regard to the sharp drop in Latin 
America’s foreign exchange reserves in 1982, it 
is interesting to note that this was part of a simi­
lar phenomenon at the world level. Thus, the 
official world foreign exchange reserves went 
down by over US$ 13 billion during 1982 and 
are still sinking in 1983, consequently tending to 
weaken any trend towards reactivation.

This therefore seems a suitable moment to 
give decided support to the proposal to allocate 
Special Drawing Rights in order to increase in­
ternational liquidity. This would make it possi­
ble to distribute the burden of the external ad­
justment more equitably and over a shorter 
period than that required in order to increase 
the ordinary resources of the IMF.

Furthermore, a direct ‘link’ between the 
allocation of SDRs and the financing of the de­
velopment of the peripheral countries would be 
a more effective way of providing relief for the 
debtor countries while at the same time securing 
an orderly expansion of the financial system.

D. DOMESTIC POLICIES AND THE CONDITIONALITY 
OF INTERNATIONAL SUPPORT

In the present circumstances, when the debtor 
countries are adapting their domestic policies to 
the new conditions of the international 
economic situation and the difficulties in their 
balance of payments, the international agencies 
which guide the adjustment process, such as the 
IMF, should also modify the conditionality of 
their loans so as to avoid incompatibilities in 
world economic policy and ensure that such 
policy helps to stimulate global activity.

In accordance with this, it seems advisable 
that the IMF should make its theoretical con­
cept of the adjustment process more flexible, 
so as to adapt it better to the different economic

and social goals of its increasingly heteroge­
neous member countries.

This suggests that less confidence should 
be placed in automatic adjustments through 
price incentives in private markets, and greater 
weight should be given to the guiding role of the 
State and direct instruments of adjustment 
which act on some of the main economic vari­
ables.

At the same time, the IMF should have at 
its disposal suitable mechanisms for promoting 
adjustment in countries which have a surplus on 
their external accounts, so that the costs of this 
process are shared more equitably between 
these countries and the deficit countries.
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E. THE NEED FOR CO-ORDINATED REGIONAL ACTION 
IN FINANCIAL MATTERS

The diversity and complexity of the individual 
situations as regards external indebtedness 
should not stand in the way of a broadly con­
certed agreement to act jointly in international 
forums and in dealing with the governments of 
creditor countries when seeking solutions of 
mutual interest to the present financial situation 
of the region.

This would require, as a first step, a review 
of the proposals relating to the solution of the 
serious problems deriving from the external in­
debtedness of the region, with a special view to­
wards co-ordinating the joint action needed in 
order to realize these proposals.

We also feel that this would be a good time 
to open a direct dialogue between the govern­
ments of the creditor countries and the Latin 
American governments acting as a co-ordinated 
group. This would represent a significant ad­
vance with respect to the present situation, in 
which the negotiations are being carried out 
fundamentally between the governments of the 
region on the one hand and the commercial 
banks and international financial institutions on 
the other.

This option would not only make it possi­
ble to promote basic solutions to the difficulties 
referred to earlier but would also make it possi­
ble to grasp the true magnitude of the interna­
tional crisis and its possible remedies, taking 
into account the important political interests in­
volved.

As an important supplement to these ini­
tiatives we recommend die creation of a Latin 
American external finance information centre, 
linked with one or more existing regional agen­
cies, which would make possible an increase in 
the various Latin American countries’ knowl­
edge of the conditions in which the refinancing 
process and the financial market are operating. 
This centre could also serve to advise the gov­
ernments on the handling and solution of their 
problems generated by the external debt.

Such strengthening of the regional infor­
mation capacity would also be in keeping with 
the initiative presently being taken by the cred­
itor banks to organize and co-ordinate their 
policies towards national debtors, for which 
purpose the industrialized countries have at 
their disposal the OECD and the Bank for In­
ternational Settlements.

V

The strengthening of regional co-operation 
and integration

A. THE RECENT EVOLUTION OF THE INTEGRATION PROCESSES

Thanks in good measure to the operation of 
the subregional integration arrangements, re­
ciprocal trade among the Latin American coun­
tries grew steadily until the mid-1970s. 
Moreover, since the beginning a high propor­
tion of that trade has been constituted by man­
ufactures, unlike exports to the industrialized 
countries, in which basic commodities and semi­
manufactures predominate. Nevertheless, in re­
cent years, beginning in the second half of the

1970s, the relative importance of intra-regional 
trade became erratic and it lost dynamism, 
thereby giving rise to a certain amount of skepti­
cism concerning its possibilities.

It would be a long task to go in depth into 
the numerous factors which have had an effect 
on the evolution of each integration scheme and 
have contributed to its slackening off in recent 
years. Factors in this phenomenon have in­
cluded the structural differences between the
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countries, the heterogeneity of national 
economic policies and the difficulties inherent 
in processes of integration among developing 
countries. This process has also been affected, 
however, by other factors of a conjunctural na­
ture characteristic of the economic evolution of 
Latin America in recent years, such as the avail­
ability of abundant external resources and the 
dynamic growth of Latin American exports out­
side the region, which promoted the expansion 
of trade to extra-regional markets and in some 
sectors made regional markets less interesting.

In addition, the advance of Latin Ameri­
can industrialization has, in recent years, been 
obstructed in some cases because some countries 
have suddenly opened their economies up to in­
ternational competition, or in others because 
they have not yet succeeded in stabilizing and 
intensifying the process of industrialization 
owing to their backwardness in terms of the pro­
duction of basic inputs and capital goods. In 
these ways, the capacity to supply manufactures 
to the regional market has suffered, as has the 
demand on that market for capital goods.

To say, therefore, that the integration 
movement has faltered only because of the way 
in which regional or subregional institutions or 
the legal instruments which govern them have 
operated would definitely constitute a severely 
limited view of the complex and varied origins 
of that phenomenon.

It should also be noted that the potential 
for co-operation does not depend only on the 
nature and scope of the integration instru­
ments. In the past decade ways and means of co­
operation have emerged in Latin America 
which are profoundly significant for the

economic linkage and progress of the countries 
of the region. Meaningful and promising exam­
ples of such ways are to be found in the bina­
tional projects to develop water resources, the 
improvement of the common transport and 
communications infrastructure, integration of 
border areas, the petroleum agreement to aid 
the Caribbean and Central American countries, 
joint ventures in several fields, and other forms 
of co-operation at the scientific and technologi­
cal as well as the economic levels.

However, there has recently been wide­
spread doubt concerning the present and future 
importance of regional co-operation. Moreover, 
the various regional integration schemes have, 
instead of becoming stronger and more effec­
tive, been going through a period of institu­
tional lethargy or have come up against danger­
ous and recurrent crises which have resulted in 
the stagnation or even regression of the integra­
tion processes.

Those trends have in the present cir­
cumstances been aggravated by the impact of 
the unfavourable international economic situa­
tion and the payments difficulties now experi­
enced by the great majority of the Latin Ameri­
can countries.

For this reason, unless there is a significant 
turnaround and a more positive attitude to re­
gional co-operation is established, these nega­
tive elements will continue to erode the achieve­
ments made and there will be an increase in the 
skepticism shown by business groups and even 
by the governments themselves, which are, in 
the last analysis, the agents on whose action the 
broadening and strengthening of the process of 
regional integration depend.

B. THE URGENT NEED FOR REGIONAL INTEGRATION AND 
CO-OPERATION TODAY

Such a change of attitude is more vital than ever 
today, since intra-regional co-operation and 
especially reciprocal trade are acquiring special 
importance and urgency in view of the growing 
restrictions on the expansion of exports to the 
rest of the world and the priority given to a style 
of development which is more inward-looking

than the one which prevailed in the region dur­
ing the decade preceding the current crisis.

Since the prospects for North-South co­
operation are dim and the benefits which Latin 
America is likely to derive from the eventual 
economic reactivation of the great centres are 
long in coming, it becomes of vital importance
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to look to the region anew and make regional in­
tegration and co-operation a basic factor in the 
effort to revitalize the Latin American 
economies.

In the present circumstances, a decided 
movement in this direction would make it pos­
sible to achieve three fundamental objectives: 
more intensive use of the region’s idle or under­
utilized productive capacity; increased effi­
ciency through the use of economies of scale, 
which have been severely eroded by the drop in 
production, and, finally, a reduction in the re­
gional use of foreign exchange per unit of pro­
duction.

All this would be of decisive help in achiev­
ing greater collective economic security and 
would make a form of development increasingly 
based on regional demand more viable.

If, on the other hand, the integration 
movement is not revitalized (and it will not be 
unless the governments make a definite politi­
cal commitment), the costs may well be very 
high. Because of the extremely unfavourable 
nature of the present international economic 
situation, the unilateral action which countries 
may take to improve their position in the inter­
national economic scenario might give rise to a 
ruinous process of competition between the 
countries of the region in terms, for example, of 
repeated devaluations or ever-increasing export 
subsidies.

In short, it may be said that now, more 
than ever, Latin America needs a regional-level 
production and complementarity programme 
with suitable promotion and protection instru­
ments which simultaneously promote a more ef­
fective integration process and a more equitable 
distribution of the benefits of that process 
among all the countries of the region. This pro­
cess should also be accompanied by policies 
whereby the Latin American countries concert 
their international action more closely, and it 
would constitute a basic element in increasing 
the degree of autonomy of the region’s 
economic and social development.

In order to progress in this direction, we

consider that in the present circumstances it is 
essential to reaffirm those Latin American poli­
cies which are aimed at achieving:

a) as much complementarity as is possible 
in production, trade and the utilization of trans­
port, insurance, technological and other ser­
vices, on the basis of the principle of Latin 
American preferences and as a way of achieving 
an effective and efficient import substitution 
process at the regional level. To achieve this 
objective it will be necessary to act flexibly and 
pragmatically, making the fullest use of the 
existing integration instruments, special ar­
rangements between governments and other 
economic agents, and all possible means of 
non-traditional co-operation;

b) the initiation of an effective process of 
institutional articulation and co-ordination 
among the various entities working in the field 
of regional integration and co-operation, with a 
view to lending consistency and direction to 
their initiatives and activities. This process may 
be long and complex, but it would make it possi­
ble to proceed clearly and firmly towards the 
building of an authentic regional economic 
community;

c) the consolidation and broadening of 
the joint bargaining power of the countries of 
the region so as to correct the structural and 
conjunctural asymmetry in their external 
economic relations and effectively defend their 
common interests, together with those of the 
other developing regions, against other coun­
tries or groups of countries.

In order to make progress towards the at­
tainment of these objectives, it will be necessary 
in the first place to increase regional co-opera­
tion in the fields of trade, finance, the produc­
tion and supply of food and energy, and the de­
velopment of transport: secondly, there will be a 
need for stronger co-operation with the rela­
tively less developed countries and with other 
developing regions; and, finally, it will be neces­
sary to link up properly the Latin American in­
stitutions engaged in the processes of regional 
co-operation and integration.
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C. THE DEFENCE AND EXPANSION OF INTRA REGIONAL TRADE

As we already saw, intra-regional trade has 
tended to weaken in recent years. In order to re­
verse this trend and take full advantage of the 
potential offered by such trade, measures aimed 
at the following objectives should be adopted:

a) to defend the levels of intra-regional 
trade already reached and keep it from being 
subjected to new limitations or obstacles;

b) to establish a margin of regional prefer­
ence;

c) to promote flexible forms of trade, 
agreed upon within the existing integration 
schemes, in the framework of multilateral disci­
plines.

a) Strengthening intra-regional trade and pre­
venting its erosion

One of the first objectives should be to stop 
the erosion of terms of access in intra-regional 
trade and prevent the application of additional 
obstacles to its expansion.

To achieve this aim it is necessary to put 
into operation higher-level machinery for con­
sultation among the officials responsible for for­
eign trade in the Latin American countries, in 
order to deal with any disputes which may arise, 
solve the administrative problems posed, pro­
vide information on any restrictions which are 
applied, become familiar with existing systems 
for export promotion, and explore ways to 
minimize the impact of the present economic 
situation and of the restrictive trade measures 
accompanying the severe balance-of-payments 
crises in our countries.

At the same time, it is indispensable to 
adopt a regional-level standstill commitment 
which would provide a basic foundation on 
which any additional phase of the trade aspects 
of regional integration could be built, thereby 
making it unnecessary to start once again to lift 
the measures imposed as a result of the 
generalization of restrictions among Latin 
American countries. An additional advantage of 
an agreement of this type would be that it would 
automatically constitute a form of preference 
compared with the treatment given to third 
countries.

This initiative could take the form of an 
administrative decision suspending the im­
plementation of all measures for limiting intra- 
regional trade adopted by every Latin American 
country as from a certain date, on the basis of 
partial agreements or of a formal multilateral 
instrument.

b) Establishment o f Latin American preferences

Regional Tariff Preferences (RTP) are en­
visaged in the 1980 Treaty of Montevideo estab­
lishing ALADI. For its part, resolution 5 of the 
Council of Ministers of that regional grouping 
states that the preferences “should extend as far 
as possible to the entire tariff universe”. The 
RTP are destined in this way to provide a multi­
lateral link among the member countries of 
ALADI.

We feel, however, that the establishment 
of Regional Tariff Preferences should lead to 
the introduction of trade integration machinery 
for the whole of Latin America. We therefore 
consider it desirable to formulate an ad hoc 
agreement for adoption by all the Latin Ameri­
can countries. In order to ensure its rapid im­
plementation, it should not have to be ratified 
or adopted by the individual national legisla­
tions in the normal manner. It could consist of 
an agreement for the partial or total suspension 
—but only on a temporary basis— of customs 
duties.

Several studies have been prepared on the 
various options available for avoiding the diffi­
culties raised by implementation of the RTP, 
particularly with regard to the heterogeneity of 
the tariff systems of the different member coun­
tries, the partial preferences already in force as 
a result of negotiations held within ALADI, and 
the preferences existing among the Andean 
countries. For all these cases, technically ade­
quate solutions which would facilitate adoption 
of the preferences have been suggested.

The decisions recently taken within 
ALADI on negotiating the common heritage 
could pave the way for reaching, in the briefest 
time possible, the political decision to imple­
ment this system of preferences. Its importance
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is all the greater today because of the need for 
maintaining clear and firm elements of multilat­
erality in a scheme of trade relations which 
necessarily is going to have to exploit, pragmati­
cally and to the maximum, the opportunities of­
fered by partial complementation agreements 
and bilateral processes for maintaining and ex­
panding trade flows. Without disregarding the 
importance of the latter, it appears particularly 
vital, both politically and economically, for the 
region as a whole to establish regional preferen­
tial action which would lead to global-level trade 
integration machinery.

It is obvious, however, that under the cur­
rent economic circumstances tariff machinery 
by itself would not be sufficient to avoid other 
obstacles opposing the expansion of intra-re- 
gional trade. However, tariff preferences can 
generate trade, both by encouraging explora­
tion of new preferential markets and by improv­
ing the conditions of access to markets which are 
protected by relatively high tariff levels or by in­
stitutional features which make them nearly im­
penetrable to imports not coming from the in­
dustrialized countries.

Trade preferences may go beyond the 
tariff sphere and extend to a comprehensive­
ly Latin American outlook concerning pref­
erences, as a result of which, under the present 
circumstances, they could become a fundamen­
tal anti-cyclical instrument for resisting the 
drop in exports to areas outside the region and 
also make possible a reduction in imports from 
outside Latin America.

This outlook concerning preferences 
could be firmly applied to the State purchases 
which currently make up a significant portion of 
the imports of most of the Latin American 
countries. Most of the large infrastructure 
works and the largest purchases of capital goods 
conducted in the region are in the hands of the 
State or of public enterprises, while in some 
other cases the investments are made by private 
enterprises, which enjoy official financing or 
guarantees. Therefore, a regional system of pref­
erences in public tenders open to foreign enter­
prises may be extremely important in increasing 
trade and reactivating the demand for capital 
goods, which has decreased as a result of the cuts 
in public investment taking place in many coun­
tries in the region.

c) New form  of regional trade

In the current circumstances, ALADI of­
fers a flexible legal framework for constructing 
an area of economic preference through a vari­
ety of mechanisms. Among other instruments, 
explicit recognition is given to the part which 
may be played by agreements of partial scope in 
diverting trade flows.

However, we believe that, while the 
‘realism’ of the potential held by agreements of 
partial scope should be recognized, multilateral 
discipline should also be observed as a way of 
avoiding the re-introduction of competitive or 
exclusive bilateral trends which would check 
possible advances towards permanent multilat­
eral forms and, eventually, towards a true re­
gional economic community.

It is in this context that we should envisage 
the role of subregional, bilateral and partial 
agreements, and of the balanced or adjusted 
trade which has recently acquired new momen­
tum.

It is true that the latter suffers from de­
fects or elements of trade diversion that are not 
always effective or economically advisable. How­
ever, as recent trends in the international econ­
omy have demonstrated, these mechanisms 
are especially attractive as a response to the 
emergencies raised by the crises in the balance of 
payments and should be explored among the 
countries of the region. The food and fuel sec­
tors provide a suitable area for this type of trade 
agreement.

For example, in 1979 the Latin American 
countries imported food and beverages in an 
amount of slightly more than US$ 10 billion, of 
which only US$ 3 billion came from other Latin 
American countries. That is to say, the extra-re­
gional imports represented approximately two- 
thirds of the total Latin American imports of 
those products. In the same year the Latin 
American countries exported slightly more than 
US$ 25 billion of those same products out of 
the region.

In the fuel area, it should be pointed out 
that in 1979 the Latin American countries im­
ported US$ 20.7 billion of such goods, of which 
only slightly more than US$ 8 billion originated 
in the region. That is, 60% of the regional fuel 
imports came from the rest of the world, which
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leaves an ample margin for developing recip« 
rocal trade.

The extra-regional imports of these two 
product groups as a whole are equivalent to 
nearly the total figure for intra-Latin American 
trade, while exports of them out of the region 
are, in both cases, far higher than the extra-re­
gional imports. This provides an idea of the op­
portunities existing for expanding trade among 
the Latin American countries, especially with re­
spect to food and fuel, trade in which is to a 
large extent in the hands of public or State-con­
trolled enterprises.

This shows how important it is to extend to 
the region as a whole the attempts already being 
made bilaterally to establish mechanisms for in­
creasing opportunities for expanding balanced, 
compensated trade.

D. FINANCIAL CO-OPERATION

Examination of the current problems of region­
al trade and the limitations on its expansion 
points to the great importance of expanding 
and strengthening regional mechanisms for fi­
nancial co-operation.

We consider it of high priority and feasible 
in the short run to revitalize and interconnect 
several already-existing intra-regional finan­
cing schemes. Among these are the multilateral 
payments mechanisms (Central American) 
Clearinghouse, Caribbean Multilateral System 
of Compensatory Payments, and the ALADl 
System of Reciprocal Payments of Balance and 
Credits): the trade balance and balance-of-pay­
ments mechanisms (Santo Domingo Agree­

ment, Central American Monetary Stabilization 
Fund, and the Fund for Debit Balance Finan­
cing in the Central American Clearinghouse), 
and export credit financing and insurance 
(Latin American Export Bank, Andean Trade 
Financing System, and Latin American Associa­
tion of Export Credit Insurance Agencies). 
These are initiatives which, for the most part, 
have already been studied and could increase 
their contribution to reciprocal trade and to the 
saving of foreign currency in the region.

In the area of project financing, it is worth 
while recalling that the region already has four 
subregional bodies —the Central American 
Bank for Economic Integration, the Caribbean 
Development Bank, the Andean Development 
Corporation and the River Plate Basin Financial 
Fund— all of which are in a position to absorb 
additional intra- and extra-regional resources. 
The latter resources could become a highly use­
ful complement to the efforts in the area of 
domestic savings which the region must carry 
out in order to accelerate its development.

In the nearly 25 years of its existence, the 
Inter-American Development Bank has played 
a very significant role as a body for promoting 
the development of Latin America, combining 
resources from the countries of the region with 
those from outside the region. However, it 
would have even more importance in the Latin 
American integration process if it placed more 
emphasis on promoting the financing of intra- 
Latin American exports and expanded its action 
in favour of regional co-operation, including 
the promotion and financing of joint investment 
projects among several countries.

E. CO-OPERATION IN THE AREA OF FOOD, ENERGY AND TRANSPORT

Latin America is facing the risk of growing ex­
ternal dependency in satisfying its ever-increas­
ing food consumption, for the prospects for the 
future evolution of demand and the production 
of food for the region as a whole indicate that, if 
current trends do not change, Latin America’s 
net trade deficit of food products with the rest 
of the world will rise sharply. This will be seri­
ous not only in terms of its influence on the bal­

ance of payments but also with respect to the 
worsening of the external vulnerability of such a 
strategic sector as this.

Therefore, the Latin American countries 
have recendy established, in the framework of 
SELA, an Action Committee whose objective is 
to develop a System of Regional Food Security. 
Under this Committee a programme of action 
has been established whose objectives are as am-
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bilious as the food situation of the region is dis­
turbing, In other words, in this area Latin 
America already has the institutional and plan­
ning framework necessary for meeting one of 
the most important challenges that it will have to 
face in the coming years. We therefore consider 
it of the highest importance for all the Latin 
American countries to participate actively in this 
venture and for its full implementation to be en­
sured through the granting of the political sup­
port which it deserves.

The situation is similar in the energy area. 
Through the Latin American Energy Organiza­
tion (OLADE) and its Latin American Energy 
Co-operation Programme (PLACE), the Energy 
Co-operation Programme for the Countries of 
Central America and the Caribbean established 
by the San José Agreement, and various bilat­
eral and even multinational initiatives, an exten­
sive network of agreements and programmes of 
action has been established in the region, which 
should make it possible for Latin America to 
meet more adequately, in the future, the prob­
lems arising from its commercial and technolog­
ical vulnerability in the energy sector.

Under the current circumstances, we feel 
that it is particularly important to give the politi­
cal and financial support needed in order for 
these initiatives, and especially the Latin Ameri­
can Energy Co-operation Programme, to devel­
op fully. Their influence on the economic reac­
tivation of the region, the maintaining of the 
level of export income of the producer coun­
tries, the saving of foreign currency by the im­
porting countries, and the consolidation of re­
gional technical development is enormous, and 
it could be detrimental to Latin America to ig­

nore them when the contribution they can make 
is so great.

In the case of transport, many kinds of ac­
tion may be taken to improve the administration 
and technology of the merchandise movements 
stemming from trade between the region and 
the rest of the world and in the region itself. It 
is mainly a question of reducing costs, improv­
ing competitiveness with respect to the services 
offered by third countries, and procuring a 
growing proportion of the extensive freight and 
insurance market, which is mainly in the hands 
of businesses outside of the region today. It is 
sufficient to point out that in 1982 the region 
paid to foreign enterprises approximately US$ 
8 billion in maritime freight, that is, approxi­
mately 70% of its total expenditure in this 
category.

In order to tackle these problems and seek 
suitable solutions for them, it is considered nec­
essary to have a forum —which does not exist at 
present— in which to study at the regional level 
the questions of the institutional strengthening 
of sea transport and transport facilitation.

This forum, which could be in­
stitutionalized in the form of a Permanent 
Maritime Transport Committee within SELA, 
would enjoy the technical support of ECLA and 
of the regional integration bodies. Its objective 
would be the integral study of the problems af­
fecting maritime transport and related matters 
in Latin America, with a view to promoting the 
development of national merchant marines, in­
creasing the region’s share in the movement of 
its international trade, and improving intra-re- 
gional maritime services.

F. LATIN AMERICAN CO-OPERATION WITH THE COUNTRIES OF 
CENTRAL AMERICA AND THE CARIBBEAN

It does not appear possible to achieve the dual 
ideal of accelerated and relatively autonomous 
development and greater regional equity with­
out special help for the countries of Central 
America and the Caribbean, either within the 
respective integration schemes or by seeking ad 
hoc instruments which would allow non-mem­
ber countries to associate themselves with them.

New geoeconomic spaces could be created in 
this way, enriching the jK>ssibilities of integra­
tion and co-operation and of regional political 
co-ordination.

To a great extent the legal infrastructure 
for this already exists, since the 1980 Treaty of 
Montevideo makes it possible to grant non-re­
ciprocal preferential treatment to developing
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non-member countries of ALADI, such as the 
Central American and Caribbean countries, and 
other non-members of integration schemes, 
such as Cuba, Haiti, Panama and the Dominican 
Republic. Although there are significant diffi­
culties involved in an initiative designed to in­
crease commercial and economic links between 
the countries of ALADI (which includes the An­
dean Group) and the Central American and 
Caribbean countries, we are also aware that the 
region will achieve its true political and 
economic significance only when there is a net­
work of effective links uniting all the countries 
in the Latin American community, while avoid­
ing the presence of elements which tend to re­
produce inequitable relations between them.

In this framework of ideas, we consider 
this to be a particularly favourable occasion for 
making a special effort to fully incorporate the 
Caribbean and Central American countries into 
this process.

Central America is a zone that is especially 
affected by the international economic crisis and 
by serious political tensions which are threaten­
ing to destroy the region’s peace. We believe 
that the rest of Latin America cannot remain in­
different towards that situation, We therefore 
propose that a Latin American emergency pro­
gramme in support of Central America should 
be adopted, so that the countries of that subre­
gion will be able to moderate the effects of the 
crisis and revitalize their economic and social de­
velopment process. That programme could he 
based on two main groups of measures.

Firstly, Latin America should foster an in­
itiative aimed at regional economic co-operation 
with the Central American countries, helping 
them to promote their economic growth and, in 
this way, relax political tensions. Although this 
action would call for some financial support 
from the other Latin American countries, its 
main virtue and potential would lie in the assis­

tance these countries would lend to help the
Central American countries obtain a higher 
level of global external financing.

Secondly, in accordance with the stipula­
tions of the 1980 Treaty of Montevideo setting 
up ALADI, the most developed countries in the 
region could facilitate the access of Central 
American products to their markets through 
preferential trade treatment.

In the case of the Caribbean countries, 
their history and rich cultural heritage differ in 
many aspects from those of the rest of the Latin 
American countries. As they have been gaining 
independence, they have been joining regional 
organizations, sharing with and within them 
tlteir problems and aspiradons. Under the pres­
ent circumstances, these countries are fully 
aware of their region’s special identity and of 
the need for strengthening their unity to meet 
the challenges of their economic, social and 
political development.

For their part, it is in the best interests of 
the other Latin American countries —particu­
larly those in the vicinity of the Caribbean re­
gion— to make maximum efforts to support the 
economic development of the Caribbean coun­
tries and to strengthen the relevant co-opera­
tion structures.

In view of the seriousness of the interna­
tional situation’s repercussions on the economy 
of the Caribbean countries, we feel it is neces­
sary for the Latin American countries with the 
greatest potentialities, despite their present 
economic limitations, to expand their facilities 
for supporting this subregion by means of an in­
itiative to be analysed and projected jointly with 
the Caribbean countries.

The continuation of the energy co-opera­
tion programme of Mexico and Venezuela in 
favour of the Central American and Caribbean 
countries is very encouraging in this connection.

G. THE LACK OF CO-ORDINATION IN THE LATIN AMERICAN 
INSTITUTIONAL SYSTEM

There is one last aspect of Latin American co­
operation which we would like to mention with 
special emphasis on this occasion, since we feel it 
is an important factor in determining the pos­

sibilities for strengthening regional co-opera­
tion. We refer to the present lack of co-ordina­
tion among Latin American institutions.

In recent years, many regional specialized
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agencies have arisen, a large number of commit­
tees or bodies dependent upon these agencies 
have been established, and action plans and re­
gional strategies related to the most varied areas 
have been set up. Many of these mechanisms 
duplicate or overlap those which have arisen in 
the framework of regional and subregional 
trade or physical integration agreements or the 
regional bodies and specialized agencies of the 
United Nations system or the inter-American 
system. Each of these institutions generally has 
its own governmental machinery and sec­
retariat. All this constitutes a thickly interwoven 
institutional fabric which lacks joint structures 
and co-ordination. There is no mechanism for 
establishing any form of co-ordination among all 
or at least some of these institutions. Further­
more, many of these agencies often follow 
parallel and in some cases even contradictory 
paths.

All these facts make it advisable to establish 
some type of central mechanism for the ade­
quate co-ordination and promotion, from a 
high political level, of the activities and initia­
tives being proposed by this variety of institu­
tions. Rather than avocating collective control 
machinery, we are proposing that they should 
be integrated at the functional level and pro­

vided with common guidelines, thus reinforcing 
the value of the activities being developed by 
one or the other.

In accordance with its original mandates, 
SELA could assume the functions of guiding 
and co-ordinating those Latin American institu­
tions which deal with negotiation activities, both 
in the harmonizing of common positions to­
wards third countries and in regional integra­
tion and co-operation.

We feel that in this way more co-ordinated 
and effective attention would be given to many 
initiatives which often are not implemented ef­
fectively, due to the institutional weakness of 
their bases or because they compete with similar 
initiatives coming from other forums. Alterna­
tively, it is necessary to ensure support for initia­
tives which lose vitality after being taken, since 
only through the support of the governments is 
it possible to ensure their survival and develop­
ment.

The advance of the regional integration 
and co-operation processes towards their final 
goals must at the same time be linked up with 
the institutional structure called for by the de­
velopment and consolidation of the Latin Amer­
ican community.

VI
Concerted regional action to deal with the 

problems of international trade

It seems clear that the basic balance-of-pay­
ments and indebtedness problems of the region 
can be solved in the medium and long term only 
by improving the terms of world trade and put­
ting a sustained programme for the expansion 
of regional trade into effect. Unless the neces­
sary external resources can be generated by 
means of trade, it will not be possible to find a 
solution to the present balance-of-payments 
bottlenecks or to cope with the debt servicing re­
quirements.

It is probable that in the next few years the 
growth rate of international trade will be rela­

tively slow, more or less in line with the sluggish 
evolution of the world product projected by var­
ious specialized bodies. This is partly due to the 
loss of impetus suffered by the process of in­
creasing trade openness of the industrialized 
centres which accompanied and promoted their 
rapid economic development in the period from 
the end of the war up to the mid-1970s. This 
has also held back the progress which was being 
made towards a new international division of 
labour at the world level.

Moreover, the principles and rules on 
trade liberalization which have governed inter­
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national trade under the aegis of GATT for 
more than 30 years are being progressively 
eroded. It was impossible to reverse this nega­
tive tendency at the last ministerial meeting of 
GATT, held at the end of 1982. Thus, the in­
creasingly discriminatory and covert nature of 
the measures which countries have been taking 
has meant that in practice the exceptions to the 
GATT regulations now cover a very high prop­
ortion of international trade, affecting Latin 
America in particular.

In order to cope with these unfavourable 
trends, Latin America can take three mutually 
complementary types of action. On the one 
hand, it can define and adopt pK>licies aimed at 
strengthening its joint potential for responding 
to and negotiating with the industrialized 
centres. Secondly, it can use its presence in dif­
ferent multilateral and bilateral forums to put 
forward its claims more actively. Finally, it can 
diversify its markets in order to improve the 
possibilities for selling its exports.

A. STRENGTHENING LATIN AMERICA’S BARGAINING POWER

Latin American exports of basic commodities 
and manufactures — the expansion of which is 
essential for the region’s development— face in 
the markets of the industrialized countries a set 
of tariff barriers (graded according to the de­
gree of processing of the exports) as well as non ­
tariff barriers. Both types of protection have a 
limiting and discriminatory character and are 
gradually bringing about a situation where the 
central coyintries have acquired the capacity to 
manage as they wish their trade with the de­
veloping countries and especially Latin Ameri­
ca. This management may take place in a selec­
tive and non-continuous manner or, if neces­
sary, may be broader, more intensive and more 
frequent.

For these reasons, we consider that it is an 
essential task for the region to organize and take 
advantage of its bargaining capacity in order to 
have the real p>ossibility of applying symmetrical 
trade treatment to exports originating from de­
veloped countries which apply protectionist pol­
icies: an aspiration which has been repeatedly 
manifested and approved by the Latin Ameri­
can countries.

In order to formulate and adopt these 
measures, however, it is necessary first of all to 
have timely and accurate information on the 
characteristics and scope of the protectionist in­
struments used by the industrialized nations, as 
well as the products or product groups in re­
spect of which the Latin American countries 
could possibly apply compensatory measures. 
Subsequently, the application of such measures 
could be agreed and carried out in various alter­

native ways: one valid only for the Latin Ameri­
can countries affected by one or more specific 
forms of protectionism in the centres; another 
at the level of agreements taken within the exist­
ing subregional groupings, and a third, broader 
type which would constitute an agreement en­
tered into by the entire region.

As regards basic commodities, since these 
represent around 80% of the total value of Latin 
American exports (approximately 40% if petro­
leum is excluded), it is immediately clear how vi­
tally important and urgent it is to increase the 
level of their processing, to defend their inter­
national prices, and to organize greater and 
more stable bargaining power vw-d-ti« the con­
sumer countries.

Although basic commodities are so impor­
tant to the developing countries, the main 
agents in world trade in this field are the de­
veloped market economy countries, which gen­
erate close to 60% of the world exports of these 
goods and absorb over 70% of the total imports 
of them. This means that in the case of some 
particular products such as cereals and cotton, 
the success of the measures proposed at the in­
ternational level will depend on the degree to 
which the developing countries can organize 
their bargaining power to counterbalance that 
of the industrialized countries, either as produc­
ers or consumers. To this end, Latin America 
should define differentiated policies for each 
basic commodity or group of commodities, in 
line with their particular characteristics, the 
kind of action or measures to which they lend
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themselves, and the role which the region could 
play in each case.

In this connection, there is an urgent need 
to support the commodity agreements as fully as 
possible, in line with the objectives our countries 
identifíed at the recent meeting held at Car­
tagena in preparation for the sixth session of 
UNCTAD, which were validated shortly after­
wards when the Group of 77 met in Buenos 
Aires.

In those cases where there are no interna­
tional agreements which meet the interests of 
the countries of the region adequately or where 
attempts to seek solutions through the tradi­
tional agreements have proved sterile, Latin 
America should make the most, at the bargain­
ing table, of the opportunities available to it 
through its combined purchasing power. In this 
regard, it is urgent to broaden and strengthen 
the bargaining power of the existing producers’ 
associations (GEPLACEA and UBEC) and of 
the multinational marketing firms (COMUN-

BANA and MULTIFER) so that the success of 
these may serve as a basis for the establishment 
of similar bodies for other commodities which 
are important to Latin America.

The commodity export strategy also calls 
for the systematic incorporation as one of its es­
sential dimensions of rising degrees of national 
processing and marketing of such products. 
The measures defined in this direction —a 
number of which will affect the operations of 
the transnational corporations— will have a 
leading role to play in the formulation of an in­
tegral policy for the commodity-producing and 
exporting sectors. As some Latin American 
countries have already been doing, it would be 
desirable for national authorities to incorporate 
into their foreign investment policies measures 
aimed at inducing the transnational corpora­
tions to increase their industrial exports of man­
ufactures or semi-manufactures and generate 
increasing trade surpluses in their operations.

B. ACTION IN MULTILATERAL AND BILATERAL FORUMS

We do not wish to repeat here the lines of action 
emphasized by the countries in the Group of 77 
and the Latin American Group, but to lay stress 
only on those which are most urgent and rele­
vant in the present circumstances. The region, 
in co-ordination with the Group of 77, should 
continue pressing for the consideration and 
negotiation, within the context of GATT, of the 
gradual reduction of the various types of tariff 
and non-tariff restrictions now being applied. At 
the same time, for the identification of the prob­
lems involved in this field and the adoption of 
common positions by the developing countries, 
the institutional facilities existing in UNCTAD 
offer a good alternative whose timeliness and 
appropriateness become all the more obvious in 
view of the current Sixth General Conference of 
this organization.

The countries of Latin America must also 
act together to ensure that the benefits deriving 
from the Generalized Systems of Preferences 
(GSP) are expanded. The various limitations 
from which these systems suffer from the point 
of view of their transitory nature, their unilat­

eral characteristics, their selectivity, the rules re­
garding origin and quantities permitted and 
their use of the system of graduation have 
caused widespread frustration. It is therefore 
urgently necessary to improve them through 
the UNCTAD multilateral forum, and for this 
purpose the joint determined action of the re­
gion is indispensable, albeit without prejudice to 
bilateral negotiations with each of the countries 
or regions of the industrialized world which op­
erate GSP schemes.

One of the forms of protectionism prac­
tised by the developed countries which is most 
harmful because of its dimensions, diversifica­
tion and negative effects on the economic activ­
ity of the region is that of the subsidies for pro­
duction and exports grantéd by those countries 
to certain key production activities.

For these reasons, we consider that one of 
the crucial issues which can and muSt be 
negotiated with the developed countries is that 
of subsidies. These negotiations should be car­
ried out in the appropriate forums and with a 
great sense of urgency, since the code on sub­
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sidies currently in existence is inappropriate 
and ineffective. While these negotiations are in 
course it will be necessary to have some com­
plementary operational support and technical 
analysis machinery within the framework of 
UNCTAD.

Furthermore, it is also essential to redou­
ble efforts to strengthen and expand the Inte­
grated Programme for Commodities agreed 
within UNCTAD, both as regards the gradual 
adoption of international agreements between

producers and consumers for 18 selected prod­
ucts and as regards the complementary initiative 
for the establishment of a Common Fund for 
commodities. Especially as regards the Common 
Fund, it is our firm belief that the Latin Ameri­
can countries can play an effective leadership 
role in the process of obtaining the signatures 
and ratifications required in order to complete 
the entry into force of the Agreement setting up 
this Fund.

C. THE NEED FOR DIVERSIFICATION OF THE MARKETS FOR 
LATIN AMERICAN EXPORTS

Because of the growing inability of the markets 
of the central industrialized countries to absorb 
additional Latin American exports, as well as 
the increasingly serious difficulties in gaining 
access to them, a policy aimed at the expansion 
and strengthening of other markets is dearly 
justified and of high priority. This policy should 
include exploration of the opportunities offered 
by trade with the centrally-planned economies, 
especially those of Eastern Europe which are 
members of the Council for Mutual Economic 
Assistance (CMEA). Trade with the CMEA 
countries has shown relatively rapid growth in 
recent years, although it is true that it started 
from a very low level. A considerable number of 
trade and payments agreements have been 
signed between countries of the two areas, many 
of which go beyond the purely trade area and

include matters of industrial, scientific and tech­
nological co-operation. The existing experience 
therefore gives grounds for viewing in a positive 
manner the prospects of greater expansion of 
reciprocal trade, although this may partly de­
pend on the obtaining of satisfactory solutions 
for the establishment of multilateral agreements 
for settling trade balances.

It is worth noting that the Latin American 
countries are interested in diversifying their ex­
ports to the CMEA countries —which currently 
consist almost entirely of primary com­
modities— through the export of manufac­
tures. In addition, the possibility should be 
explored of inducing the CMEA countries to 
grant long-term preferential contracts in re­
spect of products of interest to the region, with­
in a new system of international trade relations.

D, CO-OPERATION WITH OTHER DEVELOPING REGIONS

High priority should be given to strengthening 
the bonds of co-op>eration with other developing 
regions, pursuing the efforts already initiated 
with countries of Africa and Asia.

This co-operation should go beyond the 
purely commercial area so as to attain and oper­
ate in a broader context of reciprocal co-opera­
tion within a framework of integration where 
co-operation is promoted not only in trade but 
also in the fields of technology, transport, the 
exchange of experience and joint investments.

In this connection there are of course fac­
tors which restrict the possibility of expanding

trade relations, such as limited supplies for ex­
port; problems of transport, communications 
and financing; the absence of preferential ar­
rangements and, above all, the shortage of reli­
able and timely information.

One of the priority tasks is to seize the op­
portunity available in the present circumstances 
to intensify the action taken in these fields of co­
operation, within which the establishment of a 
global system of trade preferences among de­
veloping countries can play a significant role, as 
can the mobilization of the developing countries 
themselves through the existing regional institu­
tions.
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The challenges raised by the crisis and a 
new form of development
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The preceding analyses demonstrate the great 
external vulnerability of Latin America in the 
face of the international economic crisis and the 
limited possibilities offered by the current policy 
of the international financial agents. As a re­
sponse, we advocate concerted Latin American 
action in the international sphere in order to ob­
tain a thorough-going structural adjustment 
which will make it possible to defer over time 
and distribute more equitably the costs facing 
the countries of the region today.

Latin America has been meeting the crisis 
by rigorously adjusting its economies and facing 
up to high social and economic costs. Up to now, 
in most cases, the results do not appear to justify 
the sacrifices. If  the current conditions con­
tinue, recovery will continue to be slow, and the 
social and political costs will be even higher.

Mobilization of the Latin American poten­
tial for international negotiation and regional 
co-operation is therefore becoming essential for 
achieving a more equitable distribution of costs 
among the countries of Central and Latin 
America. This redistribution of costs will ex­
pand the countries’ degree of manoeuvrability, 
avoiding the creation of undesirable and 
dangerous social tensions. Although we have 
had to concentrate our recommendations on ur­
gent current problems, and especially those aris­
ing from external relations, there is no doubt 
that action in the internal policy sphere is essen­
tial if the current recession is to be handled with 
fairness and a long-term view of the existing 
problems. Such an approach would also provide 
international action with appropriate domestic 
support in the political, social and economic 
sphere.

Taking a structural view of the problems 
afflicting us, the crisis has pointed up the long­
term unfeasibility of development strategies 
which have once more proven their extreme ex­
ternal vulnerability and their tendency to create 
inequitable societies.

For this reason, in our approach to short­

term adjustment problems we would also like to 
call attention to the need for substantial changes 
in the current modalities of our economic and 
social development. In this context we believe 
that the measures being put forward in interna­
tional and regional spheres should, while redu­
cing short-term external imbalances, create the 
foundations for different forms of growth and 
distribution.

The new modality for development should 
aim at substantive changes in external economic 
relations, correcting the structural imbalances 
which have characterized them in the past. 
What is more, it should be acknowledged that, 
even if the hoped-for reactivation does occur, 
both in the economies of the centres and in 
world trade, the extra-regional relations of 
Latin America will make it necessary to envisage 
as restrictions the high initial indebtedness and 
a new international financial context. Even if 
the debt is successfully renegotiated, servicing it 
will continue to affect the Latin American 
economies, and it is highly improbable that net 
external financing will again play a role similar 
to that which it played during the 1970s. Fur­
thermore, it is unlikely that protectionism and 
the instability of world trade will cease to be sig­
nificant problems, which makes rather question­
able the strategies basing the economic 
dynamism of the region on exports to the 
centres. Therefore, the new arrangements for 
development should be based more and more 
on the domestic and intra-regional markets and 
—to the extent that South-South relations be­
come strengthened— on the markets of the rest 
of the developing world.

The needs and pressures connected with 
the crisis, by reducing considerably the import 
levels at which the previous forms of economic 
growth operated, once more open up pos­
sibilities for substitution in the national and re­
gional spheres. Efficiency of operation, in our 
opinion, is indispensable in this new stage of im­
port substitution. In any case, the serious cur­
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rent economic deterioration does not leave 
room for wasting the scant resources available. 
Furthermore, we feel it is absolutely necessary 
to orient the production changes in the new 
modality of development towards a regional 
market. In this connection, the recommenda­
tions made concerning regional co-operation in 
trade, financing and other spheres should be 
considered as first stages in a long-term process 
of a multilateral nature.

The new modality of development must 
also meet other requirements in the domestic 
sphere. In the area of equity, a suitable policy 
should be developed for keeping up appropri­
ate levels of consumption and employment op­
portunities for the broad masses. With regard to 
medium- and long-term expansion, it is indis­
pensable to preserve the physical and industrial 
infrastructure which it cost so many years of ef­
fort to build. Furthermore, in the key sectors for 
the new economic expansion it is essential that 
levels of investment, which is some cases now 
threaten to be insufficient even for covering the 
depreciation of the existing production capac­
ity, should be recovered as soon as possible.

These challenges are in many cases in 
open contrast with the previous patterns of con­
sumption and savings. Thus, in our view, the 
new economic policies must aim at much greater 
austerity than in the past — austerity in both 
public and private consumption and, most espe­
cially, in that of the high-income strata. The re­
duction of these strata’s diversified consump­
tion, which is also highly dependent on the ex­
terior, will not only facilitate the social consen­
sus, but also make it possible to attain the objec­
tives of domestic savings, relieve the pressure on 
the balance of payments, and make it easier to 
control inflation.

The complexity of the problems we are 
facing and the nature of the changes needed 
place very strict demands on the management

of the economy. However, the most difficult ob­
stacles will arise at the political and institutional 
level. Both the short-term measures and the 
transition towards a new development strategy 
call for a firm and wise hand on the part of the 
State. The varied political experience of Latin 
America makes it clear that there are no 
mechanisms or institutions which, by them­
selves, can ensure that the economic process will 
proceed efficiently and properly.

The market has economic and political vir­
tues, but these do not include the unaided abil­
ity to guide development or cope effectively 
with crises. We believe that in periods of crisis it 
is vital for the State to play a central role in the 
management of the economic process and in the 
co-ordination and harmonization of efforts. We 
must not, however, fall into the technocratic il­
lusion of thinking that this kind of intervention 
alone is any guarantee of a reasonable degree of 
efficiency.

Co-ordination refers first and foremost to 
the need for the whole State apparatus —cen­
tral and regional, administrative and decen­
tralized— to act in an integrated and harmoni­
ous manner. Concerted action has to do in par­
ticular with the capacity of the State apparatus 
to reflect the interests of the social groups, 
guide their action and direct wills towards com­
mon goals.

Although the co-ordination of the State 
apparatus is the necessary and primary source 
of its efficiency, the harmonization of efforts be­
tween the public and private and the labour and 
entrepreneurial sectors is also an essential fea­
ture of the kind of planning which is so sorely 
needed at present.

Only by combined action directed towards 
common goals will societies be able to solve their 
pressing problems and provide an answer not 
only to the concerns of the moment but also to 
the challenges of the future.



The world crisis and Latin America
C onclusions o f  th e  m ee tin g  o f  lead in g  p ersonalities 

con v en ed  by EC L A  in  B ogotá  fro m  19 to  21 M ay 1983

A. ORGANIZATION OF THE MEETING

1. The Executive Secretary of ECLA called together a group of leading Latin American per­
sonalities* in order to analyse, on a strictly personal basis and without implying that their views were 
shared by their respective governments or institutions, the impact of the international economic 
crisis on Latin America and possible solutions to this problepi. The meeting took place in Bogotá 
from 19 to 21 May 1983 and was officially opened by the President of Colombia, Dr. Belisario Betan- 
cur.
2. During this meeting the participants unanimously expressed their deep gratitude for the per­
ceptive, warm and effective support received from the President of the Republic of Colombia, the 
different national authorities of that country, and its people as a whole,
3. The following are the main conclusions reached at the meeting.

B. CONCLUSIONS

4. As a result of the severe imbalances in the international economy and the build up of unresol­
ved problems as regards their development strategies and domestic economic policies, the countries 
of Latin America are passing through the severest economic crisis experienced in the last fifty years. 
The sharp drop in commodity prices, the resurgence of protectionism in the industrial centres, the 
high real interest rates still prevailing on international financial markets, the violent contraction in 
the inflow of external private credits after a period in which such credits increased to an extraordi­
nary degree, together with a great mass of problems of domestic origin, constitute factors which 
have combined to give rise to acute balance-of-payments crises and severe declines in growth rates 
—and even in absolute levels of economic activity— in most of the countries of the region.
5. The international economic crisis has been closely linked to the unfavourable economic perfor­
mance of the industrialized market economy countries in recent years. The decline in their 
economic activity not only represents a sharp setback in the long cycle of expansion which began 
after the war, but is also a reflection of the effects of the structurally imbalanced markets built up 
by these countries over the years. The crisis of the industrialized countries has also been influenced, 
however, by the very restrictive monetary policies which they have applied in a context also charac­
terized by big fiscal deficits. As a result, interest rates have reached unprecedented high levels which 
represent the main obstacle to the achievement of a vigorous and lasting recovery in the interna­
tional economy, while they have increased to an extraordinary extent the cost of servicing the Latin 
American countries’ external debt. Furthermore, because of their projections on domestic interest 
rates and the fact that in some countries they have coincided with policies of exaggerated financial 
liberalization, they have helped to weaken the solvency of enterprises and to make it more difficult 
to achieve a recovery in economic activity and employment in most of the countries of the region.
6. The contraction in the Latin American countries’ external trade has been visible not only in 
their trade with the rest o f the world but to an even greater extent at the intra-regional level. Thus, 
at a time when intra-Latin American co-operation is more necessary than ever, it is being the victim 
of the combined effects of the international economic crisis and of domestic factors which join with 
the recessive forces operating in the region to erode the co-operation process. The increasing re­

*See the list of participants at the end of this article.
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strictions on reciprocal trade which have been growing up in all the subregional integration group­
ings m Latin America are a source of particular concern.
7. It must also be acknowledged that the shortcomings in the economic policies applied by some 
countries of the region have played their part in the serious situation now being faced by them. Con­
sequently, as well as adopting the immediate measures called for in order to face up to the crisis, the 
countries must gradually progress towards styles of development which are not only more in keep­
ing with the more restrictive international context and the growing legitimate aspirations for social 
equity which will probably prevail in the future but are also based to a greater extent on domestic 
effort.
8. In order to face up to these challenges, it is necessary to make thorough-going changes in the 
current international economic order in line with the proposals repeatedly made by the developing 
countries in different international forums. It is essential, too, that in the immediate future the main 
developed countries should put into effect vigorous economic reactivation programmes through co­
ordinated action which avoids the generation of new inflationary pressures. This reactivation policy 
must also include measures taking account of the legitimate interests and aspirations of the develop­
ing countries, so that the latter may play the dynamic role which corresponds to them in the interna­
tional economy.
9. The developing countries, for their part, must decide on action aimed at reactivating their own 
economies both by taking advantage of the opportunities offered by the recovery of the world 
economy and by increasing the domestic demand of each country and of the region as a whole. 
Likewise, important changes are called for in the way the domestic economic policy of most of the 
Latin American countries is run, with the aim of bringing it in line with the new circumstances and 
effecting the structural changes needed in order to promote better income distribution and, 
through it, the achievement of the necessary social consensus.
10. All this calls for more effective and timely action on the part of the State, not only in order to 
face up to the crisis but also in order to ensure that, once it has been overcome, the economies will 
resume the process of economic growth on more stable, equitable and dynamic bases. In order to do 
this, it will be necessary to make more effective use of monetary, fiscal and exchange instruments, 
place domestic financial markets on a sounder basis, provide the public sector with non-inflationary 
sources of revenue, and bring about more equitable sharing both of the sacrifices involved in the ad­
justment process and the fruits of economic development.
11. The countries of the region have clearly expressed their firm will to honour the external com­
mitments they have assumed. Even at the cost of extreme sacrifices, however, many of them are not 
likely to be in a position to pay their external debt servicing costs on the terms originally contracted. 
Moreover, some of the solutions reached so far seem rather to be mere expedients which could give 
rise to new and even more serious difficulties, while in the renegotiation processes the private com­
mercial banks have excessively increased their commissions and surcharges in respect of the loans 
which have been refinanced.
12. The existing international financial institutions lack both the faculties and the resources 
needed to offer solutions which reconcile the fundamental interests of debtors and creditors. Fur­
thermore, the conditions associated with the supply of emergency aid to debtor countries actually 
represent an expedient for rationing out the institutions meagre resources. These circumstances are 
leading to a still greater contraction of international trade which is aggravating the world crisis and 
increasing its social costs for our countries.
13. We are thus facing an intrinsically unstable situation. Tfiere is an increasingly general convic­
tion that it is urgently necessary to achieve a real and lasting solution which will help to restore stabil­
ity to international relations. In no way does this mean advocating a collective confrontation between 
the debtor and creditor countries, nor does it mean promoting the joint refinancing of the external 
debts of countries which are in very different situations. It is essential, however, to take political in­
itiatives at the highest possible level in order to bring home to those responsible for running the in­
ternational community both the serious consequences which could result from a further contraction
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in the economic activity of the majority of the Latin American countries and the need to make avail­
able additional resources and create different conditions so that these countries may refinance their 
debts appropriately. As the President of Ecuador, Dr. Osvaldo Hurtado, has so perceptively under­
stood, it is vitally important that these initiatives should stem from concerted action by the govern­
ments of the region, since the present dramatic situation not only affects them and their external 
creditors but also seriously limits the well-being and future prospects of hundreds of millions of 
Latin Americans.
14. For these reasons, it is essential that additional machinery should be set up, on top of that al­
ready in existence, in order to establish a more suitable international framework for the processes 
of renegotiation of the debt. These measures should include the participation of international finan­
cial organizations, the private banks, and the financial authorities of the creditor countries, and they 
should provide for the supply of additional resources in order to meet both the debt servicing com­
mitments and the minimum financing needs for trade and development. At the same time, efforts 
should be made to reschedule debts for terms in keeping with the nature of the credits available and 
to bring about substantial reductions in interest rates, while the costs of the international adjustment 
process should also be distributed much more equitably between the creditor countries and banks 
and the debtor countries.
15. Along with the foregoing, it must be recognized that the fundamental balance-of-payments 
problems will not be finally solved unless conditions are created in international trade —especially 
as regards prices and openness of markets— which make it possible for the countries of the region 
to obtain the external resources they need to face up to their debt service commitments.
16. It is also desirable to reappraise the considerable potential offered by intra-regional co-opera­
tion, not only as an instrument for reducing the effects of the international recession and of the un­
certainty over the future of the world economy, but also for aiding in the adoption of national de­
velopment strategies which are in keeping with the new circumstances. In this connection, it is ur­
gent to take concrete measures to avoid a further deterioration in the degree of economic interde­
pendence already achieved within the existing subregional groupings and to halt and if possible re­
verse the harmful tendencies towards the imposition of additional restrictions on reciprocal trade 
observed in recent times. It is also necessary to approach the different forms of co-operation which 
could be tried by the Latin American countries with the greatest possible realism and flexibility. One 
of the aspects of the regional and subregional integration processes on which immediate action 
could be decided is that of the strengthening of the reciprocal payments systems in order to promote 
higher levels of intra-regional trade.
17. In addition, the external support policies needed in order to relieve the balance-of-payments 
problems of the Latin American countries must be accompanied by appropriate internal measures. 
In the short term, these measures should seek to promote the recovery of economic activity so as at 
least to conserve the basic levels of employment and consumption already achieved, while at the 
same time keeping in mind the standing objectives of the fight against inflation.
18. Both the measures adopted on the internal plane and the national policies designed to combat 
the crisis must be conceived in the light of the objectives, aspirations and proposals which the Latin 
American countries —and the developing countries in general— have long been advocating in vari­
ous international forums with a view to promoting a thorough-going reorganization of the interna­
tional economic order which will give them a more equitable and dynamic share in its functioning.
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Full understanding of the nature of the present crisis 
calls for an interpretation which is at once broad 
enough to cover both the centres and the periphery 
and deep enough to penetrate beyond the superficial 
manifestations of the problem to the very heart of its 
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In his search for such an interpretation, the au­
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pendence in which the periphery has lived in recent 
years.
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The internal structural 
imbalance of the 

centres

1. The crisis o f the system and the crisis o f ideas

We are witnessing the end of an historic stage in 
the evolution of capitalism. After an enormous 
accumulation of capital over a prolonged period' 
of time, and after having reached impressive 
levels of productivity, the latter is flagging and 
depression and unemployment are advancing 
upon us, with serious wastage of productive re­
sources all over the world.

It is not a question of the final decadence 
of a system of enormous growth potential, since 
the vital elements which gave it great force per­
sist, and the source of the incessant technologi­
cal innovations is far from having dried up. It 
must be acknowledged, however, that the sys­
tem is in crisis: it has strayed from its path and 
is suffering from structural imbalances which 
cannot be dealt with by ideas and forms of ac­
tion that have been overtaken by events. The 
evolution of technology has brought with it great 
changes in the structure of society which have 
been matched by great changes in the structure 
of power, and no one is as yet certain how to 
deal with them. It is a crisis of the system and 
also a crisis of ideas, which have lagged behind 
the course of events.

All this is reflected in the disturbances in 
international trade and the persistent inflation, 
while the crisis has also acquired an institutional 
nature; GATT is crumbling, and monetary in­
struments have become ineffective and nega­
tive.

2. The frustrations o f GATT

The concept behind the founding of GATT was 
based essentially on the free play of the market 
forces at the international level, but although it 
is true that GATT has had great importance for 
the centres, it is now on the verge of a serious 
setback. The recent meeting has been quite dis­
concerting: after the Kennedy and Tokyo 
rounds, where the great liberalization of the

I
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centres’ trade had been achieved, it might have 
been expected that GATT would be given its 
definitive consolidation. In fact, however, no 
undertakings whatever have been entered into 
to combat the drift back towards protectionism. 
Furthermore, while it is true that low tariffs have 
been maintained, various non-tariff restrictions 
have been growing up which seriously prejudice 
the liberalization achieved after such tenacious 
efforts.

These restrictions recall those of past 
times, which were not of course the result of ar­
bitrary, irresponsible actions which spread over 
the whole world, but were imposed by the seri­
ous events set off by the great world depression.

Just as is happening today, the epicentre of 
this phenomenon was located in the United 
States, where the violent restriction of credit 
and the abrupt increase in customs duties did 
away with the multilateral system of trade and 
payments in a very short time. It took many 
years to restore this system, and GATT bore the 
important responsibility of gradually disen­
tangling the mass of different protectionist 
measures and avoiding any subsequent backslid­
ing; a responsibility which it has largely fulfilled.

It would seem, however, that GATT is los­
ing its effectiveness for the centres, thus ex­
plaining the recent frustration at Geneva. How 
is this fact to be explained?

In a few words, it may be said that this in­
stitution has not been able to do something 
which it was in any case unreasonable to expect 
it to accomplish alone, for its effectiveness de­
pends fundamentally on the expansion of the 
world economy. This is at present suffering a 
serious recession which is turning into a depres­
sion, however, and the spread of unemploy­
ment makes it increasingly difficult to struggle 
against the growing temptation of each country 
to defend itself from imports and from the con­
sequences of monetary instability. Restrictions 
on one side provoke similar action on the other, 
and in this way the crisis is continually aggra­
vated.

There can be no question of finding magic 
spells against this evil: the most that could be 
achieved through GATT is some degree of con­
tainment of these measures, for the problem is 
really quite different. It is necessary to go to its 
very roots, and these are once again to be found

in the United States, whence the economic re­
cession set off by the anti-inflation policy is 
spreading to the other centres and to the rest of 
the world, with very serious consequences.

The effectiveness which GATT had for 
the centres did not extend to the periphery, 
since the original conception behind its estab­
lishment was in line with the interests of the 
former and did not allow for the systematic in­
dustrialization of the latter, although this initial 
attitude was subsequently adjusted to some ex­
tent. Industrialization took place as a result of 
the crisis of the centres (the two world wars and 
the great depression which occurred between 
them),

3. The periphery and trade liberalization

The periphery has been kept on the sidelines of 
the liberalization which took place among the 
centres, just as it had been kept on the sidelines 
of industrialization. In spite of determined ef­
forts, it has not proved possible to secure any 
substantial liberalization of the attitude of the 
central countries to imports from the develop­
ing countries, even during the years of great 
prosperity of the former.

On the contrary, the developed countries 
maintained or even accentuated their restrictive 
measures during the period of prosperity which 
camé to an end in the first half of the 1970s. 
Thus, the export successes of some developing 
countries were due primarily to the overall 
growth in demand, rather than to the elimina­
tion of restrictions. Be that as it may, the indus­
trialization of the periphery is now causing seri­
ous problems for GATT. The centres had pre­
viously proclaimed the advantages of the inter­
national division of labour, when the periphery 
was not in a position to enjoy them as regards 
manufacture because it did not possess indus­
tries. Now, however, when the periphery does 
have industries, the centres are striving to find 
ways of refusing to recognize these advantages 
and are resorting to all kinds of restrictions out­
side the framework of the principles which gave 
rise to GATT: instead of the free play of the 
market forces, we now have ‘managed trade’, to 
use the very fitting expression coined by the 
UNCTAD secretariat. What was previously in 
keeping with the clear interests of the centres
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now seems to have ceased to be so in view of the 
changes which have taken place, thanks to the 
spread of technology, in the structure of pro­
duction of the peripheral countries.

The expansion of the world economy in 
the years after the Second World War created 
suitable conditions in the centres for the liberali­
zation of their trade. There was a marked ten­
dency in them towards homogeneity of produc­
tion techniques, as the technical innovations of 
the United States spread to countries which had 
previously lagged behind and stimulated in 
them their own innovations. The transnational 
corjH)rations played a very important role in this 
process. This was both a consequence and at the 
same time a contributing factor of the sustained 
growth in world demand and trade between the 
centres. And this trade was increasingly stimu­
lated by the successive technological innova­
tions. No matter how much the peripheral 
countries had progressed with their industriali­
zation, they were still of course far from the 
stage at which they could participate actively in 
this movement. At the same time, however, they 
were increasingly developing the capacity to ex­
port manufactures, in some cases to an impres­
sive extent. The manufactures involved con­
sisted above all of goods which were either tech­
nologically less advanced or were produced by 
processes which had already ceased to be novel 
in the centres.

The great problem these manufactures 
have raised has been the need for a progressive 
reduction of the restrictions which do so much 
harm to the development of the periphery. 
There is no sign, however, that this is likely to 
occur in the present circumstances: on the con­
trary, serious setbacks are to be observed in this 
respect. Indeed, the talk is once again of reci­
procity: that is to say, in order to secure the re­
duction of such restrictions on the part of the 
centres, the peripheral countries would have to 
make matching concessions. This simply means 
ignoring the great structural differences be­
tween the centre and the periphery which are 
due to the historic lag in the industrialization of 
the latter. We shall deal with this point in the 
following section,

4. The structural imbalance o f the centres

We referred earlier to the resurgence of protec­
tionism, and this fact must be acknowledged

quite frankly. It will be increasingly difficult to 
combat this trend if, in order to check inflation, 
the central countries insist on a restrictive mone­
tary policy, especially through very high interest 
ratés in the main dynamic centre of capitalism. 
Whichever way one looks at the matter, a reacti­
vation policy is called for, but to what extent will 
it be possible to apply such a policy without sink­
ing into a new wave of inflation? This is the dis­
turbing question which it is impossible to avoid.

What has happened to the capitalism of 
the centres after such a long period of expan­
sion? In order to answer this question, it is nec­
essary to explain the serious structural imbal­
ance which has occurred in those countries. 
This imbalance lies at the root of the new type of 
inflation which has appeared in this historic 
stage of capitalism. The attempt to tackle it 
through monetary policies has brought with it 
the present adverse situation which, as well as 
upsetting the trade of the centres, is making the 
external structural imbalance of the periphery 
even more pronounced.

Let us now try to explain what this struc­
tural imbalance consists of.

The considerable increase in productivity 
previously observed in capitalist development 
has gradually been slackening. This fact is 
closely related to the drop in the rate of accumu­
lation of reproductive capital: that is to say, capi- 

I tal which multiplies employment and productiv­
ity through technical innovations and thus, in 
turn, constitutes the primary source of the 
growth of capital. This is a growth sequence 
which cannot be neglected without upsetting the 
functioning of the system.

The accumulation of reproductive capital 
has been based mainly on the primary appropri­
ation of the fruits of growing productivity, espe­
cially by the upper strata of the social structure 
because of their economic, social and political 
power. The myth of the progressive spread of 
the fruits of technical process throughout soci­
ety thanks to the laws of the market has not 
materialized, and only a portion of these fruits 
has been transferred to that part of the labour 
force which has the ever-higher qualifications 
demanded by technical progress. The portion 
which is not transferred remains, in the form of 
the economic surplus, mainly in the hands of 
the upper strata who own most of the means of 
production.
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This form of appropriation of the surplus 
has made possible the process of intensive ac­
cumulation observed in the past in capitalist de­
velopment. However, this process has become 
increasingly vulnerable in the course of the 
structural changes in the system and the con­
sequent changes in the power relations.

Thus, the power of appropriation has 
been offset by growing power to force sharing 
of the fruits of productivity: on the one hand 
there has been an increase in the trade union 
and political power of the labour force, and on 
the other, in that of the State, in response both 
to this trade union and political power and to 
the demands of the growth of the State itself,

A struggle thus takes place which has posi­
tive effects until the system nears a certain criti­
cal limit, which occurs when the labour force 
and the State take for themselves such a propor­
tion of the increase in productivity that the rate 
of appropriation begins to flag and, with it, the 
rate of reproductive accumulation. The growth 
of the system thus begins to slacken. Beyond this 
limit, the system reacts with a rise in prices, and 
this is followed by a rise in wages when the 
labour force has sufficient trade union and 
political power to achieve this. This gives rise to 
the phenomenon of spiralling inflation, which 
cannot be checked with monetary instruments 
without serious negative consequences.

These latter instruments were of proven 
effectiveness when there was no major counter­
weight to the dominant economic and political 
power of the upper strata, but they cease to be 
effective when the power relations change.

5. Consumption and accumulation

In order to gain a clearer picture of these 
phenomena, the struggle to share in the fruits 
of increased productivity should be viewed from 
another angle. Appropriation of the fruits of 
technical progress by the upper strata does not 
serve only to increase accumulation, but is gen­
erally accompanied by an exaggerated increase 
in consumption. Moreover, the increase in the 
wages of the labour force tends to expand con­
sumption too as new forms of consumption 
arise in the upper strata, because of the unceas­
ing diversification of goods and services 
brought by technological^ innovations, as well as

the increase in productivity. Social consumpdon 
also develops and grows, thanks to the political 
power of the labour force. This growth in both 
the private and social consumption of the labour 
force, however, does not usually take place at 
the expense of the consumption of the upj>er 
strata, but is superimposed on it. The same oc­
curs in the case of the growing civil and military 
expenditure of the State.

All this reaches its most outstanding ex­
pression in the United States, where the image 
of bountiful prosperity has contributed mar­
kedly to this exuberant style of consumption.

It is hardly surprising, then, that this con­
tinual superimposition of different forms of 
consumption, together with the growth o f dif­
ferent types of non-reproductive capital, is 
weakening the rate of accumuladon of repro­
ductive capital. The internal logic of the system 
thus tends towards an imbalance or maladjust­
ment between the rate of consumption and the 
rate of accumulation of reproductive capital, or, 
in other words, between consumption and the 
saving necessary in order for consumption to 
keep up its rate of expansion.

It is easy to imagine this happening in the 
development of the periphery. What is hard to 
conceive, however, is that the internal logic of 
the system should tend towards this imbalance 
in the centres. Is it not true that the centres have 
achieved a considerable capacity for accumula­
tion? And did not Keynes sustain, fifty years or 
so ago, that the system tended rather towards an 
excess of saving?

Whichever way we look at it, however, the 
full restoration of the growth rate of the system 
calls for the social reorganization of consump­
tion in order to raise the rate of accumulation of 
reproductive capital sufficiently to increase em­
ployment and productivity. 1 do not wish to give 
the impression with this that there are not other 
adverse factors, but it does seem to me that the 
rate of accumulation of reproductive capital is 
of fundamental importance. There can be no 
doubt that successive technological innovations 
could increase the rate of productivity, but they 
also require the accumulation of capital.

The rate of accumulation can only be 
raised by reducing the growth rate or even the 
absolute level of consumption, depending on
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the severity of the imbalance. In reality, how­
ever, the smaller amount of consumption on the 
one hand would be offset by additional con­
sumption on the other, since the increase in the 
accumulation of reproductive capital makes it 
possible to increase employment and consump­
tion by those who had previously been without 
work because of the structural imbalance or be­
cause they belong to the underprivileged social 
strata which had not been able to incorporate 
themselves into development at rising levels of 
productivity.

It is hardly necessary to show that changes 
of thiis kind in the social composition of con­
sumption would run into formidable political 
obstacles. Is there any other way of solving this 
problem, then? The market laws do not solve it, 
nor does the social struggle to share in the fruits 
of progress. What is to be done, then?

The considerable fiscal deficit of the 
United States is an acute manifestation of struc­
tural imbalance. It has been acknowledged that 
consumption must be reduced in order to cover 
this deficit without causing inflationary effects. 
To this end, attempts are being made to attract 
savings from the public by offering extraordi­
narily high interest rates, which in turn means 
that bank interest rates on loans must be raised 
too, thus restricting credit to private activity, 
since otherwise bank money would be displaced 
towards the State, with inflationary effects. The 
depressive consequences of credit restrictions 
are well known and would be highly negative, 

i since they would increase the deficit and di­
minish savings. Inflation could be reduced and 
possibly even eliminated through credit restric­
tions, but only at a very high social cost and, fur­
thermore, without correcting the structural fac­
tors which give rise to it.

There has also been a good deal of discus­
sion in the United States regarding the need to 
increase supply (i.e., the product) in order to 
check this phenomenon, in contradiction to the 
manipulation of demand advocated by the 
Keynesians. Indeed, if the product could be in­
creased by greater accumulation, this would cor­
rect the structural imbalance which upsets the 
system. In order to achieve this purpose, how­
ever, it was maintained until very recently that it 
is necessary to reduce taxation on the upper 
strata so that they will accumulate more. Even if

they actually did this instead of increasing con­
sumption which is highly problematical, this 
would not only mean promoting social inequity 
but would in its turn increase the fiscal deficit 
and its inflationary impact; that is to say, it 
would compress the consumption of the other 
social strata, and their members would try to 
make good their losses, thus accentuating the 
spiral.

It is interesting to note that an idea put 
forward a few years ago in a report prepared by 
experts of the United States Treasury Depart­
ment now seems to have been forgotten. In this 
repiort, which was perhaps inspired by Lord 
Kaldor, it was advocated that there should be a 
radical modification of the tax system, whereby 
consumption would be taxed progressively in­
stead of income: thus, that part of income which 
was not consumed would remain free of tax. Ex­
pressed in other terms, this tax on consumption 
would considerably encourage saving and ac­
cumulation. It seems strange to us that this pro­
posal has not been discussed, in view of the ten­
dency'to an imbalance between accumulation 
and consumption. Of course I do not believe 
that this idea would solve the whole problem, 
but it would help to solve it if it were accom­
panied by other measures.

It must be understood, however, that 
—above all in a country accustomed to the in­
definite expansion of consumption— this idea, 
like others aimed at the same objective, would 
run into very serious obstacles. Nevertheless, the 
truth is that there have not been any other pro­
posals which really go to the root of the 
problem.

We also keep coming back to the sugges­
tion that prices and wages should be controlled, 
but even if this had some temporary success, it 
could hardly be kept in effect for very long with­
out serious difficulties.

To sum up, there has not. yet been any 
clear discussion of the structural nature of the 
matter. The conventional doctrines represent a 
severe obstacle, which is as powerful as the inter­
ests which maintain it and promote it. Must we 
wait until the crisis gets worse, or until it repeats 
itself after we had had the illusion of having 
solved it, in order for new ideas and new forms 
of action to emerge?
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6 . United States inflation and  
the Eurodollar market

We shall now make special reference to inflation 
in the United States, not only because of the 
enormous importance of this country in the 
world economy but also because in the Bretton 
Woods agreements the dollar was given the role 
of an international currency in addition to its 
national rote. Those were times when the dollar 
enjoyed great prestige, and very few people 
glimpsed the peril which this decision involved.

United States inflation goes back quite a 
long way, but it was moderate and tolerable 
until the social expenditure of President 
Johnson’s ‘New Society’ and military spending 
gave rise to an inflationary deficit which sub­
sequently got worse with the rise in petroleum 
prices in 1974. It may be noted in passing that 
this rise was not in itself responsible for the in­
flation, which had been provoked three years 
earlier by the abandonment of convertibility, 
but there can be no doubt that it helped to ac­
centuate it.

This domestic inflation brought with it, as 
always, an external imbalance, but it was possi­
ble to cover this with dollars, that is to say, with 
mere monetary symbols.This meant that the 
domestic inflationary pressure on the product, 
together with part of the expenditure and in­
vestments abroad, could be covered with the 
product of the rest of the world.

If  the dollar had not been playing this in­
ternational role, the inflation suffered by the 
United States after the abandonment of convert­
ibility would rapidly have resulted in devalua­
tion of the currency, but this finally took place 
only after considerable delay, having finally 
been imposed by the external imbalance.

In the meantime, the overvaluation of the 
currency discouraged domestic investment by 
the transnational corporations, which preferred 
to make most of their investments abroad, to the 
detriment of the product of their own country. 
Thus, although the United States was able to 
enjoy the product of the rest of the world in ex­
change for dollars, this eventually adversely af­
fected its own development.

In this way, inflation wais spread to the rest 
of the world, although this does not mean that 
many countries, including those on the

periphery, were not already suffering from the 
inflation resulting from the distributive strug­
gle. This inflation had also been developing in 
them too, but its external effects had been partly 
concealed, for the time being, through the in­
flow of US dollars.

This inflow, moreover, gave rise to some­
thing which had not been experienced up to 
then: the creation of the Eurodollar market. 
The monetary authorities of the other central 
countries, concerned at the expansive effects of 
the increase in reserves, viewed with favour the 
disposal of these resources on the Eurodollar 
market. In this way, the domestic inflation of 
credit was avoided or reduced, but only by 
transferring it to the international level. It was 
not only transferred but also increased, because 
for every dollar which entered the market in 
this way, the recipient banks increased their own 
creation of credit several times, as occurs with 
the increase of monetary reserves at the domes­
tic level, but with the difference that within their 
own countries the monetary authorities had in­
struments for controlling this expansion of 
credit. In contrast, the Eurodollar operations 
were completely free of all regulation, and the 
consequences of this became very clear with the 
passage of time.

In this creation of money, no regulatory 
principle was followed at all, since this increase 
in the world money supply was the consequence 
of the domestic inflation of the United States, 
rather than an attempt to meet the demands of 
world development.

7. The laws o f  the market and the IM F

This was a lamentable setback in the monetary 
progress which had taken place over so many 
years. Long experience had established certain 
rules of domestic regulation deriving from the 
gold standard, and it had long been recognized 
that although the profit motive was important, 
it could not be allowed to determine the degfree 
of expansion of credit without serious inflation­
ary consequences. The dual role of the dollar 
enabled it to divorce itself completely from 
these regulatory principles in the Eurodollar 
•market, where the desire of the great interna­
tional banks for profits led to the creation of ad­
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ditional Eurodollars, thus intensifying the origi­
nal inflation.

The International Monetary Fund could 
have played a regulatory role, in view of the fact 
that it is not a profit-making institution, but no 
provision had been made for such a situation. In 
any case, it could hardly have done much, both 
because of the pressure of the banking groups 
in the centres and that of the debtor countries, 
which were able in this way to avoid the strict 
conditions of the IMF, whose attitude was 
marked by a singular degree of technocratic au­
thoritarianism.

As we said earlier, one of the important 
conclusions deriving from long experience was 
that the creation of money could not be left to 
the dictates of the profit motive, since this would 
inevitably end in the abuse of credit and infla­
tion, but this experience was not taken into ac­
count in the Eurodollar market, and even now, 
after such adverse results, many circles continue 
to insist on the prime role of the private interna­
tional banks. In their view, the role of the IMF 
should only be to make loans at the last moment 
to avoid a serious international financial stam­
pede. It should refrain from interfering in the 
free play of the market laws, only to intervene at 
the last moment in rescue operations!

At all events, I feel, the IMF should also 
make use of its own experience in order to play 
a leading role in the international monetary re­
form. Could this reform possibly be placed on a 
solid basis without changing the process of ap­
propriation, accumulation and distribution in 
order to correct its growing vulnerability? I do 
not think so for one moment, for reasons which 
it is not necessary to repeat again here.

A clarification is called for at this point, 
however, even if only in passing. On more than 
one occasion, when I referred to the imbalance 
between consumption and the accumulation of 
reproductive capital, my opponents argued that 
the Eurodollar market represented a plentiful 
source of capital, but the fact is that this attitude 
represents a serious confusion of genuine capi­
tal with inflationary capital. The international 
loans represented genuine capital to the extent 
that those who received dollars in payment for 
exports refrained from consuming and instead 
made loans, but they did not represent such 
genuine capital when these loans were made

through the creation of additional credits in dol­
lars in this singular market.

I do not mean to say by this that the 
Eurocurrency market has not been very useful 
to the extent that it has enabled certain coun­
tries to cover their purchases of petroleum with 
such credits without sacrificing other imports, at 
a time when they were not able to increase their 
exports. It is necessary to draw a distinction, 
however, between this situation and the easy 
and plentiful credit to which many countries re­
sorted (especially in the case of Latin America) 
because of the extreme liberality of the banks 
operating in this market.

Looking back at events from a distance, it 
might have been assumed that the IMF and the 
World Bank would have played a very active 
role, especially in order to ensure that the finan­
cial surpluses from oil were used for genuine 
capital loans, avoiding the inflationary expan­
sion of credit like that which occurred in the 
Eurodollar market.

The Fund could have contained these la­
mentable excesses by promoting the judicious 
use of the resources available on reasonable 
terms. This was to some extent prevented, how­
ever, by the conditions which this institution has 
set itself: conditions which —as far as 1 can re­
member— were never discussed with the de­
veloping countries. It is hardly surprising, then, 
that the countries wishing to obtain these re­
sources saw an opportunity to get around these 
conditions by making use of the loans provided 
so liberally by the international private banking 
system. The latter, for its part, seems to have 
been guided by the incentive of making Juicy 
profits rather than by the necessary sense of 
prudence and foresight.

In the light of past experience, the spread­
ing concern about the reform of the interna­
tional monetary system is perfectly understand­
able: I think such reform has to come and that 
the developing countries should be preparing 
themselves for taking part in its formulation.

The starting point should be the creation 
of a true international currency instead of the 
dollar. The Bretton Woods agreements gave the 
United States the privilege of providing cur­
rency for international transactions: that is to 
say, the privilege of seigniorage and also the re­
sponsibility for it. In the creation of an interna­
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tional currency the responsibility should be col­
lective and not given to a single country or a 
very small group of countries of great influence: 
it should be extended to all, so that it would thus 
cease to be a privilege.

O f course there are considerable obstacles 
to this, not only as regards the substitution of 
the dollar, for obvious reasons, but also because 
the proper functioning of a new system would 
demand the solution of the problem of the huge 
mass of dollars floating in the Eurodollar mar­
ket. This would be a very difficult operation, not 
only because of what it signifies in itself, but also 
because these dollars represent a large debt on 
the part of the United States, on which that 
country does not pay interest.

Beyond all this, there is another consider­
ation of fundamental importance. Could a new 
system function properly while the countries in 
the world which will carry most weight in its op­
eration are unable to correct their own infla­
tionary processes? Rising prices will call for the 
continual expansion of the international money 
supply, and these countries could agree among 
themselves to do so, even though this would 
heighten international inflation. In contrast

with what happened in a system based on the 
gold standard, where the loss of monetary re­
sources tended to limit domestic monetary ex­
pansion, the deliberate creation of international 
currency would instead be the obvious ‘solution’ 
for bringing relief at the international level to 
important countries which had not been able to 
contain their domestic inflation.

It may be concluded from this that a good 
international monetary system could hardly 
function properly if these countries failed to 
tackle to the full their problems of structural in­
flation. I f  this were not done, then instead of the 
creation of dollars by the United States we 
would have the creation of international cur­
rency through the influence of countries inter­
ested in dealing with the external effects of their 
own inflation which they had not been able to 
contain.

A good international monetary system 
must be based on the transformation of the 
domestic process of appropriation, accumula­
tion of reproductive capital and redistribution 
of income: consequently, a great deal must be 
done and renewed before this goal is reached.^

II
The structural imbalance between the periphery

and the centres

1. The centres and the periphery

The centres have always stubbornly refused to 
recognize their great structural differences 
from the periphery, which stem from the con­
siderable lag in the latter’s development. This 
lag is itself the consequence of the inherent dy­
namics of advanced capitalism: a centripetal 
type of dynamics which has always characterized 
the latter’s development in the past and has not 
spread spontaneously to the rest of the world. 
The fruits of the increase in productivity due to 
their enormous technological progress have re­
mained in the centres and have not spread 
further through the reduction of prices: a situa­
tion which has given great impetus to the ac-

'Xhese comments recall to me a significant episode 
which occurred in the early days o f UNCTAD. A committee 
o f independent experts recommended that a link should be 
established between the creation o f Special Drawing Rights 
and the provision o f financial co-operation to the developing 
countries. It was claimed at that time —in opposition to this 
idea—  that the pressure o f the latter countries would involve 
the risk o f provoking international inflation. Finally, the link 
was not approved, but even so there was inflationary expan­
sion o f the dollar at the international level.

In this way, a very important opportunity to co-oper­
ate in the development o f the periphery, subject to all the 
safeguards that seemed necessary, was thrown away. This 
shows once again that generally speaking the centres are not 
interested in the development o f the periphery except to the 
extent that this serves their own interests.
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cumulation of reproductive capital and the un­
ceasing innovations of the centre. For better or 
for worse, this is how the capitalism of the 
centres has developed, with the periphery play­
ing only the role of an appendix. This explains 
the historical lag in the latter’s development and 
its great structural differences with the centres, 
which are manifested in three main points 
worth mentioning briefly here: the structural 
disparities in demand; the economic and tech­
nological inferiority of the periphery, which 
makes protection necessary; and the character­
istic division of the periphery into relatively 
small units, which calls for integration mea­
sures.

2 . Structural disparities in demand

With regard to the first point, in order for a 
country on the periphery to develop it is essen­
tial for it to change Us structure of production in 
order to cope with the correlative changes in de­
mand.

These changes can be oriented mainly to­
wards the interior or towards the outside world, 
and the attitude of the centres has a dominant 
influence in this. There can be inward-oriented 
changes involving. import substitution, or out­
ward-oriented changes involving the export of 
manufactures. The latter option has become in­
creasingly necessary because of the relative 
slowness with which exports of primary com­
modities generally tend to grow.

The increasing obstacles standing in the 
way of import substitution beyond certain limits 
are well known. The limits in question depend 
on the availability of natural resources and on 
technological considerations, thus making it 
necessary to combine import substitution with 
the export of manufactures.

To what extent can manufactures be ex­
ported? Over and above the question of the ef­
fort that a peripheral country is willing to make 
in this direction, this extent depends funda­
mentally on the receptiveness of the centres, 
which is influenced in turn by their rate of de­
velopment and the intensity of their restrictions 
on imports from the periphery. As a general 
rule, it could be said that the greater the recep­
tiveness of the centres in the light of these two

elements, the less need there will be to substitute 
imports on the periphery.

This, however, covers only one aspect of 
the matter; the other aspect concerns the 
changes in the composition of demand, which, 
as noted earlier, go hand in hand with develop­
ment. In view of the well-known disparities in 
the income-elasticity of the demand for im­
ports, the demand for the latter, which come 
primarily from the centres, will tend to grow 
more quickly than the demand for the exports 
o f the periphery. Such is the effect of the tech­
nological innovations of the centres, which in­
creasingly diversify goods and services, in con­
trast with the technological lag of the periphery. 
In order for the development of the latter to 
progress, it is essential that it should develop its 
exports of manufactures in order thus to correct 
the tendency towards an external structural im­
balance caused by this disparity in elasticities. If 
it does not manage to do this, it will be forced to 
engage in import substitution, in view of the 
rate of development which is proposed to 
achieve.

3. Import substitution and protection

Now, import substitution calls for a certain 
amount of rational and moderate protection. 
And this is where we encounter a severe obstacle 
in the form of reciprocity, which is now being 
put forward once again as a condition for the 
centres to lower their levels of protection. It is 
worth going more deeply into this matter.

There is a fundamental difference which 
should not be overlooked: protection on the 
periphery is aimed at eliminating the tendency 
towards structural imbalance, whereas the pro­
tection of the centres tends to aggravate this ten- 
•dency, to the detriment of peripheral develop­
ment.

We have set forth our reasoning on this 
matter many times, but apparently we have not 
been persuasive enough. Reciprocity has been 
the most important reason why attempts have 
been made and continue to be made to extend 
the scope of GATT to the peripheral countries, 
so that they can participate in the negotiations 
based on this concept. It is not recognized that 
there is in fact already implicit reciprocity, since 
the more the developing countries export to the
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centres, the more they will be able to import 
from the latter.

There is also another consideration which 
is often forgotten. No rational projection puts 
imports below the amount that is exported to 
the centres, taking account of financial remit­
tances and other payments abroad: all that is 
changed is their composition. The difference is 
that through protection it is aimed to bring 
about a deliberate change in the composition of 
imports in order to promote change in the 
structure of production in line with the require­
ments of development. In the absence of such a 
policy, the composition of imports is deter­
mined by the international market forces and 
the transnational corporations which predomi­
nate in them, so that the structure of production 
is determined from the exterior, and this means 
that a country cannot develop faster than is per­
mitted by the growth of its exports: that is to say, 
by the receptiveness of the centres.

Is protection really necessary in order to 
achieve these changes in the structure of pro­
duction, however? The original concepts under 
which GATT was set up, based on the old 
fashioned scheme of the international division 
of labour, did not accept this, nor do the 
economists who still continue to preach the vir­
tues of the free play of the market forces for the 
periphery. It is true that these economists rec­
ommend devaluation of the currency to carry 
out these changes without breaking these laws, 
but in order to simplify the argument, let us 
pass over the fact that devaluation is also a kind 
of intervention. We are not talking, of course, 
about devaluation to bring the external value of 
a currency in line with domestic inflation which 
is fully justified, but are referring to it as an 
economic policy expedient.

Applied with this criterion, devaluation 
has the virtue of making imports more expen­
sive and thus promoting their substitution, and 
also stimulating the growth of exports through a 
reduction in their prices. It does this, of course, 
for the exports which require this stimulus, but 
it also affects the exports which were already 
competitive at the international level; that is to 
say, from their point of view, this type of change 
in the structure of production brings about a de­
terioration in the terms of trade when the 
growth of exports goes beyond certain limits: in

other words, it would be counterproductive 
from the point of view of development. It is true 
that a tax on exports is also advocated in order 
to avoid this, but would not this represent inter­
ference by the State with the market laws?

Furthermore, devaluation means altering 
all prices and costs in order to achieve effects on 
only a relatively small part of the global product 
of the economy. This is not all, however. It is 
well known that when the labour force has suffi­
cient power to gain compensation for price rises 
it will demand a rise in wages, which will eventu­
ally wipe out the effects of the devaluation. Con­
sequently, while protection and the correspond­
ing subsidies seem to us to be inevitable, they 
must be rational and not arbitrary or excessive, 
as often happens.

In order to oppose the idea of protection, 
the old argument continues to be put forward 
that it is necessary to pay more for import sub­
stitution products than imports would cost. This 
reasoning fails to take account of two points of 
decisive importance, however.

First of all, there is the low income-elastic­
ity of exports. I f  their volume is increased, their 
prices will go down, and after a certain point the 
periphery would suffer the phenomenon of a 
deterioration in the terms of trade, thus suffer­
ing heavier losses than the higher cost involved 
in the protection of import substitution ac­
tivities.

Secondly, these activities make it possible, 
within certain limits, to achieve a higher growth 
fate of the global product which more than out­
weighs the higher cost involved. Protection is 
thus an economically sound solution, provided 
it is applied in a rational manner, as it is always 
necessary to insist.

Of course it is quite true that protection on 
the part of the periphery has infringed from the 
very beginning the free play of the international 
market forces on which the original concept of 
GATT was based.

4. Protection in the centres

All the foregoing concerns the periphery, but it 
would seem that the most difficult problems lie 
with the centres. It is hardly surprising that 
these should resort to restrictions outside the 
ambit of GATT when they are suffering from
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serious unemployment. As already noted, how­
ever, they were very reluctant to liberalize their 
trade even during the years of prolonged pros­
perity and even in the case of countries suffer­
ing from a shortage of labour which threw wide 
their doors to immigrants. Nothing seems to in­
dicate as yet that in the future, even when the 
current difficulties are overcome, the centres 
will be willing to make any really significant 
changes in their attitude. I think that this is a 
fundamental problem whose true significance 
has not been made fully clear. Yet it is essential 
that this should be done if we are to find solu­
tions capable of reconciling the interests of the 
centres and the periphery in increasing growth. 
It is therefore worth going into more detail on 
this subject.

As already noted, in the past development 
of the centres the fabulous increase in produc­
tivity has not been reflected in a steady decline 
in prices, but has been retained internally. This 
is a structural phenomenon which has consti­
tuted a very important factor in the accumula­
tion of capital and in the technological innova­
tions made. The periphery has only participated 
to a marginal extent in this process, except in­
sofar as it produced raw materials which the 
centres needed. It is doubtful whether capital­
ism would have been able to develop so vigor­
ously if it had not been for this form of reten­
tion of the fruits of technical progress, especially 
in the upper strata.

The industrialization of the periphery was 
not a spontaneous consequence of this capitalist 
expansion, for the centres were only interested 
in investing in the periphery in order to obtain 
from it the primary commodities they needed: 
they had no intention of establishing industries 
there which could export anything other than 
primary products. For a number of reasons, 
they preferred to carry on industrial production 
in their own part of the world, and consequently 
the industrialization of the periphery was the re­
sult of its own decision in response to the severe 
crises in the centres already referred to: two 
great World Wars and a Great Depression be­
tween them.

Be that as it may, the periphery, which had 
first been forced to industrialize through import 
substitution because of these critical conditions 
in the centres, gradually learnt afterwards to ex­

port manufactures, thanks to the prosperity 
reigning in the centres, and through the use of 
deliberate promotional measures. I f  this pros­
perity were to return in a few years, although 
not necessarily at the same level as before, the 
question would arise of whether the centres 
would be willing to follow a liberalization policy 
such as they have put into effect among them­
selves. Let us examine this very important as­
pect for a moment.

Up to now, the exports of manufactures of 
the periphery have been carried out by a few 
countries only and have accounted for a rela­
tively small part of its potential. Would the 
centres be willing to liberalize their imports if 
this export effort reached large dimensions?

Let us reflect on the following fact. If  suc­
cess was achieved in the export of manufac­
tures, this was because the exporting countries 
were capable of adopting similar techniques to 
those of the centres (although corresponding to 
less advanced phases of the latter’s develop­
ment), to produce goods for which the demand 
tends to grow less rapidly than the demand for 
the increasingly technologically advanced goods 
coming from the innovations made in the 
centres.

It is hardly surprising, that the possibility 
of access to less advanced technologies and the 
lower level of wages have enabled the exporting 
countries to compete successfully with similar 
goods produced in the centres.

This fact could signify the beginning of a 
process of reversal of what has been occurring 
in the past in the development of the centres. It 
should be recalled that the fruits of technical 
progress have not been reflected in a corres­
ponding reduction in prices, and that generally 
speaking the ability of the centres to open up ex­
ternal markets has not been due so much, to 
lower prices as to the unceasing diversification 
of goods deriving from their technological inno­
vations. It would appear, however, that this is 
not the way in which the exports of the 
periphery have been competing in the centres: 
instead, they have been exploiting their lower 
prices.

Although this reaction of the periphery to 
this historical process has still not reached suffi­
cient amplitude, in view of the growing export 
possibilities it is necessary to think seriously
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about the possible consequences o f the accentu­
ation o f  this phenom enon which has now 
begun. W hat will the centres do in the face o f  
this process? Will they continue to maintain and  
increase their restrictions, as they have been  
doing so far outside G A T T ? O r will they resort 
to the use o f  devaluation as an instrum ent, as 
the periphery has been recom m ended to do so 
m any times?

As well as containing im ports, devaluation  
would reduce the extern al prices o f  exports  
even when these w ere already fully competitive. 
T h e  reason we m ention this is not because we 
believe that it is likely to occur, but m erely in 
o rd e r to em phasize the difficult choice which 
the centres have to face. On the one hand, they 
would continue to violate the principles o f  
G A T T  which they have defended so m uch, 
while on the o th er they would have to resign 
themselves to losing, through the lower prices o f  
their exp orts, part o f  the fruits o f  their technical 
progress, with all the great disturbances that 
that would imply.

5. The international division o f  labour

In the m eantim e, a com m ent is called fo r which 
is not w ithout im portance. T h e centres have al­
ways proclaim ed to the periphery the advan­
tages o f  the international division o f  labour 
within the system o f  m arket laws. This attitude 
was com pletely in line with their interests, al­
though it prejudiced the developm ent o f the 
periphery, but now that the periphery has 
begun to exp ort, the centres are  departing from  
those principles on which the existence of  
G A T T  is based.

T o  tell the truth , those principles, al­
though they continue to be o f great validity in 
the centres, in spite o f  the conjunctural 
phenom ena m entioned elsewhere, have not 
been in keeping with the requirem ents of  
peripheral developm ent in the past, and at 
present they actually militate against such de­
velopm ent because they outlaw protection.

On the o th er hand, it cannot be denied  
that the centres would be exposed to growing  
upheavals if, in this new stage o f  industrializa­
tion o f  the periphery, those principles con ­
tinued to be fully valid. Let us recall the nature  
o f the accum ulation process, whose source lies

in the increase in productivity which is not 
passed on in the form  o f  reduced prices but is 
reflected in the displacem ent o f  dem and to in­
creasingly diversified goods and services. Obvi­
ously, increased com petition from  im ports 
through a reduction in their prices, far from  
generating investment resources in the en ter­
prises, reduces their surplus to the prejudice o f  
accum ulation. This com petition thus generates  
unem ploym ent and weakens accum ulation. In  
contrast, when the unem ploym ent is due to in­
creased productivity, this increase produces an  
accum ulation pK)tential which, if utilized, en­
ables the unem ploym ent to be offset.

This is the serious problem which is caus­
ing so m uch concern  and which m ust be faced  
immediately if we are to find mutually advan­
tageous solutions.

Clearly, it would suit the periphery m uch  
better to be able gradually to take advantage of  
the m arket o f the centres without the need to re ­
sort to an exaggerated reduction o f  prices at the 
expense o f the fruits o f  their technical progress, 
which would not suit the centres either. Up to 
now, without referring  to the exports o f  the lat­
ter, we can say that they have tried to defend  
themselves through arrangem ents such as the 
Multifibres A greem ent and the so-called volun­
tary accords in o rd er to limit exports from  the 
periphery. As well as constituting discrim ina­
tory actions — since they affect only the 
periphery and not the centres—  these m easures 
are not in line with the contractual system o f  
G A T T  and are always subject to the threat o f  
further unilateral decisions by the centres. O f  
course, fundamentally the principles o f G A T T  
are not applicable to these new tensions, which 
call for a new institutional system, as the 
U N C TA D  Secretariat has suggested.

It is necessary, then, to explore o th er av­
enues which suit both the interests o f  the centres 
and those o f  the periphery. New ways o f  recog ­
nizing com parative advantages in practice are  
called for. T h e re  can be no doubt that it is in the 
interests o f  the periphery to gain access to the 
m arkets o f  the centres for goods which are in 
line with their technological capacity, so that 
they can im port the o th er technologically ad ­
vanced goods produced by the centres, which it 
would be very costly fo r them  to substitute at the 
present stage o f  their technological develop-
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merit. This would also m ean clear advantages 
fo r the centres, because o f  the ever wider field 
thus offered  fo r the exploitation o f  their tech­
nological innovations. In  o th er words, it would 
suit the centres to exp o rt goods with a high tech­
nological content in exchange for im ports o f  
goods with a lower technological content from  
the periphery, and this would also be advan­
tageous fo r the latter.

O f course I am  not proposing concrete  
form ulas, but simply stressing the need to e x ­
plore them : what is needed is to reach  fo r­
mulas which gradually and progressively open  
up the m arkets o f  the centres without the risks 
o f unlimited com petition.

Clearly, the form ulas needed are  not static 
but em inently dynam ic. Exports o f  m anufac­
tures by the countries o f  the periphery, together 
with im port substitution, will enable their indus­
trialization to be m ade increasingly efficient 
and, at the sam e tim e, prom ote their technologi­
cal developm ent. It will therefore be under­
stood that this advance would m ake it possible to 
increase the exports o f goods which are at 
present not technologically accessible to the 
periphery, as has already happened in the case 
o f  countries which, although once peripheral, 
have finally attained technological hom ogeneity  
and becom e integrated into trade with the 
centres.

T h e  peripheral countries which are ad­
vancing in their industrialization are passing 
through a transitional period which is m ore o r  
less prolonged, in line with the big differences 
existing between them . If  this process is con ­
tinued in a decisive m anner, there will be a 
steady expansion in actual fact, and not just in a 
form al m anner, in the scope o f the international 
division o f  labour within G A T T  and the m utu­
ally advantageous observance o f its principles, 
including eventually that o f reciprocity.

T h e  role o f  the centres will be o f  consider­
able im portance during this transitional period: 
up to what point will they be able to open them ­
selves up substantially to the periphery? In the 
light o f  what has been said before, there would 
ap pear to be serious doubts about this: there is 
nothing to indicate that, even in the best o f  
cases, the periphery could dispatch to  the  
centres all the exports it would need to make in

o rd e r to acquire there the enorm ous am ounts o f  
goods required for its developm ent.

T h ere  is no Justification for placing exag­
gerated emphasis on exports to the centres while 
failing to give sufficient im portance to exports  
o f m anufactures within the periphery itself. 
T h e  main obstacle continues to be the econom ic 
division o f  the periphery, which is a clear m an­
ifestation o f  the way in which the centres, 
through the very dynamics o f  their own de­
velopm ent, have left the periphery on the 
sidelines o f industrialization.

6. The division o f  the periphery

In the past system o f  the international division 
o f labour, each peripheral country converged  
separately towards the centres, with very little 
intra-peripheral m utual trade. Im p ort substitu­
tion used protection in a general m anner, with­
out establishing preferences am ong the d e­
veloping countries, since on top o f  the violation 
o f conventional principles represented by p ro ­
tection in itself, such preferences would have 
added something which the centres would have 
rejected as open discrimination. T hus, im port 
substitution was carried out in w atertight com ­
partm ents and not m uch progress has been  
m ade in the arrangem ents arrived at over the 
course o f time in o rd er to try to gradually do  
away with these com partm ents.

O ne o f  the main reasons (although not the 
only one) why this division has lasted was the il­
lusion, during the long years o f  prosperity of  
the centres, that the indefinite expansion o f  e x ­
ports o f  m anufactures m ade it unnecessary to 
continue with an active im port substitution pol­
icy combined with m utual exports within the 
periphery. F u rth erm ore, the centres either ac­
tively opposed m easures aimed at correcting the 
division o f  the periphery or, even in the best o f  
circum stances, were indifferent to them  and  
failed to give them  the support which would 
have been o f  great significance in this respect. 
This was yet another o f  the consequences o f  the 
centripetal growth pattern which first o f  all set 
aside the periphery from  industrialization and  
subsequently kept it on the sidelines o f  trade in 
industrial products.

It is worth repeating once again that this 
centripetal grow th pattern was a prim ary factor
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in the centres' lack o f  any real interest in the de­
velopm ent o f  the periphery, except inasmuch as 
it is o f  im portance to their own developm ent. I 
refer to the developm ent o f the periphery in all 
its social depth , that is to say, the process 
whereby the advantages o f  technical progress 
are spread throughout the structure o f society 
and are not limited to a relatively small part of 
the labour force.

This assertion may seem surprising in view 
o f the active role which the transnational corp o­
rations have played in the industrialization of  
the periphery in recent decades. At first, the 
centres opposed this developm ent, but once the 
process was well under way and appeared to be 
irreversible, they stimulated the participation of  
these transnationals, which thus took advantage 
o f im port substitution after having previously 
opposed it. It was claimed that the transnation­
als would be agents o f  the internationalization  
o f production, but their most im portant role has 
been to internationalize form s o f  consum ption  
ra th er than those o f production, since they have 
been an im portant factor in opening up the 
m arkets fo r the centres. In o th er words, without 
ignoring their technological contribution, the 
transnational corporations have nevertheless

taken advantage o f  the industrialization o f the  
periphery without making any serious contribu­
tion towards offering it international horizons.

V ery im portant changes are taking place 
in the world econom y. T hus, we are at present 
witnessing, am ong o th er events which cause 
profound concern , the decline o f  productivity  
in the centres. T h e  increase in productivity  
seems to have ceased to be a process which oc­
curs automatically in the capitalist grow th pat­
tern. It m ust now be the result o f  a deliberate  
policy, in both the dom estic and the interna­
tional fields. It is therefore to  be expected that 
new criteria should now be adopted in tackling 
the problem  o f  relations with the periphery, in­
cluding the question o f  com parative trade ad­
vantages. This problem  m ust be approached, 
however, not in the previous ways, but in re ­
sponse to a situation which is very different 
from  that which existed when the periphery  
began its industrialization. T h e re  is now no  
longer any doubt about its increasing capacity to 
achieve this, and it must therefore be allowed to 
participate in the sustained and growing process 
o f com parative advantages, where it could make 
a notable contribution to increased productivity  
in the world econom y.

Ill
The conjunctural effects of the crisis on the 

peripheral countries

1. The recovery o f  the centres

T h e  consequences o f  the recession in the 
centres — which is tending to becom e an out­
right depression—  are increasingly serious both  
in the centres themselves and in the rest o f the 
world. W e have already referred  to the negative 
effects o f  m onetary policy, which is largely re ­
sponsible fo r this recession. T h e truth is, how­
ever, that inflation had been developing for 
som e tim e past, and the rise in oil prices helped  
to intensify it. T his is the structural phenom e­
non which it was attem pted to tackle with this

policy. B u t how are we to set about the recovery  
o f econom ic activity now?

T h e  pressing need fo r recovery is acknowl­
edged in all circles, and perhaps the m ost im­
portant factor which is holding up the essential 
expansion o f  credit is the fear o f  a new wave of  
inflation. T his fear, in view o f the vicissitudes 
which have taken place in recent times, is indeed  
not without foundation.

T h e  fact is that som e increase in prices 
would ap pear to be inevitable, in spite o f  the idle 
capacity o f  the econom ies. Indeed, it is neces­
sary to increase the am ount o f  profits in o rd er
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fo r enterprises to have the incentive and re ­
sources to increase their capital investment.

H erein lies the risk o f  a new inflationary  
spiral, and the possibility of avoiding this risk 
depends fundam entally on the ability to m oder­
ate the pressure o f  wages, especially when they 
have suffered som e deterioration. T h e re  can be 
no doubt that if this pressure exceeds certain  
limits, the resulting rise in costs would lead to a 
rise in prices, and this in turn  would bring about 
new dem ands fo r wage increases.

T h e  d an ger does not lie only in this, how­
ever. T h e  recession has brought about o r aggra­
vated a fiscal deficit, and the reluctance to take 
corrective m easures which would intensify the 
recession is th erefore  understandable. If  these 
m easures are  not tal^en, however, in proportion  
as the econom y recovers there would at the 
same tim e be serious inflationary effects.

O n the o th er hand, simply leaving the situ­
ation unchanged without taking any recovery  
m easures is an attitude which is not acceptable 
from  any point o f  view either. W e are therefore  
faced with an unavoidable dilemma. T oday, as 
in o th er eras, the consequences o f a restrictive 
m onetary policy fall on the labour force. From  
the point o f view o f  recovery, it is no longer pos­
sible to recreate  the times when the growth in 
accum ulation was achieved largely at the e x ­
pense o f the labour force. W hat can we do, then, 
to reconcile this need for accum ulation with 
the very understandable aspirations o f  the 
labour fo rce  to  share in the fruits of the recov­
ery?

Everything indicates that it will be impossi­
ble to  avoid a  new surge o f inflation unless we 
face up to three requirem ents; the need for 
equity in distribution, the need for accum ula­
tion, and the need to  co rrect the fiscal deficit as 
the recovery progresses.

This is not the place, o f  course, to go m ore  
deeply into these aspects regarding the centres. 
It is necessary, how ever, to em phasize their 
structural nature. W e m ust not forget the vul­
nerability o f the process o f accum ulation of re ­
productive capital as the struggle to share in the 
benefits progresses. W e have not yet m ade suffi­
cient progress in the interpretation o f these 
phenom ena, w ithout which we cannot hope to 
change this process. This does not m ean, how­

ever, that we cannot take a few initial steps in 
the light o f  a m ore integrated concept o f  in­
com es policy.

2. The recovery o f  the periphery and the 
external imbalance

Let us now go on to exam ine the case o f  the 
peripheral countries in very general term s. 
T hese countries have to face up to the conse­
quences o f  the slow growth o f  the centres in the 
present decade and their protectionist practices, 
the consequences o f  these factors being ag gra­
vated by the deterioration in the term s o f  trade.

W hat does this deterioration signify? Quite 
simply, the answer is that the periphery is hav­
ing to bear a substantial part o f  the heavy bur­
den o f  the econom ic and social cost o f  the reces­
sion. This is recognized in a recent rep ort by the 
O rganization for Econom ic C o-operation  and  
Development (OECD) in which it is stated that 
one third o r m ore o f the cost o f  bringing down 
inflation in the centres has fallen on com m odity  
prices.^

T hese and o th er adverse consequences 
make it d e a r  that the peripheral countries can­
not simply rem ain inactive, waiting for the 
centres to recover: they must set about organiz­
ing their own recovery policy, and this task will 
be all the m ore difficult the longer it is delayed.

Despite the big differences between the 
countries o f  the periphery and their different 
levels o f  developm ent, they have com m on prob­
lems o f prim e im portance, without overlooking  
the special case o f  the oil-exporting countries. 
They suffer, above all, from  an external im­
balance, How is this problem to be tackled? In 
o rd er to eliminate the imbalance it is essential to 
reduce im ports and o th er external paym ents as 
long as the adverse external circum stances make 
it impossible to secure any substantial increase  
in exports o r to p ro cu re a net contribution o f  fi­
nancial resources from  the exterior. T h ere  are

. .a third or more o f the decline in the inflation 
may be attributed to the weakness o f primary product 
prices, which could be expected to recover in the event o f a 
pick-up o f activity”, OECD Economic Outlook No. 32, Paris, 17 
December 1982.
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two ways o f  com pressing im ports, however: by 
bringing about a contraction in dom estic activity 
until equilibrium is achieved, o r by putting into 
practice a selective policy. T h e  first o f these ap­
proaches is in line with the conventional recom ­
m endation against any intervention o f  the State 
in o rd er to regulate imports, but the econom ic 
and social cost o f  such a so-called ‘spontaneous 
readjustm ent o f  the econom y in line with the 
m arket laws’ can be enorm ous. In spite o f the 
fact that recom m endations o f  this nature often  
com e from  the loftiest spheres, even in the times 
we are living in, it is simply not acceptable to fol­
low this path tow ards the restoration o f external 
equilibrium. It is therefore im portant to adopt a 
selective policy, and there is no reason to have 
any doctrinaire scruples in this respect when 
these stem from  a mistaken and negative con­
cept.

A selective im port policy o f  a rational na­
ture should aim to reduce o r eliminate non-es­
sential o r  unnecessary im ports in o rd er to use 
the countries’ external paym ents capacity for  
those im ports which are associated with 
econom ic activity and the well-being o f  the 
population. As the im m ediate objective o f re ­
storing equilibrium is achieved, there prom ptly  
arises another; to avoid a new imbalance 
brought about by the recovery policy itself.

T his policy m ust be based on the cautious 
expansion o f  credit to stimulate dem and and 
the utilization o f the idle capacity o f the econ­
om y. It may be noted in passing that the very 
high interest rates currently prevailing are a se­
vere obstacle to the achievem ent o f this objec­
tive. It is quite tru e that although a sharp red u c­
tion in them  is advisable, this will stimulate the 
outflow o f  funds to the exterior, and this in turn  
could m ake it necessary to impose control m ea­
sures which would also have to cover remittances 
o f profits. At all events, m oreover, no m atter 
how prud en t the reactivation policy is, it will 
bring with it an increased dem and for imports 
beyond the countries’ external paym ents capac­
ity. T h e  selective policy must therefore be ap ­
plied with sufficient vigour to prevent new im ­
balances. This will by no m eans be an easy m at­
ter, especially in those countries — o f which 
there are  m any—  where m argin for reducing  
im ports has already been reduced to a relatively
narrow  one.

3. S electivity o f  imports and mutual trade

This aspect constitutes one o f  the most signifi­
cant differences com pared with the G reat De­
pression o f  the 193ÜS. T h en , as now, it was nec­
essary to adjust im ports to the countries’ ex ter­
nal paym ents capacity. U nfortunately, at that 
time the restrictive m easures were applied not 
only to the im ports from  the centres, w here the 
main source o f  the imbalance lay, but also to the 
relatively small im ports from  o th er developing  
countries. In this way, the pressure o f cir­
cum stances caused the possibility o f  prom oting  
m utual trade, especially at the regional level, to 
be throw n away.

Nowadays, the situation is different, be­
cause this m utual trade has already developed  
and has great growth potential: it would there­
fore be extrem ely regrettable if the selective pol­
icy were to go astray once again. It will be no 
easy m atter to avoid this, especially when the 
size o f  the imbalance is very substantial and 
there are  also dom estic considerations which 
m ight lead to such deviations from  the right 
path. T h e  need to prom ote the utilization o f  idle 
capacity and to increase em ploym ent, for exam ­
ple, could lead to a decision to do without im ­
ports from  other peripheral countries, thus sac­
rificing the possibility o f making exports in re ­
turn.

U nfortunately, we find ourselves once  
again without suitable m achinery for balancing 
trade at the regional level (or subregional, as ap­
propriate) o r beyond these levels. Little has 
been done in this respect, and we m ust there­
fore tackle new initiatives aim ed at securing  
multilateral trade com pensation.

This is not just a question o f com pensation  
m achinery, but also o f  recognizing certain re ­
quirem ents fo r reciprocity, so that the m ore ad ­
vanced countries, which take m ore advantage  
than the others o f  the trade in their respective 
areas, will have the responsibility for making or  
prom oting investments in the weaker parts of  
the system, in o rd er that the latter may also 
enjoy the advantages o f  reciprocity.

T h e absence o r inadequacy o f  such 
m achinery could lead, in some cases, to bilateral 
arrangem ents, as in earlier times. This is o f  
course a very makeshift approach, but it would 
be preferable to completely sacrificing mutual
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trade: it is therefore quite acceptable, provided  
that the need to eventually arrive at multilateral 
form s o f  trade com pensation is borne in mind.

It m ay be recalled that the long years o f  
prosperity o f  the centres not only discouraged  
im port substitution on the basis o f  mutual trade, 
but also the developm ent o f  m achinery for such  
trade.

In this case, as in others, conjunctural 
m easures must seek to pave the way for longer- 
term  solutions. T hus, once the external imbal­
ances o f a conjuctural nature have been over­
com e, g reater prom inence will be assumed by 
the factors o f  structural imbalance to which so 
m uch significance has been attached in this 
study. T h e  problem  is how to overcom e the 
structural tendency towards an external 
bottleneck. In view o f the very slow rate o f  d e­
velopm ent o f the centres and their protectionist 
practices, it will be essential, especially at the re ­
gional level, to tackle the substitution o f imports 
o f capital goods, interm ediate goods and con ­
sum er durables originating from  the technolog­
ical innovations o f the centres.

T h e  structural nature o f  this substitution 
should not make us lose sight o f  certain im­
m ediate possibilities for contributing to the co r­
rection o f the conjunctural imbalance by im­
porting some o f  these goods from  other coun­
tries o f  the periphery. As usually happens, some 
im m ediate drawbacks will be encountered in 
this. A country which im ports essential goods 
from  other developing countries instead o f  
doing so from  the centres will frequently have to 
pay higher prices, and as long as there is no rec­
iprocity in the form  o f  the exp ort o f  other 
goods this will represent a drawback which 
could discourage similar operations. A country  
interested in making such exports within the 
periphery, however, could consider granting  
subsidies to bring their prices into line with 
those prevailing at the world level. This is a sug­
gestion which is worth exam ining with a view to 
the developm ent o f  m utual trade. O f course the 
centres will continue to oppose exp ort subsidies, 
but I do not believe that this should induce the 
countries o f  the periphery to refrain from  using 
this m eans o f  prom otion, provided it is applied 
in line with suitable rules.

This rem ark applies equally, and perhaps 
even m ore so, to policies aimed at the substitu­

tion o f  essential goods, towards which develop­
m ent policy should necessarily strive. This is not 
a question o f  conjunctural em ergency m easures, 
but o f structural adjustm ents. In  proportion as 
vigorous efforts are  m ade to increase exports o f  
m anufactures, as well as those o f  prim ary com ­
modities, it will be necessary to initiate without 
delay investment plans for these products. It is 
essential to do this in ord er to gradually over­
com e the serious limitations imposed on de­
velopm ent by the slow growth o f the centres and  
their protectionist practices.

T h e  reasons in favour o f  a policy o f  com ­
pensation o r integration in the production o f  es­
sential goods are well known. Instead o f general 
form ulas o f  scanty effectiveness, it is necessary 
to arrive at agreem ents between two o r m ore  
countries fo r joint production and the prom o­
tion o f m utual trade. T hese individual arran g e­
ments should o f  course be m ade within a gen­
eral fram ew ork o f incentives covering subsidies, 
preferential duties and financing, in line with 
the real requirem ents. It is also necessary to con­
sider the desirability o f  multilateral com pensa­
tion m achinery, which, in this case, would have 
to be in keeping with structural requirem ents.

As regards financing, financial co -o p era ­
tion from  abroad will be essential, especially 
while the developing countries are trying to co r­
rect the external imbalance and are still suffer­
ing from  the limitations o f domestic resources. 
T h e  W orld Bank, and also the IM F, have finally 
recognized the need to participate in operations 
aim ed at correcting external imbalances o f  a 
structural nature. T h eir financing o f  these op­
erations, together with that provided by other  
bodies such as the regional banks, could m ake a 
very effective contribution to enable the private 
o r public enterprises of o u r countries to take 
part in these joint production arrangem ents. 
Quite apart from  its inherent im portance, this 
financing will help to strengthen the bargaining  
pow er o f  such enterprises when there is a justifi­
cation for the participation o f  foreign interests 
in financing and in providing technology.

It would be highly desirable for the centres 
to give their clear and explicit support to this 
policy o f  joint production and m utual trade  
am ong developing countries. U p  to now they  
have been reluctant to do so because they have 
felt that this would unfavourably affect their e x ­
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p ort opportunities, but this is a mistake, because 
ultimately the intensity o f  the substitution policy 
depends on the degree o f  receptiveness o f  the 
centres to exports from  the periphery. As al­
ready noted elsew here, the m ore receptive the 
centres are , the m ore limited the scope o f  the 
substitution policy will be. I f  this policy is car­
ried out on a rational basis, it could hardly in­
clude am ong its objectives that o f  reducing im­
ports below the paym ents capacity o f  a country, 
but will be aimed rath er at changing the dom es­
tic productive structure in the m anner and to 
the extent needed to achieve a satisfactory rate  
o f developm ent.

In this substitution policy, high priority  
m ust be given to the needs for the supply o f en­
ergy, either through oil production o r through  
the developm ent, o f  other sources, and the 
stimulation o f  food production, without which 
the need to resort to im ports from  certain cen­
tral countries would eventually assume unm an­
ageable proportions.

So far, we have placed emphasis on sub­
stitution policy with respect to the centres, and  
this is indeed o f  prim e im portance. This in no 
way signifies, how ever, that o th er form s o f inte­
grated  substitution should be overlooked. It 
m ust be acknowledged that in this respect the 
actual facts have lagged behind aspirations. In  
brief: although the substitution on a com bined  
basis of certain basic goods is absolutely essential 
in view o f  the tendency towards imbalance with 
the centres, the substitution o f  other goods, al­
though not so vital, is nevertheless extrem ely  
desirable from  the point o f  view o f  the interna­
tional division o f labour. T h e  experience ac­
cum ulated so far gives grounds fo r both positive 
and negative conclusions which must be borne  
in mind when designing new policies in this re ­
spect. A t all events, however, a rational o rd er o f  
priorities m ust be established.

4. Recovery and inflation

L et us now consider the possible inflationary 
consequences o f  a recovery policy. H ere, obser­
vations similar to those m ade in the case o f  the 
centres are  called for. A fter a short while, a 
structural imbalance will arise between the 
grow th rate o f consum ption and the need to in­
crease the accum ulation o f  reproductive capital

in proportion as the idle capacity o f  the econ­
omy begins to be used up.

W hen discussing consum ption, it is neces­
sary to exercise caution regarding certain con ­
clusions on the significance o f the concept of  
austerity. Austerity to com bat inflation may be 
economically and socially unacceptable. O n the 
other hand, it is an essential elem ent for con ­
taining inflationary tendencies in a recovery  
policy. It is not a question o f  restricting the total 
am ount o f  consum ption: on the contrary, an in­
crease in consum ption is indispensable fo r re ­
covery. W hat is really called for is to change the 
social composition o f  consum ption in the light 
o f considerations o f  equity. While it is true that 
the rate o f consum ption o f  certain social groups 
must be limited in o rd er to raise the rate o f ac­
cum ulation o f  reproductive capital, it is equally 
true that the greater accum ulation will prom ote  
increased em ploym ent and hence increased  
consum ption on the part o f the social groups 
which are favoured in this way.

T h e  increase in consum ption by the labour 
force will have positive effects on recovery, 
above all when wages have suffered serious d e­
terioration. Past experience must always be 
borne in m ind, however. In general term s, it is 
not possible to im prove the standard o f  living 
through wage rises, which, by raising the cost of  
production, inevitably result in a rise in prices 
followed by new wage rises, thus bringing about 
an inflationary spiral. Expansion will naturally  
bring about som e rise in prices, and if wages are  
then increased, the spiral will becom e uncon­
trollable. W e must therefore frankly ask o u r­
selves a question which is usually left out o f the 
reckoning, A rise in prices is essential in o rd er to 
increase the profits o f enterprises and hence  
their capacity fo r accum ulation. T h e  assertion  
o f this need, however, does not m ean that we 
should necessarily recognize the need to contain  
wage rises, either through a social com pact o r  
by authoritarian m easures: this would m ean  
making the social cost o f the econom ic reactiva­
tion fall on the shoulders o f  the labour force. 
G onsequendy, both equity in distribution and  
the need to avoid the inflationary spiral m ake it 
desirable to find suitable ways o f  allowing the 
labour force to share in the fruits o f  the recov­
ery in prop»ortton as the financial gains o f  the 
enterprises increase, after taking account o f the
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accum ulation requirem ents. W e may also con­
ceive the possibility o f  the labour force p ar­
ticipating in the process o f  accum ulation. This is 
not the place to go into details o f  the necessary 
m achinery fo r this, but m erely to stress this as­
pect o f  g reat im portance. It could really be the 
fo reru n n er o f  a policy o f  m acroeconom ic regu ­
lation o f  the rate  o f  consum ption and the rate o f  
accum ulation. In  o th er words, we see once again  
that conjunctural m easures should never lose 
sight o f  lon g -term  considerations but should 
link up with them  in advance without going  
against their significance.

5. Financial adjmtments

In som e countries o f  the periphery, and espe­
cially those o f  Latin A m erica, the burden o f  e x ­
ternal indebtedness has seriously aggravated the 
extern al im balance. T h e action taken by the 
IM F is holding o ff  a dangerous stam pede that 
would adversely affect the interests o f  all, but 
the em ergency arrangem ents arrived at are far 
from  having solved the fundam ental problem. 
It is necessary to speak out very clearly in this re ­
spect. It is inconceivable that the debtor coun­
tries should continue contracting m ore and  
m ore debts indefinitely in ord er to face up to 
the paym ents o f interest, n or should they have 
to resort to extrem e com pression o f their essen­
tial im ports fo r the same purpose, to the serious 
prejudice o f  their dom estic activity and their 
precarious em ploym ent situation.

It would th erefore ap pear to be a m atter o f  
elem entary prudence and foresight to arrive at 
credit arrangem ents fo r suitably extending the 
paym ent o f  debt service and reduce interest 
rates, which continue to be high in spite o f  their 
recent reduction, although it is doubtful 
w hether this can be m aintained if there is a new 
bout o f  inflation in the centres.

At the same tim e, it is w orth recalling the 
opportunities which now exist fo r the creation  
o f Special D rawing Rights. T h e  present tight­
ness o f  international liquidity seems to clearly 
point to the need fo r such m onetary relief. This 
would be the right m om ent to insist on a link be­
tween this and developm ent finance. T h e di­
m ensions o f  this operation m ust be determ ined, 
how ever, in line with the dem ands o f  world

trade and not those o f  financing, since the latter 
would only be a by-product o f  the form er.

In addition to the above-m entioned ad­
justm ent operations, a net increase is needed in 
the transfer o f  financial resources from  the e x ­
terior, especially until such time as the centres 
once again attain a satisfactory growth rate, al­
though this is unlikely to be as high as that 
achieved in their time o f prosperity. B e that as it 
may, the reproductive investrrient o f  such re ­
sources would help the recovery o f  the centres 
too. Difficult though it m ay be in the present cir­
cum stances to comply with the recom m enda­
tions m ade in this respect in the U nited Nations, 
it is reasonable to expect that at least a plan for 
the gradual attainm ent o f this objective in the 
next years could be arrived at.

As regards resources o f  a conjunctural n a­
ture, it would appear that some degree o f con ­
sensus has been arrived at regarding the exp an ­
sion o f  the IM F quotas and also the transfer of  
resources frOm other sources, especially the big 
central banks.

This would also be the right m om ent to 
change the conditions imposed by the IM F in 
the light o f experience, with the technical collab­
oration o f  suitable experts from  the developing  
countries.

6. The Sixth Session o f  UNCTAD

While progress is m ade in the consideration o f  
the international m onetary reform , in which the 
periphery should play an active role, the Sixth 
Session o f  U N C TA D  (June 1983) offers a 
favourable opportunity fo r considering the re ­
covery policy advocated in the present article. 
T h ere  is a good deal o f pessimism about the 
possibility o f progressing in the consideration o f  
the New International Econom ic O rder, but 
such pessimism should not hold up the debates. 
On the contrary, this recession (or depression) 
which affects both the centres and the 
peripheral and socialist countries should be a 
suitable setting fo r considering the urgent and  
pressing problem  o f world recovery.

It is necessary to assert with the greatest 
vigour and confidence the genuine possibilities 
which exist for o f  initiating and prom oting this 
process for the benefit o f all. T h e re  is no doubt 
at all that the foundations fo r this are  already in
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being, but the stubborn persistence in sticking to 
conventional ideas and form s o f  action is 
sm othering these possibilities. Ideas in this field 
have lagged behind the enorm ous scientific 
progress m ade in o th er disciplines: it is there­
fore necessary to make innovations also in 
econom ic m atters too, since the present form s 
o f action prejudice the entire world econom y. 
M uch o f  what was achieved after the Second  
W orld  W ar is now crum bling.

T h e  tim e has com e to launch new ideas 
and put forw ard new form s o f action in line 
with the extraord in ary  consensus o f  interests 
dem anding a recovery policy which must be 
b e g u n ' w ithout fu rth er anxiety-fraught delay! 
O u r countries, tog eth er with the rest o f  the 
periphery, m ust m ake their voice heard : a voice 
which is increasingly pow erful in the centres  
them selves.

Only the recovery o f  the developed coun­
tries will m ake it possible to overcom e protec­
tionism and the im m inent risk that they too will 
becom e econom ically divided, with correspond­
ing aggravation o f  the conflicts. Such a recovery  
will also reduce the great obstacles im peding the 
recovery policies o f  the periphery, which has 
been so seriously affected by the protectionism

o f the centres. As the recovery o f  the latter 
progresses, it will be possible to avoid new m ea­
sures standing in the way o f  im ports from  the 
periphery and to set o ff  along the road towards 
structural liberalization m easures. Progress in 
the recovery o f  the centres will also relieve the 
deterioration in the term s o f trade o f  the 
peripheral countries. At the same time, financial 
co-operation will acquire great significance for  
both sides, since the greater external payments 
capacity o f  o u r countries and o f the rest o f  the 
developing countries will make it possible to  
satisfy the huge im port needs inherent in the re ­
covery o f  the periphery (and its subsequent d e­
velopm ent), and this could m ake a notable con ­
tribution to the recovery o f  the centres them ­
selves.

All in all, it is evident that there is a clear 
network o f m utual interests which should be 
emphasized at the Sixth Session o f  U N C TA D . 
As a result, it would be possible to arrive eventu­
ally at consideration o f the new world econom ic 
order, which by its very nature presupposes 
great structural changes. Nevertheless, con- 
junctural m atters deserve high priority and  
should be dealt with first so as to open the way to 
large-scale structural measures.

IV
The market laws and ideologies

1. The ideological crisis

T h e  impressive progress o f  technology has been  
accom panied by great changes in the structure  
o f society and the pow er relations which take 
place within it. New and difficult problems have 
arisen, and the situation today is very different 
from  that o f  yesterday, but there is som ething  
which has rem ained unchanged in all this: the 
ideologies followed and the form s o f action de­
riving fro m  them . T hey  w ere effective in oth er  
phases o f  the developm ent o f  society, when they 
w ere in keeping with the interests and aspira­
tions o f  the dom inant social groups in both the 
centres and the countries o f  the periphery. 
Now, how ever, as well as having becom e ineffec­

tive to deal with the new problems, they have ac­
tually becom e a negative factor because o f  the 
great dam age which their application causes.

N ot only have there been changes in the 
internal pow er relations, but also in the world 
structure, where m oreover different ideas and  
form s o f  action from  those prevailing in the past 
are gaining ground.

T h e re  is thus an ideological crisis which is 
fu rth er perturbing the crisis in real activities. As 
we said earlier in this article, we do not believe 
that we are witnessing the decline o f  capitalism, 
but this will becom e inevitable if we do not soon 
achieve a thoroughgoing renewal o f conven­
tional ways o f  thinking and also ways o f  acting in 
response to events, with a view to encom passing
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certain  rational objectives motivated by an ethi­
cal sense which cannot be absent from  these new 
ways o f  thinking.

2. The market and its structures

In recent years there has once again been a ten­
dency to proclaim  the great virtues o f  the m ar­
ket laws, the ‘m agic o f  the m arket’. In the  
theories on which this concept is based there was 
indeed an underlying ethic, since it was held 
that if these laws were allowed to operate in an  
unrestricted m anner, the system would tend to­
wards a state o f  equilibrium in which incom e 
distribution was equitable and there were 
neither centres n or periphery. O ne must not 
deny the im portance o f  the play o f  the m arket 
laws, but no m atter how effective they may be 
econom ically, they lack social and ecological ef­
fectiveness.

L et us rep eat once again: in reality, it is not 
just a question o f  the m arket, but o f  the struc­
tures which lie behind it and the great differ­
ences o f  pow er which stem from  them . T hese  
considerations m ust no longer be left out o f  the 
reckoning if it is desired to understand the 
problem s now facing us and clear the way to­
wards solving them .

I fully acknowledge the great value o f  in­
dividual enterprise and the profit motive in 
econom ic activity, as well as in the prom otion o f  
technological innovations, but these are  not 
enough to ensure the effectiveness o f  the m ar­
ket laws. This is a m atter o f  great im portance, 
and if we do not clarify it we cannot correctly  in­
terp ret the present crisis o f  capitalism in the 
centres and the peripheral countries, as well as 
in the relations between them .

Som e final reflections are therefore called  
fo r in the light o f what was said earlier in this ar­
ticle. In o rd er to avoid erro rs o f  interpretation, 
I wish to reaffirm  that I assign great im portance  
to the m arket not only in the econom ic but also 
in the political sphere. W hat is the reason, then, 
fo r the great faults in its operation?

3. The market laws and distribution

In my view, the main origin o f  these faults lies in 
the appropriation o f  the fruits o f technical 
progress. A ccording to theories which continue

to form  the background for conventional think­
ing, the tendency is for the enterprises, guided  
by the profit motive, to distribute these fruits so­
cially through the play o f  com petition, either 
through the reduction o f  prices o r through in­
creased wages.

Well, I maintain that this is not so, because 
these fruits are  largely retained by the upper  
Strata by virtue o f their econom ic, technological 
and political power. W ithin the growth pattern  
o f the system, this is necessary in o rd er fo r the 
accum ulation o f capital to increase, and this co r­
responds to a certain stage in the evolution of  
capitalism, since the changes in the structure o f  
society open the way to the possibility o f sharing  
in these fruits by the labour force and the State. 
This possibility runs'counter to the j>ower o f  ap ­
propriation, and as time goes on, it leads the sys­
tem  to an inflationary crisis. T h e  accum ulation  
process thus becomes increasingly vulnerable. 
A ccording to  conventional theory, this crisis is a 
consequence o f  the violation o f  the m arket laws 
by this power o f sharing, but they conveniently  
forget, o f  course, the power o f appropriation.

T h e system can operate quite smoothly as 
long as this power o f  appropriation prevails un­
challenged, that is to  say, when the pow er o f  
sharing does not exist o r is very weak. W hen the 
latter power develops and gains force, however, 
a crisis arises because of the structural imbal­
ance between the rate o f  consum ption and the 
rate o f  reproductive accum ulation o f  the 
surplus, due to the inherent logic o f  the system.

T h ere  is an obvious contradiction in all 
this, fo r while the power o f  sharing is rejected  
on the grounds that it violates the m arket laws, 
no criticism is levelled at the original violation o f  
these laws represented by the power o f  appro­
priation.

4 . The equivocality o f  technology

In the free play o f the m arket laws, the profit 
motive has stimulated technological research  
and its application to  production, as is perfectly  
fit and proper. At the same time, however, be­
cause o f  the equivocality o f technology, this 
same incentive has brought with it the irrespon­
sible exploitation o f  non-renew able natural re ­
sources. T hus, oil prices went down while at the 
same time there was a spurious increase in p ro ­
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ductivity. Such was the power o f the dom inant 
groups in the centres and the projection o f their 
dom ination at the international level that this 
situation continued until, at a suitable historical 
m om ent, their pow er was offset by that o f the  
produ cer countries and there was a rise in the 
price o f  this non-renew able resource with the 
consequent aggravation o f  inflation.

B u t this was not all. T h e decline in prices 
brought about by the play o f the m arket forces 
(not w ithout som e m anipulation on the part of 
the transnational corporations) brought with it 
very im portant consequences as regards tech­
nological research , which paid little attention to 
o th er sources o f  energy o r to the use o f  renew ­
able natural resources. Furtherm ore, this situa­
tion led technological research towards the 
abuse o f  energy through the exaggerated  diver­
sification o f  goods and services.

5 . The structural imbalance with the centres

This im balance is also observed in the relations 
o f the periphery with the centres. H ere again it 
is a question o f pow er relations. In the past de­
velopm ent o f  capitalism, the fruits o f technical 
progress w ere concentrated  and multiplied in 
the centres and the periphery was left on the 
sidelines o f  industrialization in the international 
play o f  the m arket laws. It was when the 
periphery began to industrialize that the ten­
dency to the structural imbalance arose. T h e  
periphery tried to co rrect this first o f  all 
through im port substitution and afterw ards 
through the exp o rt o f  m anufactures on the 
basis o f  the econom ic and technological power 
which it was acquiring. W eak though this power 
was, it began to have adverse effects on employ­
m ent and to offset the process o f  accum ulation. 
In o th er w ords, the m arket laws, which in other 
eras reflected the interests o f  the centres (in 
conjunction with the predom inant groups o f the 
periphery), are now causing problems fo r them. 
T h eir suprem acy in the world, however, has en­
abled them  to take unilateral m easures to coun­
teract these laws. As a result, both the centres 
and the periphery are losing the com parative  
advantages of trad e which the central countries 
had so insistently proclaim ed when the 
periphery was still excluded from  industrializa­
tion.

How clearly all this shows the virtues o f  the 
m arket laws as regards the p roper allocation o f  
productive resources!

T h e econom ic incentive, once it has passed 
certain limits, has thus caused the deterioration  
of the environm ent thanks to the play o f the 
m arket laws: yet another spurious elem ent in 
the increase in productivity.

6 . The role o f  industrialization

O ne o f the manifestations o f the dom inant 
power o f the centres over the periphery has 
been the ideologies imposed. T h o u gh  they were 
previously effective in prom oting the econom ic 
(and also the political) interests o f the centres, 
the m arket laws at the international level no 
longer serve their purpose as well as before, and 
the centres are  gradually diverging from  them .

These ideologies also give rise to very seri­
ous contradictions. While the centres, because 
o f the growth pattern inherent in their capitalist 
developm ent, retained and continue to retain  
the fruits o f  their technical progress, the 
periphery has been forced, because o f  its struc­
tural lag, to transfer part o f its increased pro­
ductivity to the centres.

This is where the role o f  industrialization  
com es in. In spite o f  its great significance for the 
prom otion o f  the developm ent o f  the 
periphery, recent versions o f the ideology o f the  
free play o f m arket forces, in an unexpected  
turnaround, have again rejected protection and  
advocate devaluation instead o f it. If it follows 
this path, the periphery will once again be made 
to transfer to the exterio r the fruits of the tech­
nical progress already achieved in its com peti­
tive exports.

T h ose in the centres who profess conven­
tional theories and denounce m easures aimed at 
containing the decline in agricultural prices in 
the European Econom ic Com m unity and the 
United States because of increased productivity  
are taking a perfectly coherent approach. T h e  
only trouble is that governm ents respect but do 
not follow their urgings!

7. The indifference o f  the centres

T h e  technologies o f  mass com m unication and  
transport also have a profound cultural influ­
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ence on the periphery. T hey shorten distances 
and internationalize the awareness o f  develop­
m ent and o f  cultural identity, but the centres 
never take any serious and continued action to 
end the peripheral nature o f  the periphery with 
the passage o f  time. They continue to be indif­
ferent to the final fate o f its development. T h e  
periphery, for its part, has no power to over­
com e the indifference o f  the centres, but it does 

I have pow er to cause problems. This is a con ­
tradiction which can have serious consequences 
fo r the centres. T h e  truth  is that the latter do  
not have a lon g-term  perspective o f  their rela­
tions with the periphery.

T h e  centres themselves will increasingly 
suffer on both the econom ic and political levels 
the absence o f  this long-term  perspective. They  
did once have it when they had to tackle the re ­
habilitation o f  Europ e after the war. For the 
periphery, however, they have lacked such a 
perspective excep t when it cam e to advocating  
birth control, and even then this was not as an 
elem ent o f  a g reat policy o f  international co -o p ­
eration , but rath er by way o f  a substitute for 
this.

D uring the long years o f prosperity o f  the 
centres, they did not bother with the periphery  
either, which was always exposed to the eventual 
retu rn  o f  obsolete ideologies. Now, however, 
the crisis o f  developm ent and change has ar­
rived at the centres themselves, and they too are  
victims o f  their own ideologies.

Both the centres and the periphery must 
learn from  the lessons o f  their own experience. 
It is possible that this crisis may have the virtue 
o f  breaking the outw orn moulds within which it 
was sought to confine a system which must in­
evitably be changed if it is to recover and in­
crease its powerful growth potential.

8. Differences and common denominators 
with the centres

It is an interesting point that the vulnerability o f  
the process o f  accum ulation o f reproductive  
capital, which is mainly responsible for this crisis 
o f capitalism , is observed both in the centres and 
in the m ost advanced countries o f the 
periphery, in spite o f  their considerable struc­
tural disparities. This is because there is a com ­

mon denom inator between these countries, 
namely, the tendency towards a structural imbal­
ance between the rates o f the different form s o f  
consum ption and the rate o f accum ulation of  
reproductive capital.

This com m on denom inator conceals som e 
fundam ental differences, however. In the 
centres technological evolution constantly diver­
sifies the consum ption o f goods and services, 
u nder the impulse o f  the powerful impetus of  
the system. This is a reflection o f technical prog­
ress which, on the one hand, increases p roduc­
tivity and, on the other, encourages the use o f  
that productivity for the diversified multiplica­
tion o f consum ption. In the imitative capitalism  
o f the periphery, in contrast, we allow ourselves 
to be seduced by these form s o f  consum ption  
without having reached the accum ulation capac­
ity needed to solve our grave problems o f  social 
inequity.

T his propensity to imitate those form s o f  
consum ption has always existed. T h e u rge to  
copy them  was especially strong, however, d u r­
ing the long years o f prosperity o f  the centres, 
when there was an increase not only in private 
consum ption but also in social consum ption as 
an integral part o f  the sharing process. In addi­
tion, o f course, there was the imitation — very 
strong in some cases—  o f military consum ption, 
which is a serious elem ent in that structural im­
balance.

Im portant countries o f  the periphery were 
precursors o f the inflationary crisis o f  capital­
ism, and now, along with others, they are suffer­
ing the consequences o f  that same crisis o f the 
centres and the extrem ely grave adverse effects 
o f the policy with which it is sought, especially in 
the main dynam ic centre, to check inflation. 
T h e consequences are equally grave fo r both 
the centres and the periphery.

T hose long years o f prosperity dazzled 
many countries o f  the latter, and in addition to  
being seduced by the attractions o f consum p­
tion, they slackened o r  completly abandoned  
their substitution policy, which should have 
been com bined with the exp ort o f m anufactures  
and their efforts to prom ote m utual trade. T h e  
whole o f  the periphery, despite the great differ­
ences in its level o f  developm ent, should pay 
great attention to this new and prom ising de­
velopm ent horizon.
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Countries which have been the birthplace 
o f great technological innovations with en o r­
mous potential for increasing hum an well-being 
— limited at present to only a small part o f  the 
w orld’s population—  have not been capable of  
finding innovations in the theories o f  develop­
m ent, and hence in its practice too. Perhaps this

is because the prevailing interests prom oted  
such technical innovations but seem to have 
dam pened intellectual creation. It is not too  
bold, however, to think that the present crisis 
may encourage the birth o f  new ideas and also 
o f new m en capable o f  bringing these ideas to 
reality through political action.
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T he present article is structured around several basic 
ideas. In the first place, attention is drawn to the 
twofold character o f Latin American unity, with ref­
erence to the close interdependence between region­
al ‘inward-directed’ co-operation policies which fos­
ter development and ‘outward-directed’ concerted 
measures which reduce the region's external vulnera­
bility. In addition, emphasis is placed on the struc­
tural root o f that vulnerability, in the economic 
sphere, associated with Latin America’s peripheral 
position in the international order, and reflected in 
the gradual dwindling o f the share o f Latin American 
exports in world trade. T he structural resolution o f 
this problem o f peripheral status implies restoring 
the economic and social development o f each and alt 
o f the Latin American countries to the central place 
that is due to it in the action taken by the State, by en­
trepreneurs and by the other social agents. The world 
order has entered upon a period o f uncertainty 
which looks likely to be prolonged, and the Latin 
American countries must find a way to evade the 
danger o f fragmentation and isolation by stepping up 
their efforts on behalf o f regional co-operation and 
integration. T he lethargy into which economic inte­
gration programmes have lapsed today is not at­
tributable to ‘an instrumental crisis’ but, in essence, to 
the slackening o f the drive for industrial develop­
ment and the recent — but inevitably fleeting—  phase 
o f international financial permissiveness, which has 
sustained the equally fleeting development styles 
founded on international borrowing. It is also 
suggested in the introduction to the article that the 
strengthening o f regional co-operation and integra­
tion does not imply increasing confrontation with the 
centres, but represents an additional and au­
tochthonous way o f reactivating and dynamizing the 
world economy, and buttressing a multipolar world, 
capable o f counteracting the risks implicit in the 
present East-West confrontation, which are a threat 
to Latin America as well.
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Introduction
I

W hen the Executive Secretary o f  E C LA  p re­
sented to the social com m unication m edia a p ro ­
visional balance-sheet o f  the Latin A m erican  
econom y during the year 1982 , he stated that in 
view o f  the gfravity o f  the negative effects on the 
region produced by the international crisis, 
E C LA , in fulfilm ent o f  its responsibilities, would 
immediately em bark upon an internal process 
o f collective reflection with the aim o f  offering  
its ideas to the Latin A m erican governm ents, as 
piossible m eans o f constructing a join t response  
on the p art o f  the region to this dram atic con­
ju n ctu re . T h e  following pages are the authors’ 
personal contribution to the exercise that EC LA  
is carrying out. Accordingly, they are open to  
constructive criticism fo r their im provem ent. It 
is hoped that som e o f  the ideas expressed may 
give rise to  fruitful discussion and that they may 
be o f  som e use to the governm ents and to the 
private, academ ic and political sectors o f  the 
Latin A m erican countries.

T h e re  are  certain idées-force which serve as 
guidelines for the present study. T h e first o f  
these is the need to reduce the region’s external 
vulnerability, which has betrayed itself in its full 
dimensions in the recent international cir­
cum stances. Suffice it to re fer here to the drastic 
proportions attained by the problem  o f  external 
indebtedness in m any o f  the Latin Am erican  
countries and by the South Atlantic conflict. 
Both are attended by negative sequels which will 
hinder the recovery o f regional developm ent.

T h e  second o f  the main ideas underlying  
the present article is that there is no clear-cu t 
differentiation between regional ‘inw ard-di­
rected ’ co-operation  policies and ‘outw ard-di­
rected ’ concerted  m easures, since the two are  
closely interdependent. Any ‘inw ard-directed’ 
progress — especially in the field o f co -o p era ­
tion fo r developm ent—  has its ‘outw ard-di­
rected ’ projections, inasmuch as it enhances the 
region’s im portance in the world assemblage 
and increases its bargaining pow er in the sphere  
o f  international econom ic relations.

T h e  third central idea relates to the struc­
tural ch aracter o f this vulnerability. In  oth er  
words, as long as Latin A m erica’s position in the
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system o f  international econom ic relations is not 
rectified, there will always be a dangerous gap in 
its external sector, since world dem and fo r its 
prim ary com m odities is invariably less dynamic 
than Latin A m erican dem and for the m anufac­
tured  products which it buys to enable it to keep 
up adequate levels o f economic activity. In pres­
ent circumstances this state o f affairs has been 
aggravated , inasm uch as it is making itself col­
lectively felt in all the developing countries be­
cause o f  the crisis by which the industrialized 
countries are affected, and as a result o f  which 
their dem and fo r prim ary com m odities has con­
tracted  and the protectionist trends that have 
traditionally ham pered regional exports to their 
m arkets have been exacerbated.

Consequently, the study draws attention to 
a fourth  idée-force', the need to change the na­
ture o f  Latin A m erica’s insertion in the world 
econom y, to which end the econom ic and social 
developm ent o f  each and all o f  the Latin A m eri­
can countries must be reinstated in the central 
place it should occupy am ong the concerns of  
the States, the private sectors and the other so­
cial agents. This implies looking at renegotiation  
o f the debt and external financing in their true  
perspective: as instrum ents o f  the countries’ de­
velopm ent and not as a set o f problems with a 
life o f  its own, separate from  the rest o f  the 
econom y.

Furth erm ore, the study posits the need to 
reinvigorate regional co-operation and integra­
tion, as one o f the most fitting means o f  making  
a join t response to the international crisis and 
securing for Latin A m erica a m ore assured  
place and stronger voice in the concert o f na­
tions. This possibility would be favoured by the 
renew ed im portance that econom ic develop­
m ent — both national and regional—  would ac­
quire. T h e  path o f  integrated econom ic de­
velopm ent may lead to a change in the asym­
m etrical and vulnerable position o f the 
peripheral region. This trend m ust be visualized 
as a lon g-term  incentive to dynamism and struc­
tural equilibrium, based on the gradual elimina­
tion o f  the cen tre-periphery  dichotom y, which 
implies asymmetries in pow er and distributive 
inequalities that are clearly untenable from  a 
b ro ader historical viewpoint.

T h e  need to co -op erate  on the intra-re- 
gional level and to join  forces for concerted ac­

tion in the international sphere is becom ing a 
m atter o f  urgency for the Latin A m erican coun­
tries in the present historial conjuncture. T h e  
world o rd er has entered upon a period o f  u n ­
certainty which is likely to be prolonged. In the 
m onetary and financial area, changes o f  im por­
tance will continue to take place both in the sys­
tems providing liquidity to world trade and in 
the structure o f  international financing itself. In  
the field o f  trade, patterns o f  ‘balanced and 
m anaged’ trade are being imposed in the indus­
trial centres, in disregard o f  the norm s laid 
down by G A T T  and o f the claims voiced 
through U N CTA D  by the peripheral countries. 
M oreover, in the area of production, the reces­
sive anti-inflationary policies applied by the 
centres depress their levels o f  activity and em ­
ployment, thus fostering the growth o f  p rotec­
tionism. A t a deeper level and in a longer-term  
perspective, there are  signs o f  unpredictable  
changes in the technological sphere, which will 
affect the distribution o f  world production ca­
pacity. T h e fragm entation and isolation o f  the 
Latin Am erican countries do not seem to affond 
the best means o f coping with the vitally im por­
tant changes whose advent is sooner o r later to 
be expected. C o-operation is the way not only to 
prom ote m ore dynam ic and equitable regional 
developm ent, but also to ensure the increase 
— or at least to prevent the progressive deterio­
ration—  o f Latin A m erica’s im portance in the 
world order.

T h e study indicates the close interrelation­
ship between industrialization and econom ic in­
tegration. T h e loss o f  dynamism in econom ic 
developm ent caused a break, in its turn, in the 
constant support accorded by the Latin A m eri­
can countries to industrial developm ent, which, 
to attain full viability, requires the integration o f  
markets and the harm onization o f  national poli­
cies. This accounts for the present lethargic 
state o f  the econom ic integration schemes 
operating in the area.

On many occasions recourse has been had  
to the convenient argum ent that this is an ‘in­
strum ental crisis’ o f  schemes that were con­
ceived in international circum stances different 
from  those o f today and were endowed with im­
plem entation mechanism s which necessarily re ­
quire bringing up to date. Thus no heed is taken  
o f the reason really underlying the crisis o f  inte­
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gration schem es: the weakening o f  the coun­
tries’ econom ic and social developm ent and con­
sequently o f  the industrial developm ent pro­
cess, O f course, postulating so direct a relation  
between econom ic integration and industrializa­
tion by no m eans implies that integration can or  
should disregard o th er sectors o f  econom ic ac­
tivity. O n the contrary, experience points to the 
necessity o f  taking action quickly and in depth  
in the sphere o f  food and agriculture, for exam ­
ple.

As a corollary to the analysis and to the 
close interconnection o f the guiding ideas be­
hind the present article, the conclusion reached  
is that regional co-op eration  and integration, 
needs strengthening, and that this course  
should not be viewed by the industrialized coun­
tries as a form  o f confrontation on Latin A m eri­
ca ’s part. Q uite the contrary. A Latin Am erica  
that form ed a dynam ic and constantly growing  
political whole would becom e a positive factor in 
the reactivation o f  the international econom y, 
the only way to w eather the present crisis. From  
a different angle, the region’s greater capacity

to take joint m easures would help to maintain a 
multipolar world which is a safeguard for the 
preservation o f peace, especially in the context 
o f the present East-W est confrontation which 
now begins to loom threateningly over Latin  
Am erica.

Inevitably, all this poses the question of  
how it is to be done. T o  that universal interroga­
tive no categorical reply has been given, for the 
simple reason that there is no facile nostrum or  
miraculous panacea. In the present article, how­
ever, attention is drawn to possible joint m ea­
sures in the fields o f trade, financing, food and 
agriculture and energy, because these fou r are  
thought to constitute the essence o f  the region’s 
econom ic security, indispensable for attenuat­
ing its external vulnerability.

In the fram ew ork o f these reflections, the 
present article advocates regional co-operation  
and integration as a fruitful line o f  action which 
must be pursued m ore firmly and in greater  
depth in ord er to surm ount on structural foun­
dations the Latin A m erican crisis o f  today.

II
Development and co-operation

1. The fram e o f  reference

T h e  econom ic crisis which in greater o r lesser 
degree is affecting all the countries o f  Latin  
A m erica and the Caribbean has had no p rece­
dent in depth and far-reachin g  extent since the 
tim e o f  the G reat Depression. N ot only the 
causes that have brought it about, but also poli­
cies fo r overcom ing it, have thus becom e one o f  
the burning questions o f  today.

N ever have conceptual positions as to the 
econom ic policies to be pursued in this 
em ergency been so sharply polarized in the re ­
gion as now, when the singular and param ount 
point o f  d ep artu re is the im m ense burden o f  ex­
ternal debt carried  by the g reat majority o f the 
Latin A m erican countries. This indebtedness 
and the indubitable responsibility borne by the 
internal policies applied, especially those with a

m onetary bias that have accom panied the main 
econom ic decisions in recent times, are leading 
the national econom ies o f  the region into a pain­
ful and apparently inevitable process o f  adjust­
m ent, with the all-too-w ell-know n conse­
quences in the shape o f  a fall in the gross na­
tional product, unem ploym ent, reduction o f im­
ports, bankruptcy o f  enterprises, etc. *

A  fuller appreciation o f this crisis calls for 
a recapitulation, however brief, o f  the historical 
and structural content o f  the concept o f  d e­
velopm ent, with the object o f m aking it the focal 
point o f  the argum ent.

T h e  aim pursued here is to revert to

‘See ECLA, Proviaonal balance-sheet of the Latin Ameri­
can economy during 1982, E/CEPAL/L.279, 21 December
1982.
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analytical viewpoints based on ‘idées-force\ deep- 
rooted in Latin America’s and ECLA’s economic 
and social thinking. Unfortunately, the reper­
cussions of the world crisis on regional develop­
ment have generated a certain ‘immediatist’ 
bedazzlement, which obscures the horizon of 
options and makes for a dangerous separation 
oif efforts to overcome the serious effects —in­
debtedness, internal deficits, unemployment, 
etc.— of the crisis in question. This immediatist 
outlook also draws sustenance from the recent 
vigorous upsurge —or rather the fleeting reviv­al— of economic theories based on a quest for 
ahistorical equilibria and on the study of static 
comparative advantages, operative in a ‘per­
fectly competitive’ world where the asymmetries 

I of power are smoothed out and the significance 
of the historical and structural background of 
current processes is attenuated. All this is com­
pletely divorced from the concrete praxis of the 
relationship between Latin America and the 
centres.

In face of these peculiar circumstances, it 
is not idly repetitive to recall, at least in outline, 
the structural foundations of the contemporary 
economic development process, and the place in 
it occupied by Latin America. Thus the 
economic horizon it not reduced to the single 
theme of the ‘adjustment’ that is being made 
through restrictions on expenditure, depression 
of current levels of economic activity and, in 
consequence, discouragement of capital ac­
cumulation and economic development. The 
necessity of the ‘adjustment’ is not disregarded, 
but an attempt is made to define it in the setting 
of a long-term historical perspective of develop­
ment.

Stress should be laid, therefore, on the 
priority which must be accorded to the matter of 
development, and which imparts rationale and 
perspective to the set of partial measures deriv­
ing from the present conjuncture. In strictly 
economic terms, development implies an in­
crease in the productivity of labour and a diver­
sification of overall production capacity stem­
ming from the consolidation and strengthening 
of manufacturing industry. Underlying this 
process is the systematic and permanent in­
troduction of technical progress, linked to in­
creasing labour skills and to reproductive capital 
accumulation.

2. The peripheral position of Latin America

It would perhaps be superfluous to dwell very 
much on the worldwide repercussions of the In­
dustrial Revolution, but a brief general re­
capitulation may be useful as a frame for the ar­
gument put forward here. In the course of the 
nineteenth century an international economic 
order gradually took shape, made up, on the 
one hand, of the central economies —deeply in­
volved with the Industrial Revolution— and, on 
the other hand, the peripheral economies, 
which, left on the sidelines of this industrializa­
tion process, did no more than purchase man­
ufactures in exchange for their primary com­
modities.

The central societies succeeded in fully as­
similating the fruits of economic development: 
they enlarged their quotas of non-agricultural 
product and employment; left behind the stages 
of downtrodden subjection in their rural and 
urban class structures; speeded up their urbani­
zation processes, absorbing migrants from rural 
areas; did away with illiteracy and systematically 
raised their levels of education; placed scientific 
progress at the service of economic develop­
ment; achieved an occupational differentiation 
which reflected the higher levels of education 
and the diversification of production; com­
pleted the process of demographic transition 
and stabilization; and, in the international 
sphere, forged spectacularly far ahead of the 
peripheral countries in terms of per capita pro­
ductive capacity and purchasing power.

The process which was born and thrived in 
Western Europe then spread to North America 
and subsequently to Japan. The Soviet Union, 
in its turn, succeeded in joining the group of in­
dustrial societies and after the Second World 
War became the ‘centre’ of the international 
economic system of the socialist countries.

There can be no need to repeat that the 
starting-point for a proper understanding of 
many of Latin America’s current economic diffi­
culties must be its peripheral position in relation 
to this international economic order: a position 
that is not called in question by its being classed 
as a ‘middle-income’ region, according to quan­
titative stratifications which must blind no-one 
to the basic fact of its subordinate insertion in
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the world economy. It is precisely this subordi­
nation which, together with the colonial heri­
tage of the past, sets its mark on the structura­
tion of Latin American societies.

These latter assimilated in partial and 
slanted fashion the technical progress transfer­
red from the centres; maintained rural societies 
with a strong aftertaste of colonialism, especially 
in the Andean and tropical areas; generated ur­
banization processes characterized by hyper­
trophy, centralization and lack of synchroniza­
tion with industrial development; failed to make 
a definite break with the pre-capitalist stages of 
their rural class structures; continued to show 
high rates of illiteracy and imbalances in the de­
velopment of education; absorbed technology in 
such a way that the successive waves of moderni­
zation did not sweep along with them the whole 
of the productive system; and as exporters of 
primary commodities, witnessed a high degree 
of dissociation between their basic production 
and consumption structures; while the 
heterogeneity of their productive systems con­
solidated broad occupational strata in which 
productivity and income were minimal. In 
short, they gradually acquired the features 
proper to their status as peripheral societies.

The region’s history seems to suggest that 
great structural ‘leaps and bounds’ in the de­
velopment of the Latin American economy have 
always taken place in response to international 
crises and convulsions. This is what happened in 
the nineteenth century, with the beginning of its 
political independence; and in the twentieth 
century, with the first steps and further ad­
vances in its industrialization process, histori­
cally associated with the two world wars and the 
Great Depression of the 1930s. The intensive 
regional economic growth of the past three de­
cades was achieved under the ‘leadership’ of the 
expansion of manufacturing industry, and im­
plied an increase in the region’s aggregate prod­
uct which exceeded the purchasing power de­
riving from its exports. Nevertheless, this man­
ifest progress in industrialization and develop­
ment did not succeed in changing Latin Ameri­
ca’s peripheral position in the international 
economic order. In essence, the region con­
tinues to be an exporter of primary com­
modities, and this is the key factor determining 
its peripheral situation in the world economy,

reflected in the chronic asymmetry and deficits 
in its trade with the centres.

Since the Second World War, the share of 
primary commodities in world trade —even in­
cluding petroleum— has declined and, in conse­
quence, the same thing is true of the participa­
tion of the peripheral regions in the trade in 
question.

According to the statistical data available, 
the billions of people sunk in poverty in the 
lower-income countries are to be found in the 
economies with the least degree of diversifica­
tion of production, whose almost exclusive sup­
port is their export trade in primary com­
modities. These are the countries which have 
most rapidly lost ground in the general ranking 
by per capita product and share in world ex­
ports. Their economies show a high agricultural 
component in the value of their total product; it 
reached 51% in 1960, and 20 years later had de­
creased to 34%. Data published by the World 
Bank^ show that the share of manufacturing in­
dustry in their regional product rose by only 2 
percentage points in the past two decades, from 
11% to 13%. In 1979, the average per capita 
product of this group of countries amounted to 
US$ 230 and the size of their population ex­
ceeded 2 billion persons.

Those of the middle-income developing 
countries that are not oil exporters —to use the 
World Bank terminology— which include many 
of the Latin American countries, have a per 
capita product six times higher than that of the 
first group. And in contrast to what happened 
in these latter economies, in which the growth of 
manufacturing industry slowed down in the 
1970s and dropped below their aggregate prod­
uct, the greater dynamism of the middle-in­
come countries was due to the vigorous expan­
sion of their manufacturing industry. Some of 
them, like the South-East Asian countries, Spain 
and Portugal —and more incipiently Brazil— 
had managed to export manufactures on a sig­
nificant scale to the markets of the developed 
countries, especially during the second half of 
the 1970s.

Nevertheless, the share of Latin America

^World Bank, World Development Report 1981, 
Washington D.C., August 1981.
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as a whole in world exports fell from 11 % in 
1950 to 5% in 1980, a contraction which was due 
mainly to the fact that despite the progress in in­
dustrialization recorded in the countries of the 
region, no substantial change was introduced 
into the structure of exports, a high proportion 
of which —about 80% in recent years— still 
consisted in primary commodities. Although in 
the 1970s the region’s exports of manufactures 
increased their relative share in world exports 
of industrial goods, from l%4n 1970 to 1.4% in 
1978, this was not enough to offset the deterio­
ration in the terms of trade for the basic prod­
ucts that the Latin American countries sell on 
the world market, even taking into consider­
ation that a sizeable proportion of these com­
modities consists in hydrocarbons.

Of course, the income-elasticity of de­
mand is higher in the case of manufactures than 
in that of primary commodities, and, basically 
for that reason, trade deficits and indebtedness 
are chronic features of the position of the 
peripheries in the international order. The sole 
‘ad ju stm en t’ capable of definitively do ing  away 
with this asymmetry can only derive from a 
structural change in the specialization charac­
terizing the production and trade of Latin 
America —and of the periphery in general— 
whereby their production and exports of man­
ufactures can be expanded. Strictly speaking, 
international co-operation on the part of the 
centres in the sphere of trade becomes coherent 
over the long-term only if it is directed towards 
the expansion of industrial production and ex­
port capacity, and is carried out on terms and 
in conditions which make it possible to attain 
these objectives. Otherwise, the trade deficits 
and chronic indebtedness of the peripheral 
countries, including those of Latin America, 
will remain inherent in the logic of the world 
economy, as long as its present structural dy­
namic persists.

The following sections of the present 
chapter re-state the advantages of regional co­
operation and integration for the promotion of 
a development style which will enhance Latin 
America’s autonomy in the world order, which 
is based on a renewal of industrial expansion 
and which follows the paths of its own creativity 
in quest of social justice. This enunciation of 
values, which pertains to the realm of the desir­

able, is nevertheless an essential point of ref­
erence for estimating the viability of specific 
measures directed towards the end in view.

3. Co- operation, autonomy and bargaining power

As regards the future outlook, the long-term re­
lations of Latin America —and of the periphery 
in general— with the centres will probably be 
marked by a high degree of uncertainty, not 
only in the monetary and financial spheres and 
in the area of trade, but also with respect to the 
directions that will be taken by the future struc­
turation of production in the developed world. 
From now on —and for a period which it is dif­
ficult to determine exactly, but which is quite 
likely to be prolonged— the international order 
will be passing through a hazardous interreg­
num . In the m onetary  sphere it will probably 
be necessary to replace the dollar by a different 
and less conflictive symbol that is internationally 
acceptable, and to strengthen the institutions 
which give liquidity to the system and regulate 
imbalances in world trade. Undoubtedly, the 
present operation of IMF will have to be over­
hauled with a view to increasing the weight it 
carries and reorienting the unsuitable adjust­
ment strategies that it is currently recommend­
ing to the peripheral world. In the area of trade, 
the system of regulations centralized today in 
GATT and concurrently discussed in other 
world forums such as UNCTAD will have to be 
reconsidered. The increasing protectionism of 
the centres is reflected in the various forms as­
sumed by the ‘managed trade’ which is gaining 
ground in the developed world. In the sphere of 
production, the deep-seated and prolonged re­
cession not only reflects volte faces —and 
perplexities— in the economic policy of the 
centres, but also foreshadows profound long­
term changes in technology, linked to the shift 
in sources of energy, to the automation and 
robotization of production processes, to 
achievements in genetic engineering and in in­
formation techniques, etc. It seems obvious that 
these revolutionary advances will bring about 
radical although as yet unidentified, alterations 
in the structure and regional distribution of 
world production capacity.

It must be emphasized that at the national 
level the Latin American countries will be able
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to exert scant influence on the profound 
changes in the international order that are infal­
libly approaching. Not even the larger 
economies of the region can individually affect 
the trends followed by these changes in such a 
way as to safeguard their own national interests.

Will the Latin American countries, then, 
be isolated lookers-on, trusting merely in the 
comparative advantages inherent in the past in 
their peripheral position? Will they confine 
themselves to ritual demands for the benefits of 
an international co-operation which is asymmet­
rically dependent upon the will of the centres? 
Will they surrender leadership in the orienta­
tion of regional manufacturing industry to the 
criterion of the transnational corporations?

Questions of this type could be spun out 
further, but to do so would be a mere rhetorical 
flourish. It seems legitimate, however, to posit 
that the real and institutional achievements of 
Latin American co-operation and integration 
are the starting-point —both desirable and via­
ble— from which to increase the region's capac­
ity for defence and reaction yw-à-vù the dis­
quieting changes that are looming up in the in­
ternational order. This is obviously the external 
facet of Latin American unity, more necessary 
today than ever.
a) Trends in world trade

It seems unnecessary to recapitulate the 
characteristics and magnitude of the new pro­
tectionist measures which have been and still are 
being applied by the industrialized countries 
and to insist on the flagrant contradiction this 
implies with the postulates of trade liberaliza­
tion set up as basic objectives of the interna­
tional community. ECLA has devoted close at­
tention to the subject^ and has transmitted its 
conclusions and recommendations to the gov­
ernments.

In the crisis that is currently affecting the 
world economy, the protectionism of the North 
acts as a serious constraint on the development 
of the South, whose exports it reduces in various 
‘sophisticated’ ways. This reduction, in turn,

*See, for example, ECLA, The external economic rela­
tions of Latin America in the 1980s, E ^ E P A IA J. 1160,1981.

brings down the foreign exchange income 
which the developing countries need to satisfy 
their import requirements, a key element in the 
maintenance of an acceptable rate of economic 
activity. To close the external sector gap, coun­
tries have progressively resorted to external 
credit, which has increased inordinately, while it 
is no longer possible to service the debt by using 
export earnings, as should be the normal proce­
dure.

Consequently, the trade protectionism of 
the market-economy industrialized countries is 
one of the major causes of the bottleneck in the 
external sector of the developing countries, in­
cluding those of Latin America. Apart from the 
fact that the protectionist measures in question 
imply an infringement of GATT’s express pro­
visions, they boomerang against the interests of 
the industrialized countries themselves, which 
are prevented from keeping up an export rate 
that would enable them to dynamize their 
economies and substantially reduce unemploy­
ment. For example, 40% of the United States’ 
exports are destined for the developing coun­
tries. Furthermore, 1981 and 1982 were years in 
which world trade declined, this being one of 
the peculiar features of the international crisis. 
The result has been a certain loss of confidence 
in the international trade system, to which tes­
timony is borne by the decrease in the rate of in­
vestment in the industrial countries themselves 
and by the open conflict that has arisen among 
them with regard to their trade.

This last is another of the special features 
of the world economic crisis. The GATT Meet­
ing at Ministerial Level, held in Geneva at the 
end of November 1982, was the first to be con­
vened at that level in the past nine years, and its 
results were disappointing for the developing 
countries, since their chief aspirations were 
brushed aside, owing to the focusing of discus­
sion on topics of importance to Japan, the 
United States and the European Economic 
Community (EEC). But the most interesting 
part of the whole business is what has happened 
in subsequent months, outside GATT. There is 
an obvious swing-round from a theoretical free 
trade to a ‘managed’ trade, as it has come to be 
called. For example, the agreement reached by 
EEC with Jap>an, early in February of the pres­
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ent year, is a serious step in that direction, since 
for the first time Japan has negotiated a volun­
tary restriction of its exports to the community 
as a whole rather than to its individual member 
countries. The same may be said of the agree­
ment between the United States and Japan 
aimed at securing equilibrium in their recip­
rocal trade balance; to that end Japan has lifted 
some of the protectionist measures which it was 
applying for the benefit of its agricultural sec­
tor.

In short, despite the rhetorical utterances 
of the GATT Meeting at Ministerial Level, 
agreements restricting the expansion of trade 
are proliferating, to the detriment of certain dy­
namic comparative advantages, as well as of the 
consumer in developed countries, who will have 
to pay higher prices.

In Latin America, the international crisis 
and the huge external debt have imposed ad­
justment policies based on a drastic reduction of 
imports as the most direct means of saving for­
eign exchange and using it for debt servicing. 
Through the adoption of this course, traditional 
intra-regional trade flows have been affected 
and commitments assumed by countries under 
the region's existing integration programmes 
have been vulnerated. This has been turned to 
account as one of the most cogent arguments 
adduced against the validity of such program­
mes as suitable means of coping not only with 
the international crisis but with the very de­
velopment of Latin America itself.

In this context, the region must view inter­
national trade prospects as a major challenge in 
two directions. First, to consolidate, maintain 
and expand to the fullest possible extent intra- 
Latin American trade, resorting for that pur­
pose to all the multilateral and bilateral 
mechanisms. Secondly, to construct, organize 
and exercise a collective bargaining power 
which will enable it to keep up a balanced trade 
with all parts of the world, in line with the 
trends of the moment, giving preference, of 
course, to the interests of the region and its 
linkages with other developing countries.

The expansion of intra-regional trade im­
plies, in addition to a firm political will to 
achieve it, the need to call into play such trade 
measures as novel and efficient financial 
mechanisms which will make it easier and more

attractive to import from Latin America than 
from third countries. Keeping up a balanced 
trade with other countries or groupings of 
countries requires great internal solidarity and 
the determination to exercise collective bargain­
ing power in order to attain objectives of com­
mon interest to all the Latin American coun­
tries.
b) Latin America’s capacity for economic defence

In line with the trends of the world econ­
omy, as set forth in the preceding paragraphs, 
much of the region’s capacity for defence and 
reaction must come from the concerting of 
unified efforts in the spheres of trade, finance 
and production.

In the field of trade, protection of the 
prices of the primary commodities exported by 
the region necessitates the adoption of joint posi­
tions in the framework of global approaches 
which do not ‘pigeonhole’ problems to an undue 
extent. Weight may also be carried in negotia­
tion forums by the unification of purchasing 
power vis-à-vis the centres, in order both to ob­
tain better terms of sale for the products that 
Latin America exports and imports, and to con­
cert measures retorting to the protectionist be­
haviour of the North towards Latin American 
commodities and manufactures. The concept of 
regional priority in supplies of primary com­
modities is closely connected with questions of 
regional economic security, which opens up 
promising areas of regional co-operation in re­
spect of food and fuels, for example. In short, it 
seems obvious that in this field fuller and firmer 
regional co-operation is the most meaningful 
way of overcoming the atomization and isolation 
which undermine the countries’ bargaining 
positions vis-à-vis the centres.

In the area of finance, indebtedness to the 
private international banking system will drag 
on with its present weight and structure for a 
relatively lengthy period. The primary need is a 
dynamic approach to the problem; the first re­
quisite for coping with debt servicing is the abil­
ity to go on growing and exporting. In default 
of quantitative and qualitative changes both 
within the countries and in the international 
sphere, exercises in the rescheduling of pay­
ments are precarious and short-lived. Payments
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will therefore have to be subject to the expan­
sion advocated here. An elementary form of fi­
nancial co-operation among the Latin American 
countries is to agree upon common norms for 
the renegotiation of the debt which abide by this 
principle and withstand the imposition of inter­
est and surcharges that are calculated on bases 
completely divorced from the real potentialities 
of world development and trade and that ex­
ceed the costs initially envisaged when the debt 
was contracted. At the regional level, plenty 
of possibilities are opened up for progress to­
wards the perfecting of payments clearing 
mechanisms, the adoption of a regional unit of 
account, and other measures which, by sparing 
the use of convertible currencies, may facilitate 
intra-regional trade. Similarly, steps should be 
taken to strengthen credit instruments for fi­
nancing economic development and the expan­
sion of export capacity. All these lines of action 
will help to lessen the region’s economic vul­
nerability vis-à-vis the centres.

In the, sphere of production, too, regional 
co-operation has an ‘external facet’ which in­
creases Latin America’s power of defence and 
bargaining in its relations with the centres. 
Thus, one of the few conceivable ways of secur­
ing a permanent ‘symmetrical’ linkage with the 
said centres is the development of productive 
and technological capacities of the region’s own, 
which will meet some of the following requisites;
a) that they be diversified, i.e., that they com­
prise both traditional and modern branches of 
production; b) that they develop in depth, i.e., 
that their coverage shall extend from basic in­
puts to final goods, using as far as possible capi­
tal goods of regional origin; c) that they be har­
monious, in that there should be no marked dis- 
equilibria in productivity and growth between 
the various sectors and branches of the econ­
omy; and d) that they be self-supporting, so 
that, primarily on the basis of each country’s 
domestic demand, supplemented with regional 
and world demand, they can meet basic national 
needs, and can steadily grow and improve.

It can safely be asserted that no country in 
the region, however large, can attain such an ob­
jective on its own account. Accordingly, co-op­
eration and integration among the Latin Ameri­
can countries are undoubtedly efficacious in­
struments for bringing this goal within reach.

In each of the fields mentioned, examples 
could be cited in greater depth and detail, but 
for the time being it will suffice to ratify the cen­
tral message in this connection. The interna­
tional order has entered upon a period of un­
certainty which is likely to be prolonged, and in 
which the bases of international co-operation 
have been and will be severely tried. In view of 
these circumstances, the Latin American 
societies can find a twofold and interdependent 
argument for co-operation and integration. In­
ternally, their task is to strengthen a dynamic 
and equitable regional development; externally, 
it is to increase their autonomy and bargaining 
power in the world order.

4. The linkage between industrialization 
and integration

a) Conditions for integration

Economic integration is a political and in­
strumental response to the development re­
quirements of countries where industrialization 
is accorded high priority. In other words, it is 
economic development that opens the way for 
economic integration, not the reverse: i.e., for­
mal integration cannot suffice by itself to sustain 
economic development in depth. It should be 
made clear from the outset that the assumption 
on which the present argument is based is that 
industrialization is the dynamic nucleus of 
economic development, as has been shown by 
the experience of the centres itself, and, more 
recently, by that of the so-called ‘newly indus­
trialized countries’. It is worth while to state 
explicitly that the priority of industrial develop­
ment by no means implies a voluntary and still 
less a strategic neglect of the other sectors of the 
economy, in particular that of food and agricul­
ture.

The foregoing assertion is based on the 
relatively short but enlightening history of the 
efforts made in Latin America to establish free- 
trade areas and common markets, as in the case 
of European integration.

The classic tariff instruments on the basis 
of which Latin American integration has been 
promoted are oriented in two complementary 
directions. On the one hand, their long-term 
aim is a common external tariff, and on the
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Other, they tend to eliminate the tariff barriers 
which convert the domestic markets into ‘water­
tight compartments’. Integration, in various de­
grees and patterns, makes for the formation of 
a regional market which is not only enlarged but 
also protected. This protection may indubitably 
reach levels which are favourable to import sub­
stitution and therefore give impetus to indus­
trialization. That is, industrialization and inte­
gration interact and stimulate each other.

Past experience of integration program­
mes, however, bears witness to the fact that they 
represent a higher and later phase of indus­
trialization processes previously carried out at 
the national level. In particular, among the 
large and middle-sized countries of Latin 
America integration began with the Latin 
American Free Trade Association (ALALC), 
which had behind it a considerable prior degree 
of industrial diversification.

The course of events in the region has 
shown that in periods when industrial develop­
ment has proceeded more rapidly and in great­
er depth, the economic and in particular the 
trade links between the countries members of 
integration schemes have notably increased. 
The Central American Common Market 
(CACM); the Latin American Free Trade As­
sociation (ALALC), today the Latin American 
Integration Association (ALADI); the Andean 
Group and the Caribbean Community 
(CARICOM), are good illustrations of what has 
just been said, in the sense that while industriali­
zation was a central and top-priority objective of 
their member countries, integration at the same 
time reached the acme of its vigour, and, as its 
most visible expression, intra-subregional trade 
rapidly expanded.

The reason for this lies not only in the spe­
cific changes undergone by the manufacturing 
and other economic sectors when the indus­
trialization process is launched and makes head­
way, but also in the resulting diversification and 
expansion of the exportable supply. Hence in­
dustrial complementarity and specialization 
among countries with similar or not very differ­
ent degrees of development are seen to be viable 
and worth while. In contrast, when industrial 
development is sluggish or the impulse to pro­
mote it is lost, at the same time expectations 
built on the fruits of integration vanish into thin

air. Thus, an extreme case of the impracticabil­
ity of integrationist prospects occurs in 
economies that are simply and solely exporters 
of primary commodities.

In the Central American Common Mar­
ket, for example, the 1960s undoubtedly witnes­
sed the greatest advances in integration, in re­
spect both of instrumental improvements and of 
expanding intra-subregional trade, which 
climbed steadily from 6.7% of total exports in 
1960 to 26.1% in 1970. This dynamism of trade 
within CACM coincided with a vigorous indus­
trial development drive, since the manufactur­
ing industry of the five member countries 
(Costa Rica, El Salvador, Guatemala, Honduras 
and Nicaragua) increased their output at a 
cumulative average annual rate of 8.6% be­
tween 1960 and 1970, whereas the gross domes­
tic product rose at a rate of 5.9%. In the 1970s, 
however, a marked decline in the industrial de­
velopment coefficient took place correlatively 
with the drop in the percentage of reciprocal 
trade.

In its turn, the Cartagena Agreement, the 
ruling instrument of the Andean Group, ac­
corded the industrial development of its mem­
ber countries a leading role in the Andean inte­
gration process. Of the region’s integration 
schemes this is undoubtedly the one that has at­
tempted to go farthest in joint industrial pro­
gramming, with the aim of securing economies 
of s(;ale, more efficient utilization of the subre­
gion’s resource endowment, and greater special­
ization and bigger volumes of production. In 
fact, in 1969, the year in which the Cartagena 
Agreement was signed, out of an intra-subre­
gional trade of US$ 96 million, 50% was rep­
resented by traditional products, whereas in 
1980, when subregional trade amounted to 
US$ 1 113 million (excluding petroleum), non- 
traditional exports —mainly manufactures— 
accounted for as much as 88%.

It is worth while to point out that for the 
purposes of the present study what is meant by 
industrialization is the development and trans­
formation of the manufacturing sector and its 
linkage with the modifications brought about in 
the rest of the economic activities by the action 
and influence of the change in industry itself. 
This sector draws labour out of the agricultural 
sector and in return gives it inputs and equip­
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ment for its modernization; generates activities 
producing the services required for the produc­
tion, marketing and financing of manufactures, 
a process which in turn feeds back into industri­
al expansion; urbanizes and alters the transport 
and communications infrastructure; and influ­
ences, directly or indirectly, the orientation and 
growth of the public sector. Directly, through 
the requirements it creates in respect of physical 
and educational infrastructure, inter alia', and 
indirectly, through the social change induced by 
growth. This latter is reflected in the spheres of 
trade-union, party, regional, consumer-organi­
zation and other forms of social groupings 
which help to stimulate and channel the expan­
sion of the public sector.'^

It is the develofjment and diversification of 
the economy caused by industrial development 
that provide the motive power behind more ex­
tensive and more varied trade among the coun­
tries members of an economic integration 
scheme. Of course this does not exclude the 
further possibility that integration, in attempt­
ing to create wider economic spaces than the 
domestic markets, may permit fuller and more 
efficient utilization of the existing installed ca­
pacity, through complementarity and specializa­
tion in industrial production and, in some cases, 
the creation of new productive capacities. It is 
unlikely, however, that this can take the place of 
industrialization as an essential spur to greater 
dynamism in the integration process.

It should be recalled, moreover, that since 
a start was made on the recycling of the financial 
resources deriving from the increased income 
of the petroleum-exporting countries, changes 
of singular importance have been brought 
about in the economic policies of many Latin 
American countries. One of the salient features 
of these was the tendency to overvaluation of 
national currencies and liberalization of im­
ports, which was largely due to the copious in­
flow of financial resources stemming from the 
aforesaid recycling, and undermined the valid­
ity of the most classic integration instruments, 
such as tariff preferences and the financing of 
intra-subregional trade.

^In this connection, see F. Fajnzylber, La industrializa­
ción trunca de América Latina, Mexico, Editorial Nueva Ima­
gen, 1983, chapters I I I  and V.

Overvalued currencies and tariff reduc­
tions implied, in practice, a lowering of con­
sumer prices for merchandise from any source, 
which detracted from the efficacy of the tariff 
preferences established in favour of other coun­
tries members of the corresponding integration 
agreements. Similarly, the ease with which fi­
nancing could be obtained for imports from in­
dustrialized countries tended to minimize the 
region’s efforts to build up the equivalent of 
these credit facilities. The figures for the Latin 
American countries’ external debt —about 
US$ 300 billion at the end of 1982— speak for 
themselves as to the influence that must have 
been exerted by these financial resources on the 
orientation of the policies and instruments 
which animate reciprocal trade. There can be 
no doubt that the flow of external financial re­
sources has done much to deprive the regional 
integration programmes of vigour and support.

The return to tighter conditions in respect 
of the international availability of new financial 
resources and the high level of indebtedness of 
the great majority of the countries of the region 
may perhaps restore the political will to revert to 
development patterns where industrialization 
and integration regain their priority. Otherwise, 
the critical phase through which most of the 
Latin American integration programmes are 
passing will continue, and no improvement or 
change in their instrumental structure will suf­
fice in itself to counteract the standstills or set­
backs that they are suffering.

Thus, for example, the outcome of the 
transformation of ALALC into ALADI has 
been an agreement for whose objectives no 
explicit time horizon has been established, 
whose Secretariat is relatively weak, and whose 
terms largely correspond to the limited scope at­
tributed to integration in the present con­
juncture by several of the countries members of 
the scheme in question. The problem of infus­
ing new energy into the process will therefore 
be resolved only in so far as there is a vigorous 
resurgence, in all spheres, of concern for 
economic development in its long-term inte­
grated projection and industrialization is ac­
corded a preponderant place therein. An at­
tempt to rescue integration from its present 
state of languor by reconstituting its instrumen­
tal mechanisms may represent an immense ef­
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fort, and one that is not even very viable, unless 
international events compel the member coun­
tries to redefine development priorities and 
strategies.

To all this must be added the need for cer­
tain countries of the region which have shown 
that they are in the van of industrial develop­
ment to express their political will in favour of 
integration and co-operation measures which 
will revive the potential of the corresponding 
programmes existing in Latin America today.

The foregoing observations on the new 
operational and development conditions in the 
world economy, the need for Latin America to 
embark upon innovative development strate­
gies, and the unquestionable interaction be­
tween industrialization and integration, suggest 
that a qualitative change may be expected in the 
guiding principles and practices of integration 
in Latin America.

It should be recognized that the so-called 
‘crisis of integration’ is nothing more or less 
than a ‘crisis of development’ and of develop­
ment policies. The loss of a long-term perspec­
tive and therefore of a minimum of guidance 
for reproductive investment, as well as the ap­
parent boom conjured up by the copious inflow 
of external financial resources in the recent 
past, have confronted integration programmes 
in Latin America with a number of successive 
tests of viability. Their very survival is a 
phenomenon worthy of note, notwithstanding 
that some programmes have emerged in a con­
siderably enfeebled state from this veritable ‘in­
tensive treatment’ and will probably take a long 
time to recover their strength sufficiently to as­
sist in steering a new integration strategy, more 
in keeping with the prospects of the interna­
tional economy and with the real national cir­
cumstances of the Latin American countries.

At the same time, there is indubitably 
ample scope for co-operation among the sub­
regional schemes and within each individual 
programme. Some of these fields of co-opera­
tion have already been described in a recent 
ECLA document.^ It should be repeated, how­

ever, that the launching of a great collective in­
tegration effort largely depends upon the mea­
sures adopted to give back their leading role to 
development and industrialization, in their true 
and complex political, social and economic di­
mensions.

It seems advisable, therefore, to seek indi­
cators in the orientation and content of the 
Latin American countries’ overall development 

{policies of how far the integration enterprise 
upon which Latin America embarked two de­
cades ago is viable, and what are the bounds of 
possibility. While no doubt is cast on the idea 
that integration increases the feasibility of 
achieving a more efficient type of development, 
which certainly improves the prospects of a bet­
ter-balanced insertion in a world of economic 
and political blocs, the question that arises is 
how far these evident advantages can outweigh 
the fact that certain domestic policies take a 
dubious view of mutual co-operation or the at­
titude of certain governments whose short­
sighted outlook is almost always baffled by the 
speed of events.

On no account is it the intention of these 
comments to strike a note of pessimism as to the 
future of the linkages between the countries of 
the region. On the contrary, they aim at clarify­
ing certain causal relations, useful for delimiting 
the frontier within which co-operation and inte­
gration can be expected to function, and thus 
averting unnecessary frustrations and futile illu­
sions.

Identifying not only the genuine political 
will that is concerned for the progress and con­
solidation of integration —i.e., the real exis­
tence of a ‘vocation’ for development and indus­
trialization—, but also those top-priority areas 
of co-operation where joint and solidary action 
should be taken, ought to be a task of 
paramount urgency in Latin America. Simul­
taneously, this study may lead to the conclusion 
that a regrouping of the countries participating 
in each integration scheme or the establishment 
of closer links between the most industrially de­
veloped Latin American countries and the exist­
ing subregional agreements, might impart

^See ECLA, Integración y cooperación regionales en los 
años ochenta, in Estudios e Informes de la CEPAL N® 8, Santiago, 
Chile, 1982. (English version only in mimeographed text,

under the title “Regional integration and co-operation in 
the 1980s”, E/CEPAL/G. 1151.)
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greater homogeneity and vigour to the regional 
integration process.

Furthermore, the countries that have dis­
played most dynamism in their industrial de­
velopment are those best fitted to assume 
leadership in the consolidation and expansion 
of regional markets; it will also be incumbent 
upon them to help to create opportunities and 
options for the less developed countries or those 
whose development potential is limited.

From another angle, the truncation of in­
dustrial development in Latin America by its 
relative backwardness in production of certain 
intermediate inputs and of capital goods allows 
plenty of room for its acceleration and for in­
creasing the autonomy of the industrial struc­
ture. Joint action in this field among various 
countries of the region confers their true di­
mension on such concepts as complementarity, 
specialization and programming, which other­
wise appear ex post as unrealistic; while at the 
same time it can bring to life an authentic inte­
gration deeply rooted in the national and re­
gional development potential.

An additional conditioning factor, to 
which history bears witness, consists in that as 
long as industrial development is exclusive and 
tied to the consumer demand of certain limited 
sectors of the population, this state of affairs will 
tend to reproduce itself, thus reducing still

further the participation of the various social ac­
tors in the different negotiating and operational 
organs of integration. All this would mean that 
both processes —industrialization and integra­
tion— would rapidly peter out.

Lastly, it should be noted that industrial 
development, like every evolutionary process, 
passes through its indispensable ‘learning’ 
phases in an ordered sequence, starting with its 
establishment on a firm footing in the domestic 
market and then reaching out to markets pre­
senting increasing difficulty in respect of access 
and ‘sophistication’ of demand. In this context, 
the Latin American integration agreements 
have shown that they are an appropriate means 
of effecting a gradual and natural transition to­
wards fulfilment of the aspirations focused 
upon increasing the manufactures component 
in the region’s exports. The figures speak for 
themselves in this respect, since about half the 
intra-zonal exports of the ALADI countries 
consists of manufactures, whereas these prod­
ucts represent only one-fourth of exports to 
the developed countries. In addition to this im­
portant qualitative fact, a point that will have to 
be borne in mind is the potential dynamism of 
the Latin American countries’ reciprocal trade, 
which at present amounts to only one-sixth of 
the total trade of the region.

I l l
International and regional co-operation potential

1. Latin America's responses to the crisis 

a) Trade and development

The role of regional co-operation and in­
tegration can be approached either in the light 
of the present international conjuncture or in 
the framework of the structural conditions of 
regional and world development.

From the first angle, any spur to interna­
tional demand which may afford support to 
Latin American exports will obviously be desir­
able in face of the severity of the depression.

The Latin American market can to some extent 
compensate the contraction in demand on the 
part of the centres, if part of its trade is diverted 
towards regional suppliers. This diversion of tra­
de is, first and foremost, a defence mechanism 
which at the regional level should be comple­
mentary to the equally necessary import substitu­
tion process at the national level. As long as the 
restrictive trade and financial conditions origina­
ting in the developed countries are maintained, 
these defence mechanisms seem economically 
needful and ethically legitimate.

The long-term role of integration in world
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economic development should be regarded as 
necessary and fitting. Strictly speaking, there 
should be no incompatibility of opinion between 
the centre and the periphery as regards the 
mutual advantages that would derive from a 
strengthening of regional integration. But obvi­
ously, too, any assertion to that effect reflects a 
specific conception of the most desirable form 
of international system, and of the best way to 
deal with the deep-rooted structural crisis in the 
international order.

If the developed countries acknowledge 
the need to do away with the present centre- 
periphery dichotomy, they should show their 
willingness to agree in future upon a more 
homogeneous and equitable distribution of 
world production capacity and to collaborate in 
the promotion of a system made up of a number 
of economic regions capable of achieving a di­
versification of production and exports in keep­
ing with the requirements of an expansion of 
world trade. Accordingly, they should accept in­
tegration among the developing countries as a 
positive step towards the attainment of a more 
dynamic, more balanced and more equitable 
world economy. More dynamic, because what is 
at issue is not a static optimization of the level of 
trade as it is structured today, but its expansion 
in consonance with the requirements of world 
development. More balanced, because stable 
participation in an expanding trade calls for the 
elimination of the structural constraints inher­
ent in the peripheral countries’ position in the 
world economy; otherwise, the economies that 
find rigidities obstructing the progressive diver­
sification of their production and exports would 
relapse into the familiar pattern of deficits and 
indebtedness. More equitable, because an ad­
vance would be made towards definitively over­
coming the international vulnerability and sub­
ordination peculiar to countries like those of 
Latin America,

In so far as economic integration has 
proved decisively beneficial, over the long term, 
to Latin America’s exports of manufactures, it 
has also contributed to the attainment of these 
goals.

In the long run it is to everybody’s interest 
that the growth of international trade should be 
dynamic and that all countries should be able to 
enjoy a stable share in this expansion. It should

be recalled that a substantial proportion of the 
existing problems stem from the trade deficits 
which affect the economies of most of the de­
veloping countries. To the equally permanent 
surpluses recorded by the central economies in 
that trade with the periphery, were of course 
added, in the 1970s, those originating in the pe­
troleum-exporting countries. Setting aside the 
historically specific question of petroleum, trade 
between the industrial centres —from the post­
war period to the beginning of the petroleum 
crisis— increased faster than world trade, since 
—as is worth repeating— trade in manufactures 
grows at a higher speed than trade in basic 
products at the international level, by virtue of 
the respective income-elasticities of demand for 
each of these groups of goods.®

The diversification of production and ex­
port structures is a prerequisite for dynamic 
participation in the world market. By failing to 
expand sufficiently its sales of manufactures to 
the centres, Latin America has lost one-half of 
its share in world trade during the last 30 years. 
Except during the ‘open and permissive’ period 
which generated much of the present regional 
indebtedness in the second half of the 1970s, 
the Latin American market has been the main 
motive force behind Latin America’s exports of 
manufactures.

In short, if they are not to continue losing 
ground in the world market, the countries of 
the region must increase their efficiency and 
competitiveness in the production and export of 
manufactures. The regional market itself is the 
economic space in which exports of manufac­
tures can be kept up in the present critical cir­
cumstances, and consolidated in the longer run, 
thus acquiring increasing viability in the world 
market.
b) The debt problem

It has been remarked that the unity of 
Latin America has two facets. On the one hand,

®This is an argument o f key importance, the validity 
o f which has been amply confirmed by postwar trends in 
world trade. Among the more recent contributions to the 
study o f structural disparities between centres and 
peripheries, see Raúl Prebisch, Capitalismo periférico: Crisis y 
transformación, Part Four, Mexico, Fondo de Cultura 
Económica, 1981.
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the growth of regional co-operation fosters and 
multiplies the development potentialities of 
each individual country; on the other hand, 
joint and concerted international action in­
creases the region’s capacity for defence and 
riposte in the thrust and parry of world power 
relations.

The present international financial con­
juncture affords a perfect illustration of this sec­
ond facet of Latin American unity. The external 
debt problem ought not to be tackled separately 
by our countries, at least in two of its major as­
pects. In the first place, its renegotiation should 
not be dealt with piecemeal, country by country, 
either uis-d-tiis private international creditors, 
or in the case of the International Monetary 
Fund. Secondly, the debt problem cannot be 
dissociated from the critical conditions at pres­
ent besetting Latin American and world de­
velopment.

In relation to the renegotiation of the debt, 
and in face of the high degree of accprd reached 
by the international private banks, there is a vir­
tually obvious need for joint exploration, discov­
ery, organization and application of specific 
multilateral renegotiation mechanisms —or, at 
least, certain common basic criteria— which will 
enable the Latin American countries to increase 
their capacity for defence and reaction in their 
individual renegotiation of their external debt.

The common criteria for rescheduling ex­
ternal debt payments should avoid falling into 
the trap of treating the financial problem as di­
vorced from world and regional development 
prospects. Nor is the application of the condi­
tionality of the Fund acceptable, designed as it 
was precisely for the purpose for dealing with 
specific cases, not to cope with the manifold 
economic, social and political repercussions of 
the world financial crisis. The economic philoso­
phy on which this conditionality is based, which 
has always been theoretically open to question, 
in present circumstances is inadmissible. A pas­
sive acceptance not only of the rates of interest 
applied without regard to the Latin American 
countries’ growth and export possibilities, but 
also of the recessive adjustment policies im­
posed by the Fund —which, paradoxically, pre­
vent the expansion in question—, will signify, 
firstly, mortgaging the development process 
and, secondly, seriously jeopardizing the

economic and political systems of the Latin 
American societies, particularly of those coun­
tries that are endeavouring to establish democ­
ratic systems on a firm footing.

The recessive adjustment policies that our 
countries are being compelled to adopt not only 
imply an intolerably burdensome share in the 
costs of the world crisis, but shape a mistaken 
and counterproductive strategy for the recovery 
of the Latin American economy.

Accordingly, this is no mere matter of a ‘fi­
nancial problem’ which is the responsibility of 
the debtor country. It is the very foundations of 
the international order —in its productive, 
trade, financial and political facets— that are at 
stake. Joint and high-level political solutions, 
therefore, must be urgently sought.

2. Possibilities of action in the sphere of trade 

a) Background data

Intra-Latin American exports currently 
account for about 16% of the total exports of 
the countries of the region as a whole. Exports 
of manufactures to the region itself amount to 
about 50% of total infra-regional exports. Thus, 
there are obvious possibilities of much more 
thoroughgoing integration in the field of trade. 
It should be noted, for example, that the intra- 
regional trade of the European Economic Com­
munity countries represents approximately 50% 
of their total exports. Although Latin America 
has not the same reciprocal trade potential as 
the EEC countries are afforded by their great 
diversification of production, the region is obvi­
ously in a position to intensify its integration 
through a reorganization of its existing trade 
flows. For instance, notwithstanding its very 
high degree of capacity to produce primary 
commodities, only one-fifth of the value of total 
imports of such goods —excluding petroleum— 
came from the region itself in 1980, which 
means that here too a vast potential is opened 
up for the expansion of reciprocal trade.

Co-operation in the sphere of trade can 
also be used to take advantage of a unified re­
gional purchasing power, through joint im­
ports.

This is where the other aspect of Latin 
American co-operation comes definitely to the
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fore: the increase in bargaining power vis-à-vis 
the developed countries. In this domain, Latin 
America’s potential in relation to the centres is 
not impressive, from the standpoint of the rela­
tive importance of its market and their sales. 
But the absolute figures involved are very high, 
and the significance of the regional market for 
some of the industrialized countries must be 
considerable in the case of certain specific prod­
ucts which it is necessary and possible to iden­
tify.

It is with the United States that Latin 
America’s chief trade links have been forged. 
Out of North America’s total exports to the 
world —the data used here include Canada— 
approximately 15% is absorbed by Latin Ameri­
ca, or, more precisely, by Central and South 
America. The importance of the Latin Ameri­
can market, in percentage terms, for the other 
industrial regions is as follows: Japan, 6%; West­
ern Europe, 3%.

Thus, Latin America’s market carries 
more relative weight in the United States’ total 
exports than in those of other industrialized re­
gions. From the point of view of dynamism, an 
increase is also observable in Latin America’s 
importance as a customer of the United States.^ 
As a buyer, its share in the expansion of the 
United States’ total exports was as indicated 
below for the corresponding years: 1968-1973: 
10%; 1973-1977: 14%; 1977-1978: 16%; 1978- 
1979: 15%; 1979-1980:21%; 1980-1981:20%.

Furthermore, the North American market 
—including Canada— absorbs 35% of Latin 
America’s total exports. The significance of the 
markets of the other developed countries in re­
lation to these exports is 4% in the case of Japan, 
22% for the countries of Western Europe in the 
aggregate, and 8% for the countries of the 
East.®

Furthermore, it must be realized that any 
measure aimed at a reorganization of Latin 
American trade —both in its intra-regional and 
in its extra-regional effects— will depend deci-

^Throughout the 1970s the de facto devaluation o f the 
dollar as against the European and Japanese currencies 
made for a shift o f Latin American imports from those mar­
kets o f origin to the United States suppliers.

*See G A T T  International trade in 198111982, Geneva,
1982.

sively upon the behaviour of certain large and 
medium-sized countries of the region. Recogni­
tion of this fact is indispensable for a proper ap­
praisal of the regional market potentialities that 
do effectively exist, and of the most appropriate 
strategies for turning them to account.

In Latin America’s purchases from the rest 
of the world, the share of the three leading im­
porters —Brazil, Mexico and Venezuela— was 
57% in 1981, If Argentina, Chile and Colombia 
are added to the group of countries carrying 
most weight, the conclusion is reached that only 
six countries account for 76.4% of Latin Ameri­
ca’s total imports. Incidentally, it is in these same 
countries —with the exception of Colombia— 
that the biggest percentage of Latin America’s 
external debt to the international private bank­
ing system is concentrated. Consideration of 
Latin America’s trade and financial problems in 
combination might be productive of favourable 
results in the corresponding negotiations, given 
the political will and active co-operation of these 
countries, because of their importance in the re­
gion’s external relations.

The same thing happens in intra-Latin 
American trade within ALADI. Of the latter’s 
total intra-zonal exports those of Argentina, 
Brazil, Mexico and Venezuela represented 73% 
in 1981; and the same countries absorbed 53% 
of intra-ALADI imports. Taken in the above 
order, their trade surpluses in that same year, 
expressed in terms of dollars at current prices 
(FOB), amounted to US$ 796, US$ 965,, US$ 79 
and US$ 534 million, respectively. Colombia 
and Chile, for their part, showed deficits. The 
surpluses of Argentina, Brazil and Venezuela in 
the aggregate were equivalent to 19% of total 
intra-ALADI exports. Consequently, any signif­
icant effort to divert trade into ALADI will de­
pend decisively upon the behaviour of the large 
and medium-sized countries, as regards both 
stepping up the percentage of their transactions 
and stabilizing their balances with the Area,
b) Possible lines of action

Among multilateral measures to preserve 
and expand intra-regional trade, the regional 
tariff preference to which the Montevideo Trea­
ty of 1980 refers is an instrument that might 
exemplify, firstly the will to intensify the inte-
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gration of the countries members of ALADI 
and, secondly, the determination to adopt joint 
and solidary Latin American positions in negoti­
ations with the rest of the world. To ensure that 
the agreements reached are not merely symboli­
cal, it will be necessary to attain, even if only 
gradually, substantial margins of preference, 
capable of producing significant effects on the 
creation or diversion of trade, in keeping with 
the international difficulties of today.

This mechanism has an eminently multi­
lateral character and should be promoted as a 
means of complementing the recent bilateral 
agreements concluded in ALADI. It is desir­
able, in this connection, that the success of partial 
agreements should not attenuate the need for 
active convergence towards more advanced 
stages of regional integration, which can only 
emerge from global commitments and agree­
ments of a multilateral character.

The utilization of mechanisms of this type, 
however, may not suffice to sustain and pro­
mote trade in the present world conjuncture. It 
must not be forgotten that in recessive situations 
like that of today the Latin American countries 
may harden their positions in respect of trade 
reciprocity, in an attempt to reduce and in­
crease, respectively, their extra-regional im­
ports and exports. This increases the risk that in 
face of the existing difficulties administrative 
mechanisms and other non-tariff instruments 
may be more intensively applied, and may coun­
teract or annul the trade concessions deriving 
from integration programmes. In order that 
full use may be made of the capacity for defence 
against adverse external circumstances implicit 
in regional integration potential, such measures 
should be selective and discriminatory. Selec­
tive, because preference needs to be given to 
capital goods and intermediate inputs; dis­
criminatory, because they should not be applied 
to the countries of the region.

In addition to the efforts already made in 
the field of trade through various integration 
schemes, new measures can be tried out in re­
spect of the diversion and creation of trade for 
the benefit of the region itself.

The diversion and creation of trade in 
favour of Latin American suppliers would help 
to palliate the chronic deficits in the balance of 
merchandise trade vis-à-vis the industrial

centres, to save foreign exchange through the 
machinery for clearing payments and to reani­
mate regional production, by encouraging, as a 
first step, full utilization of existing installed ca­
pacity. But, in addition to these results, the op­
tion of diverting trade into the region —espe­
cially in strategic items of great importance in 
regional demand— would be an instrument that 
would strengthen the region’s bargaining power 
vis-à-vis the rest of the world in general and the 
developed countries in particular.

This instrument, which consists in Latin 
America’s collective ability to restrict or suspend 
its purchases of certain lines of manufactures 
exported by the centres, can be turned to ac­
count both in keeping up the volumes and 
prices of Latin American commodity exports 
and in promoting the penetration of the re­
gion’s manufactures into the developed coun­
tries’ markets, where today they are subjet to a 
variety o f’sophisticated’ restrictions.

This type of regional concerting of policy 
has close precedents in decision 44 of the Coun­
cil of the Latin American Economic System 
(SELA), adopted in 1979 and referring to the 
relations between Latin America and the Euro­
pean Economic Community, This decision lays 
it down that if measures adopted by the EEC 
—including the establishment or extension of 
self-regulation agreements— should have unfa­
vourable effects on exports of Latin American 
products, the Latin American country or coun­
tries directly concerned shall, if they think it de­
sirable, and irrespective of any bilateral measures 
they may deem fitting, consult with the other in­
terested Latin American States, in order to de­
termine the possibility of defining and, where 
appropriate, undertaking suitable joint action. 
This may include, among other economic, fi­
nancial or trade measures, application of which 
would be voluntary, the following: a) symmetri­
cal treatment applicable to exports from EEC or 
from one or several of its regions; b) directives 
for restricting or encouraging Latin American 
imports from those same markets of origin.

The intensification of protectionism and 
of ‘balanced and managed’ trade currently ob­
servable among the industrialized countries 
suggests the possibility that Latin America 
might put into effect measures such as those es­
tablished in decision 44 of SELA, but of more
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generalized scope. Mechanisms of this type can 
be made operative at the regional level only on 
the basis of full solidarity among the Latin 
American countries, with the support of a cen­
tralized and up-to-date information system, 
which will enable them to adopt decisions and 
take action in conjunction. The individual coun­
tries should make a careful and systematic sur­
vey of the markets of origin of their imports, 
which should be carried out for every product 
representing a significant proportion of the 
value of Latin America’s global imports. In this 
way it would be possible to ascertain what reper­
cussions would be felt in the centres if concerted 
measures were adopted to restrict or suspend 
imports of products from specific markets of 
origin, as has been done in their own reciprocal 
trade by Japan, the EEC and the United States, 
cases in point having been analysed in a wealth 
of detail in the European and American press in 
recent months.

This centralized, updated and permanent 
record of trade information should operate on 
the basis of official data furnished by the coun­
tries themselves, or through additional agree­
ments with multilateral agencies. Irrespective of 
the options as to the specific location of this in­
formation service, what does seem unquestion­
able is the need to create it, if it is hoped to set the 
joint machinery in motion.

Another point to consider in the sphere of 
trade is the necessity of closely following trends 
in trade balances between the region and the 
main world industrial centres. This would make 
it possible to take timely decisions as to the 
opening of negotiations with countries main­
taining excessively large trade surpluses with 
Latin America. In face of an aggravation of im­
balances of this type, the Latin American coun­
tries could exercise their joint purchasing 
power, to which reference has been made, or 
apply discriminatory prohibitions or restrictions 
designed to restore the balance of trade, as is 
being done with increasing frequency by the in­
dustrialized countries.

The diversion of trade towards Latin 
American suppliers might gain significant and 
rapid impetus if government entities took part 
in it, according preference to regional sources 
for their imports of inputs and other require­
ments, irrespective of a possible increase in their

purchases from their own national suppliers,® 
An intergovernmental agreement on this sub­
ject might be a decisive factor in giving a vigor­
ous initial impulse to the diversion of trade from 
the industrial centres to Latin America, on the 
basis of purchases by the public sector.

In this connection, it is worth while to note 
certain orders of magnitude. State purchases 
constitute approximately 40% of the total im­
ports of the ALADI countries; in 1981, these 
imports amounted to about US$ 95 billion, of 
which roughly US$ 38 billion were therefore 
government imports. The magnitude of this fig­
ure can be better assessed if it is further recalled 
that intra-ALADI exports in that year 
amounted to about US$ 12 billion. It must be 
borne in mind that of those US$ 38 billion only 
4%, i.e,, US$ 1.5 billion, came from the region 
itself.*® If this proportion were raised to 30%, 
which does not seem unusually high over the 
medium term, the share of intra-ALADI trade 
in the member countries’ total imports would be 
doubled.

Only 11% of the Latin American govern­
ment imports correspond to ‘tied’ loans, and the 
remainder is subject to international standards 
of competition; of that remainder, almost one- 
third is financed by IDB and the World Bank. 
In the area of capital goods, these two official 
banks finance three-quarters of non-tied and 
State imports. This implies the existence of a 
great potential for diversion of government 
trade in capital goods which deserves careful ex­
ploration. Here three possible lines of action are 
combined which in present circumstances 
should be encouraged: i.e., diverting trade en 
massey providing incentives to Latin American 
production of capital goods, and obtaining fi­
nancing for that purpose from the major official 
development banks.

Here it is worth noting that the main bene­
ficiaries of a reorientation of public-sector im­
ports towards Latin American suppliers would 
be private entrepreneurs in activities producing

^Approximately 75% o f State purchases favour their 
own national suppliers; this average obviously leaves room 
for substantial discrepancies from one country to another.

*®See Guillermo Ondarts and Carlos Correa, Compras 
estatales e integración económica, Buenos Aires, ID B-IN TA L, 
Colección Cooperación Empresaria II , p. 49,
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tradeable goods, and the services which support 
and complement these. In this case there is obvi­
ously a perfect complementarity, reciprocally 
fruitful, between the public sector and the pri­
vate sector, in which the former can contribute 
its immense purchasing power to bolster up the 
low levels of activity and the export potential of 
Latin American private entrepreneurs.

This section should not be concluded with­
out express mention of two instruments of a 
partial character. The first consists in bilateral 
agreements on trade co-operation between 
pairs of countries; these agreements generally 
establish schedules of products subject to total 
or partial elimination of tariff duties and to 
periodic negotiations to bring them up to date. 
Measures of this type, falling legally within the 
definition of the agreements of partial scope for 
which provision is made in the 1980 Montevideo 
Treaty, are adversely affected by the occurrence 
of drastric modifications in exchange rates 
which abruptly alter the terms of trade. In such 
circumstances, tariff reductions lose their effi­
cacy as means of promoting and diverting trade, 
and it becomes necessary to explore other pos­
sibilities. Long-term bilateral agreements may 
prove a suitable instrument for maintaining and 
expanding intra-Latin American trade, grant­
ing credit facilities and alleviating the existing 
payments problems by saving foreign exchange, 
inasmuch as the parties can buy and sell in the 
regional market, where merchandise can be 
cleared against merchandise. There is a vast 
field of application for mechanisms of this type, 
not only in relation to manufactures, but also in 
respect of primary commodities, and even the 
exchange of the one type of product for the 
other. Of course, measures of this sort are justi­
fiable only in the framework of a set of 
mechanisms and agreements —both multilat­
eral and partial— which will ensure the smaller 
countries similar opportunities to diversify their 
own production systems and increase their 
intra-regional exports of manufactures.

As regards these relatively less developed 
countries, the fields might be identified in which 
the collaboration of the more developed coun­
tries of the region could be of assistance in sur­
mounting obstacles proper to underdevelop­
ment or to special situations such as an imbal­
ance in fuel and/or power supplies, landlocked

conditions, small domestic markets, lack of nat­
ural resources or shortage of skilled personnel.

What is needed, therefore, is to explore, 
from a practical point of view, new production 
and export possibilities for the countries in 
question, particularly in the sphere of primary 
commodities and of manufacturing industries 
connected with their processing. Collaboration 
with the smaller countries of the region must be 
oriented not only towards remedying their 
weaknesses or deficiencies, but also towards 
more systematic and exhaustive utilization of 
their own potentialities. The results obtained at 
the last ALADI Conference with respect to a 
total opening-up of markets to lists of products 
of special interest to Bolivia, Ecuador and 
Paraguay, while not fully satisfying the aspira­
tions of those countries, represent a wise step in 
this direction.

3. Possibilities for action in the financial sphere

Of unquestionable priority in this field are the 
monetary and financial mechanisms that are 
aimed at facilitating the expansion of intra-re- 
gional trade and strengthening Latin America’s 
financial autonomy and security at the interna­
tional level, albeit mention will also be made of 
those financial mechanisms that are intended to 
encourage economic development.

In the first of these connections, the pay­
ments clearance mechanisms currently in opera­
tion have made it possible to save convertible 
currencies in the settling of reciprocal balances 
in intra-Latin American trade. At the end of 
each period the balances outstanding between 
pairs of central banks are determined, and the 
net balances of each participant vis-à-vis the 
others as a whole. Obviously, the smaller each 
one’s balances with the group as a whole, the 
smaller too will be the amounts of international 
currency effectively involved in the clearance 
operations. Similarly, the more liberal the credit 
lines reciprocally granted and the longer the re­
payment period, the smaller will be the quantity 
of foreign exchange effectively brought into 
play.

The clearing system of ALADI (which in­
cludes the Dominican Republic) is now almost 
complete, since of the 66 possible agreements 
between pairs of Central Banks, 62 have been
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signed. In 1981 the total amount of credit 
granted under the system exceeded US$ 9.3 
billion, i.e., virtually financed three-quarters of 
that year’s trade.

As stated in a recent report, through this 
system, from the time of its entry into operation 
up to the year 1982 inclusive, operations have 
been channelled amounting to more than 
US$ 50 billion, only about 25% being required 
on an average for the settlement of net debtor 
balances in the corresponding repayment 
periods.

It is also pointed out in the report referred 
to that the difficulties encountered as the years 
went by have generally been of little impor­
tance, and the amount of annual operations has 
been steadily growing from the outset up to the 
present decade, reaching the above-mentioned 
figure in 1981. In 1982, however, the upward 
trend in the channelling of operations was re­
versed, and their volume decreased on account 
of the international crisis, its effects on the 
economies of the countries members of the sys­
tem and the adjustment measures adopted, the 
consequences of which it is hoped will be only 
temporary. The corresponding figure is ap­
proximately US$ 7 billion.**

A special aspect of this mechanism, which 
should be developed in greater depth, relates to 
the exchange of services, including tourism, on 
the basis of the use of a special means of pay­
ment. This might be, for example, a Latin 
American travellers’ cheque. A saving of foreign 
exchange could thus be effected, since only pay­
ments for the services in question would have to 
be covered, and such balances could perfectly 
well be incorporated into the existing clearing 
mechanisms, together with those of intra-Latin 
American merchandise trade, should the coun­
tries so decide.

It is in trade in goods, however, that the 
principal benefits of this mechanism can be 
reaped. A dynamic expansion of each Latin 
American country’s trade with the other mem­
bers of the corresponding integration area, com­
bined with a substantial increase in the amounts 
and maturities of reciprocal credits, would be a

"S e e  Evaluación del funcionamiento del convenio de pagos 
y créditos recíprocos, y eventuales medidas destinadas a su perfec­
cionamiento, ALADI/CAFM/III/Doc.2, 21 January 1983.

relief in face of the impoverishment of reserves 
and the growing indebtedness of the Latin 
American economies. Furthermore, if the re­
payment period in the ALADI system were ex­
tended, for example, to six months, it could be 
interconnected with that operating in the Cen­
tral American Common Market, provided that 
an agreement were reached on the rates of in­
terest in force in each case.

In short, given the {>olitical will and the de­
termination necessary for rapid and effective 
action, a combination of the mechanisms for en­
couraging reciprocal in tra-regional trade and 
financing may generate an ever-widening ‘vir­
tuous circle’. A balanced expansion of intra-re- 
gional trade would make it possible to increase 
the advantages already implicit in the payments 
clearance mechanisms, and, reciprocally, an ex­
tension of the maturities and enlargement of 
the amounts of financing, together with the in­
terconnection of payments systems, would en­
able reciprocal trade flows to expand and gain in 
flexibility. The result would be a steady decrease 
in the vulnerability of the trade and financial 
positions of the Latin American countries 
vis the rest of the world.

Another pertinent mechanism is the Santo 
Domingo Agreement on Support of the Balance 
of Payments, which has worked satisfactorily on 
several occasions, and affords financing for 
countries with balance-of-payments problems 
on the basis of maturities and amounts that are 
still very limited, but are potentially susceptible 
of increase. It differs from the payments clear­
ance mechanism, however, in that the present 
generalized situation of depleted reserves and 
acute indebtedness obstructs, in the short run, 
any device that implies additional transfers of 
internationally convertible currencies.

Much the same thing happens in the case 
of another interesting proposal formulated by 
ECLA, for the establishment of a financial 
safety net in Latin America, consisting of a com­
mitment on the part of the official financial in­
stitutions of the region to act as ‘last-resource 
lenders’ for a member country in financial 
straits that had exhausted the possibilities open 
to it in other extra-regional sources of finan­
cing. This, like the preceding proposal, is de­
signed to provide financial assistance to separate 
countries, but not to cope with a crisis like that 
of today, which affects almost all the countries
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of the region simultaneously and in conjunc­
tion.

It seems better worth while, in the existing 
circumstances, to explore Latin America’s pos­
sibilities of participating more actively in inter­
regional financial institutions —such as Ar- 
labank today, established on the basis of Arab 
and Latin American capital— which operate by 
tapping resources not only in Latin America but 
in other international financial markets.

While encouragement should be given to 
these and any other initiatives capable of impro­
ving the foreign exchange position of Latin 
America without subjecting it to terms that are 
incompatible with its necessary economic reacti­
vation and growth, the most viable measures in 
the present situation are those which help to 
save the use of foreign exchange in reciprocal 
payments and those which permit the granting 
of reciprocal credits in the sphere of trade, on a 
longer-term basis than under the existing pay­
ments clearance systems, but organically linked 
with them.

In particular, while some Latin American 
countries have at their disposal banks of inter­
national standing, the region as such has no 
institution in the field of commercial banking 
which is represented outside Latin America.*^

This is a serious lack. A regional multina­
tional bank, based on capital contributed by 
public and private banks in Latin America and 
even by the Inter-American Development 
Bank, and operating in the big financial centres 
both in the area of trade and in that of the sale 
of securities, would decisively reinforce the ex­
ternal economic security of the region, by serv­
ing as a bridge for co-operation among various 
regional and subregional financial institutions 
and supplementing the work done by IDB as a 
development bank. A bank of this type would 
facilitate the identification of areas in which re­
gional co-operation could be pursued in greater 
depth; it would improve access to more diver­
sified sources of funds; it would reduce the so- 
called ‘country risk’ for foreign suppliers of re­
sources; and would provide support to public

and private financial institutions at both the 
technical and the financial level. But it could 
also be of major assistance in future renegotia­
tion or refinancing processes.

If  a specified proportion of the Latin 
American countries’ reserves were deposited for 
administration in this bank, it would be pro­
vided with a solid basis of operations, which 
would shortly make it an outstanding institution 
in the banking field in relation to trade and the 
sale of securities, thus facilitating the removal of 
constraints which today hamper Latin America’s 
access to certain capital markets.*^ A bank of 
this kind could play a decisive part in the pro­
motion of intra-Latin American trade. In par­
ticular, it could serve as a clearing-house for 
long-term financial documents, arising out of 
reciprocal merchandise trade and expressed in 
a unit of account of the region’s own, so as to 
make the greatest possible use of national cur­
rencies.

It would not take too much effort, in terms 
of time or resources, to formulate a specific pro­
posal which could be subjected to the consider­
ation of governments; but this would require 
the necessary political impulse.

In the present conjuncture, consideration 
should also be given to the possibility of estab­
lishing a regional unit of account which would 
facilitate the settlement of balances in services 
trade, including tourism, and of financial docu­
ments deriving from intra-regional merchan­
dise trade. As regards services, a system is con­
ceivable under which each individual country 
would issue documents expressed in a common 
unit of account, with its guarantee, convertible 
into each country’s currency in accordance with 
the exchange provisions and rates in force in the 
country concerned. The same thing could be 
done in the case of documents underwriting 
long-term payments for intra-regional exports 
of goods, so as to facilitate this form of finan­
cing.

A bank such as that proposed, as well as

considerable proportion o f the following state­
ments and proposals are based on notes prepared by Carlos 
Massad, Director, Joint UNDP/ECLA Project on Implica­
tions for Latin America o f the Situation o f the International 
Monetary and Financial System.

*^There is a very close precedent for this proposal in 
the ambit o f the countries members o f the Cartagena Agree­
ment; i.e., the Andean Reserve Fund, which has played a sa­
lient role in the present conjuncture, by providing resources 
to some o f the member countries, without subjection to ‘con­
ditionalities’ o f any kind.
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the common unit of account, may have dynamic 
effects on regional integration.^^

In the field of financial co-operation to 
promote development, the loss of importance of 
the international public banks in the present 
structure of international financing is a very 
serious matter. Latin America must strive to 
reinforce the Inter-American Development 
Bank financially, so that in its turn it can 
strengthen its role as promoter of regional in­
vestment.

There is an obvious need for long-term 
capital contributions, such as those made by 
IDB, to promote co-operation in areas ivhere 
production must be vigorously encouraged. 
Cases in point are the capital goods, energy and 
food security sectors.

At the Annual Meeting of the Board of 
Governors of the Bank, held in Panama early in 
1973, the Sixth Replenishment of Resources was 
approved, in a resolution adopted by the Com­
mittee of the Board of Governors. The increase 
provided for is US$ 15 billion in the authorized 
capital and 703 million in the resources of the 
Fund for Special Operations. Another subject 
of discussion was the creation of a mechanism 
—the Inter-American Investment Corpora­
tion— directed towards financing Latin Ameri­
can enterprises, with particular emphasis on the 
private area.

There is another special aspect of IDE’s ac­
tion which would also repay overhauling. The 
Bank’s technical co-operation programme, 
which is generally run by consultants from the 
non-borrowing countries, could make more 
room for the participation of consultant firms 
from the Latin American countries, at least in 
respect of that part of financing which does not 
correspond to trust funds. This idea is prompt­
ed by the increase that has taken place in the 
proportion of the goods and services purchased 
with the Bank’s convertible currency resources

' “‘w hat would be needed would be the political deci­
sion on the part o f the governments to tackle such a propo­
sal, and they would have to take into account that this is no 
mere matter o f creating a new Latin American institution, 
but a question o f filling an existing gap. They may even take 
a gradual succession o f steps in this direction, should it not 
be possible or viable to assign such a bank all its functions 
simultaneously.

represented by those of extra-regional origin 
—a trend clearly at variance with co-operation 
and integration efforts at the regional level. In 
1973, purchases from extra-regional markets of 
origin amounted to 40% of those effected with 
funds lent by the Bank, and in 1981 this propor­
tion rose to almost 60%.^® It would be advisable 
to reverse this trend, above all if the purchasing 
power of the Latin American governments is to 
be used to divert trade towards regional 
suppliers.

A common strategy needs to be concerted, 
which would make it possible to enlarge the in­
stitution’s regular funds, and at the same time 
permit increased participation of regional firms 
of consultants in the formulation of new invest­
ment projects.

By way of corollary, it may be asserted that 
financial co-operation at the Latin American 
level has become an imperative need. Since capi­
tal resources have to serve as the means to at­
tainment of specific economic and social de­
velopment objectives, it is urgently necessary to 
initiate at the earliest possible moment, a pre­
paratory phase of consultations at the political 
and technical level, which would be the prelude 
to an eventual meeting of the regions’ Ministers 
of Finance where specific proposals like those 
mentioned could be put forward, so as to permit 
the adoption of decisions appropriate to present 
circumstances and to world and regional 
economic prospects.

4. Possibilities o f  action in the sphere o f  regional 
development and economic security

There are measures associated with regional co­
operation which are of great importance for 
buttressing the economic and social structura­
tion of the Latin American countries, and which 
affect, in the long run, the autonomy, the 
dynamism and even the equity of Latin Ameri­
can development. The aim of this section is to 
set forth a group of areas of particular signifi­
cance for the economic security and the de­
velopment of Latin America as a whole.

*®See G. Ondarts and C. Correa, Compras estatales e in­
tegración económica, op. cit., p. 45.
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a) Regional co-operation in the field of capital
goods^^

The region as a whole constitutes an im­
portant market for capital goods. In the first 
nine years of the 1970s, investment in machin­
ery and equipment on the part of 8 countries 
(Argentina, Brazil, Mexico, and the five mem­
bers of the Andean Group) averaged an annual 
sum of US$ 40 billion (at 1980 prices), and in 
1978 exceeded 50 billion. Not more than 50% of 
aggregate demand is met from within the re­
gion itself, which points to the existence of a 
considerable field for the application of con­
certed measures.

A substantial proportion of purchases of 
goods of this type is effected by State or State- 
controlled entities, which, in view of the small 
number of actors involved, would facilitate a 
possible co-ordination of measures, given the 
existence of the necessary political will.

These measures might be directed towards 
the following ends:

i) Obtaining better terms for external 
supplies, by demonstrating the magnitude of re­
gional demand through joint purchasing pro­
grammes, a step which, furthermore, would 
permit the real exercise of a purchasing power 
with modalities and purposes already com­
mented upon in earlier pages;

ii) Partly reorienting this demand towards 
the region itself, by raising —qualitatively and 
quantitatively— the level of activity of the local 
metalworking industry.

In both respects, more significant results 
will be obtained in so far as very specific infor­
mation is available on equipment requirements 
and local capacity to meet them.

Some countries promote local production 
of capital goods through organizations group­
ing the public and private entities that are inter­
ested in the progress of the sector. The encour­
agement of such promotional entities and their

substantial part o f the following material is based 
on notes prepared by Salvador LIuch, Co-ordinator o f the 
ECLA Project on Capital Goods. For a more complete analy­
sis o f the subject, see Jorge Beckel and Salvador LIuch, 
“Capital Goods. Size o f markets, sectoral structure and de­
mand prospects in Latin America”, CEPAL Review No. 17, 
August 1982.

systematic interrelationship will conduce to a 
more lively perception of the opportunities 
opened up by joint activity, as regards both bar­
gaining with third parties and forming combina­
tions of production capacity; it will also facilitate 
removal of the obstacles which prevent these op­
portunities from being turned to account. Out­
standing among such difficulties is the lack of fi­
nancing mechanisms for internal sales, and the 
consequent hindrance of Latin American indus­
try from participating in the construction and 
sale of whatever equipment it is capable of of­
fering in conditions comparable, in terms of 
quality and price, with the external supply.

In the unfavourable conjuncture through 
which Latin America is passing today, not only is 
it harder for the capital goods industry to make 
headway, but the very survival of the manufac­
turing capacity that has by now been achieved 
in some countries is being jeopardized. A joint 
surveyal of the region’s requirements as com­
pared with its own capacities might help to avert 
the loss, in consequence of the present reces­
sion, of assets which it would be difficult to re­
cover, such as specialized teams whose educa­
tion training and maturation entail more time 
and effort than are necessary to ensure the 
availability of physical production equipment.

All this should be regarded as a problem of 
regional interest. A weakening of the industrial 
base would reduce the region’s capacity for self- 
determination and would signify a general im­
poverishment; but it is also obvious that a collec­
tive effort to forestall such harm entails a certain 
measure of shared sacrifice, which could only be 
secured if compensatory mechanisms existed in 
favour of countries where manufacturing in­
dustry does not exist or is still embryonic.

In the case of certain sectors of demand 
linked with large-scale projects, clearly located 
in time and space, consideration might be given 
to mechanisms deriving precisely from the 
execution of works that help to distribute the 
benefits of collective action.

An outstanding case in point is that of hy­
droelectricity, since in the first place, it involves 
less likelihood of over-investment and, sec­
ondly, the repercussions of the corresponding 
civil engineering works may have a positive im­
pact on various important sectors that also need 
activation — steel-making, cement and construe-
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don, equipment, inter alia—, with the con­
sequent increase in employment.

For co-operation in the field of capital 
goods to become more deeply and firmly rooted in 
the economic life of the Latin American coun­
tries, its promotion will have to be continued on 
the basis of active participation by the entities 
grouping private enterprises set up with Latin 
American capital. These, in turn, could unify 
their purchasing power in the world market and 
participate in it on preferential terms as Latin 
American sellers of the same goods. In particu­
lar, regional private enterprises supplying capi­
tal goods could join up with one another in en­
trepreneurial associations of a regional charac­
ter. There they could unify positions, concert 
common strategies in their bargaining with the 
transnational corporations and identify man­
ifold forms of co-operation which would enable 
them to increase their competitiveness at the re­
gional and international level.

b) Co - operation in the field offood security * ̂

In Latin America the production and mar­
keting of food products —at the regional 
level— betray features that are clearly unsatis­
factory and susceptible of improvement 
through co-operation.

It is easy to see how important the subject 
is, not only for regional economic security as a 
whole, but also with respect to combating the 
critical poverty which is still deplorably preva­
lent in Latin America.

Although the growth of production out­
strips that of the population, it does not suffice 
to meet the increase in the effective demand for 
food and, still less that of potential demand, 
represented by over 50 million victims of mal­
nutrition who lack the necessary purchasing 
power to carry any weight in the market, be­
cause of the vices apparent in income distribu­
tion. Actual output falls far short of production 
capacity, of which only one-third is utilized. 
Peasant farmers have lacked adequate access to 
appropriate forms of land tenure, as well as to 
technical advisory assistance in the spheres of

*^Much o f the following material is based on notes 
prepared by Luis López Cordovez, Director, Joint ECLA/ 
FAO Division, on the subject o f food security.

production, marketing and financing, in con­
tradistinction to entrepreneurs in the modern 
sector of regional agriculture. This has aggra­
vated the polarization of agricultural producers.

There are some Latin American countries 
suffering from food shortages which import 
from the world market the very same products 
that, concurrently, other Latin American coun­
tries with surpluses are exporting. Recognition 
of this fact is essential for the formulation of 
guidelines in the sphere of co-operation in pro­
duction and trade. On the one hand, the re­
gion’s capacity for food production is under­
utilized, and on the other, the contribution of 
imports to regional food supply rose from 9% to 
13% in the past seven years. Intra-regional 
trade in food —which accounts for 30% of total 
Latin American imports of such products— is 
therefore susceptible of a vigorous forward 
thrust.

Almost two-thirds of these imports come 
from the developed countries and are concen­
trated in a few types of food —cereals, oilseeds 
and milk products—, which shapes the form of 
food dependence faced by the region as a 
whole. This dependence is aggravated by the 
concentration of such supplies in a small group 
of transnational corporations —especially in the 
case of cereals— and by subsidies to production 
and exports in the countries of origin, cir­
cumstances which distort competition and dis­
courage the corresponding national lines of 
production.

In short, Latin America needs to step up, 
at the regional level, its quantums of food pro­
duction and self-sufficiency, both in order to 
meet its own unsatisfied demand and with a 
view to reducing vulnerabilities which might, in 
certain situations, affect regional economic se­
curity and the attributes of national sovereignty. 
The expansion of food production should lie at 
the basis of every social nutrition policy aimed at 
overcoming the serious regional dearths in this 
field. The diversion and creation of trade flows 
in food among the Latin American countries 
may thus give considerable impetus to Latin 
American co-operation and integration.

The main causes of food insecurity —in­
sufficient production, aggravated by cumulative 
annual shortages, inadequate or non-existent 
reserves and emergency imports at relatively
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high costs— are common to most of the coun­
tries of the region, a fact which unquestionably 
facilitates concerted measures in this field. In­
formation and alerting systems are necessary 
which will enable deficit countries to obtain im­
ports more rapidly from other Latin American 
countries with surpluses. Here too comes into 
play the possibility of improving bargaining 
conditions in the world market through joint 
purchases. Last but not least, concerted efforts 
must be made to increase food production 
through the exchange of experience, tech­
nologies and specialists, as well as through com­
mon progiîammes to induce the utilization of 
idle production capacity. Perhaps in the short 
run regional co-operation with emphasis on 
pre-production aspects —regionalization, cred­
it, productivity, etc.— may have more beneficial 
effects on regional food security.

c) Co-operation in the field o f energy

It would be hard to overlook the supreme 
significance of the energy question in the study 
of the dynamics and orientation of Latin Ameri­
ca’s economic development. The importance of 
hydrocarbons in fuel supplies and their rising 
costs on the world market have involved, for 
many countries, familiar problems in the shape 
of trade deficits, inflationary pressures and in­
adequate supplies of fuel.

The inescapable need to diversify sources 
of energy has a variety of repercussions on the 
patterns of Latin America’s future develpp- 
ment. The lengthy period during which the 
world enjoyed mass supplies of petroleum at 
unjustifiably low prices whipped up a wave of 
products deriving from the petrochemical in­
dustry —or containing various inputs of petro­
chemical origin—, such as plastics, deter­
gents, fertilizers and various types of man-made 
fibres. The greater part of overland, air and 
maritime transport was based on fuels obtained 
from petroleum, and many of the technologies 
applied in the construction of housing and in 
the production of durable goods made abun­
dant use of materials of petrochemical origin. 
The preference for private cars, and the types 
of material used as inputs in their production, 
are of course among the consequences of the 
past era of cheap petroleum.

Coal, natural gas and various organic com­
pounds of agricultural origin are competing 
with petroleum in the generation of fuels for in­
ternal-combustion engines and in the process­
ing of materials which used to be the exclusive 
domain of the petrochemical industry. Simi­
larly, solar, aeolian and nuclear energy are gain­
ing ground in the energy panorama of today.

In the case of Latin America, a separate 
paragraph is deserved by the generation of hy­
droelectric energy, in view of the immense po­
tential available.

Impressive progress has been made on 
some of these fronts during the past decade; 
cases in point are the Itaipú, Yacyretá and Salto 
Grande projects, and others envisaged in the 
field of joint utilization of hydro resources.

Great strides have also been made in re­
spect of petroleum. The PETROLATIN project 
sponsored by the petroleum enterprises of 
Brazil, Mexico and Venezuela, as well as the as­
sociation between Mexico and Venezuela is an 
aid programme for supplying petroleum to 
Central America and the Caribbean (San José 
Agreement), are examples of what Latin Ameri­
ca can do in the sphere of energy, given the nec­
essary political will on the part of its govern­
ments.

The development of energy resources on 
bilateral, multinational or regional bases is not 
easy to concert, but may have beneficial reper­
cussions on the profitability of investment and 
security of supplies.

In the area of hydroelectric energy, Latin 
America was utilizing, at the end of the 1970s, 
less than 10% of its available potential. There is 
an obvious need to advance along this path by 
establishing co-operation systems for the evalu­
ation and planning of hydroelectric resources; 
for the more efficient utilization, management 
and conservation of hydrographic basins per­
taining to two or more countries; for the inter­
connection of hydroelectric systems; for the de­
velopment of the engineering and of the firms 
of consultants that these purposes require; for 
the improvement of bargaining capacity in re­
spect of the purchase of equipment not available 
in Latin America; for the training of personnel 
in the hydropower area, etc.

For many of these objects of concern pro­
vision is made in a Latin American programme
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on co-operation in the field of energy (Pro­
grama Latinoamericano de Cooperación Ener­
gética -  PLACE), adopted at a meeting at 
ministerial level of the Latin American Energy 
Organization (Organización Latinoamericana 
de Energía -  OLADE) held in Santo Domingo 
in 1981. It should be mentioned that OLADE 
—which co-ordinates the activities of PLACE— 
was founded in 1973, before the outbreak of the 
petroleum crisis, thus giving proof of early re­
gional concern with the energy problem. Today, 
in the era of the quest for new sources of ener­
gy, the role of OLADE is revitalized in every­
thing relating to regional co-operation in this 
field.

d) Final considerations

Unquestionably, the areas of co-operation 
described above are only some of the spheres in 
which concerted regional action can be taken to 
the benefit of the economic security of the Latin 
American countries and of the fuller and more 
diversified development of their production sys­
tems. At all events, the areas selected — trade, fi­
nancing, food and energy— are the cor­
nerstones of any programme aimed at reducing 
the region’s external vulnerability. The capital 
goods industry, too, is one of the least advanced 
branches of production in the Latin American 
manufacturing sector, so that its development 
should be made one of the key objectives of re­
gional co-operation.

It would seem inappropriate to bring this 
essay to an end without first stressing an aspect 
which has traditionally hindered the multilat­
eral undertakings upon which Latin America 
has embarked: i.e., the well-known hetero­
geneity of the countries forming the region. 
The inequalities in the extent of their territories 
and in the size of their populations, as well as 
the differences in their degrees of development 
and their institutional and political structures 
make it essential to take a realistic view of the ef­
fective capacity for concerted action of this part 
of the developing world. At all events, as these 
characteristics not only exist but have been 
gradually aggravated in the course of Latin 
America’s history, it is possible that the force of 
circumstances created by the crisis may induce 
governments and peoples to adopt a more 
‘Latin-Americanist* position, which will enable 
the region to surmount the obstacles raised by 
heterogeneity and make unhampered use of its 
joint potentialities.

This will mean that in programming to 
find a way out of the economic and social 
emergency priority will have to be given to con­
sidering the situation of the economically less 
developed Latin American countries, so that 
they may not be so much harder hit by the crisis 
than the rest, and proof may be afforded that 
the solidarity asked from the developed world 
also ‘begins at home’.
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Introduction
I

Latin America’s present debt crisis is very wide­
spread. Since mid-1982 more than half the 
countries of the region have sought debt relief 
from their main foreign creditors: the interna­
tional private banks (see table 1). Whereas the 
scope of the present crisis has had no precedent 
since the Second World War, there is nothing 
new, in contrast, about the problem of servicing 
bank debt, or the consequent need to repro­
gramme it. Before payments difficulties —which 
were highlighted in August 1982 when Mexican 
authorities officially recognized servicing prob­
lems— began to be a matter of general concern, 
a good many countries of the region which had 
contracted substantial debts with the private 
banks had already been faced with a debt crisis. 
During the 1970s Peru, Nicaragua, Bolivia and 
Jamaica were unable to meet their external debt 
commitments and accordingly decided to re­
quest from their private creditors a common for­
mula for the relief of their situation.

Although the majority of the new requests 
for rescheduling are still being dealt with, they 
largely follow the general lines laid down by the 
private banks when the above-mentioned coun­
tries found themselves up against debt crises in 
the 1970s. Table 2 presents selected data on the 
agreements reached with the private banks by 
those Latin American countries that met with 
payments difficulties during the past decade. 
The study of these cases —together with others 
outside Latin America, such as those of Zaire 
and Sudan— makes it possible to sketch some 
essential features which give an idea of the char­
acter of the agreements concluded ;

a) Negotiations between the private banks 
and the debtor country constituted a very slow 
and at times highly conflictive process and it 
took one or two years to reach the final agree­
ments;*

'See W. Glassar and D. Roberts, "Bank lending to de­
veloping countries. Problems and prospects", in F ed era l R e ­
serve B an k  o f  N ew  York Quarter^ Review^ Autumn, 1982, p. 27; 
and R. Devlin, L os ban cos tran snacionales y e l fìn an ciam ien to  ex­
terno de A m érica  L a t in a : L a  experien cia  d e l P erú , 1 9 6 5 - 1 9 7 6 ,  
Santiago, Chile, United Nations, 1980, E/CEPAL/G.1124, 
pp. 201-204.
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Table 1
LATIN AMERICA; PROVISIONAL DATA ON THE RENEGOTIATION OF THE 

EXTERNAL DEBT OF SELECTED COUNTRIES TO PRIVATE BANKS

(Billions o f  dollars)

Global debt 
at end of Renegotiation of the debt“

Credits approved during 1982
Country

1981
Initiation

1982 of negotiations Amount
Maturities

rescheduled IMF BIS USA
New private 
bank credits

Argentina 35.7 38.7 Sept. 1982 13.00*> Sept. 1982-1983 2.2 0.5(s) — 1.1 bridge loan, I.5(s)
Bolivia 2.5 2.8 Oct. 1982 C 0.3(s) — . —

Brazil 71.9 80.2 Dec. 1982 4.70'* 1983 6.0 1.2 1.5 4.4
Costa Rica 3.5 4.2 Sept. 1981 0.70*= 1982-1983 O.I — —

Cuba 3.2 Sept. 1982 0.34^ Sept. 1982-1983 — — —

Chile 15.9 17.3 Jan . 1983 3.30« 1983-1984 0.88 0.3 — 1.3(s)
Ecuador 5.9. 6.3 Oct. 1982 2.48*^ Nov. 1982-1983 0.17 — —

Honduras 1.7 1.9 July 1982 0.23 0.11 — —

Mexico 72.0 81.4 Aug. 1982 20.00’ Aug. 1982-1984 3.97 1.85 2.0 5.0
Nicaragua 2.2 2.4 1982 0.56j — — —

Peru 9.7 11,6 Jan . 1983 2.40*' 1983 0,94 — — 0.45(s)
Dominican

Republic 1.9 1.9 1982 0.15 0.46 _ _
Uruguay 3.1 4.0 Feb. 1983 0.71' 1983-1984 0.46 — — 0.24
Venezuela 28.0 30.0 Oct. 1982 B-SO"* 1983-1984 2.8(s) _ _ _

Source: ECl.A, on the basis of official information supplied by countries and by various national and international sources.
Note: New credits are those granted by the international banks during the renegotiation process; (s) = solicited credits; BIS = Bank of Interna­

tional Settlements.
As at 30 April 1983, most of the countries were in the midst of renegotiation operations, and although significant progress had been made, 
the process had not been finalized.
Corresponds to amortization of public debt from 1982 and that falling due up to December 1983 {OS$ 6 billion). It also includes the pri­
vate external debt guaranteed by Central Bank exchange rate insurance and maturing as from November 1982 (US$ 5.5 billion), as well 
as to maturities relating to “swaps” (US$ 1.5 billion).
At the end of March 1983 the international banks agreed to defer amortization and interest payments amounting to US$ 460 million, a plan 
that will be formalized by the signature of an agreement.
At the end of 1982 a request was submitted to the foreign banks for new loans and refinancing amounting to US$ 4.4 billion and US$ 4.7 
billion respectively. In February 1983 the international banks acceded to this request.
At the end of April 1983 it was reported that a provisional agreement had been signed with the leading creditor banks.
In August 1982 a request was submitted for postponement of the external debt service payments falling due between September 1982 and 
December 1983. In March 1983 an agreement was reached with the creditor banks for refinancing to the amount of US$ 140 million. 
Includes amortization payments falling due in the course of 1983 and 1984 {US$ 2.1 billion) and the restructuring of shon-term fmanciai 
credits (US$ 1.2 billion). At the end of April the government stated that it had reached an agreement with the 12 principal creditor banks 
on debt rescheduling and that negotiations were continuing with a view to obtaining new credits. While the renegotiation process is being 
completed the banks will extend for a further three months the postponement of payments granted on 1 February 1983.
Corresponds to servicing of the public debt between 1 November 1982 and 31 December 1983 (USJ 1 220 million) and about 80% of the 
private debt (US$ 1 260 million). In January 1983 an agreement was concluded with the international banks for the renegotiation of the 
public debt. Between October 1982 and January 1983 Ecuador, by common agreement with its creditors, had made no payments against 
the public debt.
Corresponds to the postponement of amortization payments authorized by the international banks on 20 August 1982 for a period of three 
months, subsequently extended to 23 March 1983, In February 1983 part of the external debt was renegotiated, at a period of eight years 
(a four-year grace period), being secured for the payment of US$ 20 billion representing commitments between August 1982 and De­
cember 1984, Since renegotiation has not been fully completed, a further extension of the postponement of amonization payments up to 
August 1983 was requested.
During 1982 renegotiation for this sum was concluded.
This refers to the refinancing of short-term debt to the amount of US$ 2 billion obtained in March 1983 and a request to refinance amorti­
zation representing US$ 430 million in the same year.
Corresponds to 90% of the amortization of short- and medium-term credits falling due tn 1983 and 1984. At the beginning of March pay­
ments had been postponed for 90 days in agreement with the creditor banks. In April 1983 an agreement was reached with the committee 
of creditor banks.
Relates to the short- and medium-term public and private debt which it is desired to convert into a long-term debt with new guarantees. 
At the end of March the government stated that it will postpone amortization payments corresponding to April-June 1983.
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Table 2
LATIN AMERICA AND THE CARIBBEAN: DEBT RENEGOTIATION AGREEMENTS W ITH 

PRIVATE BANKS THA T PRECEDED THE MEXICAN CRISIS

Country Year
Amount 

reprogrammed* 
(millions of 

dollars)

Period covered 
by extension of 

maturities 
(number of years)

Amortization 
period 

(number of 
years)

Grace 
period 

(number of 
years)

Margin
over

LIBOR
(%)

Commissions’’
(%)

Peru 1976 430 1 5 (2) 2 ‘A iVa
1978 720 2 7 I ’/s

Nicaragua 1980 480 c 12 (5) 1-1 V —

Bolivia 1981 250 2 7 (4) 2>/4, 1 Vii
Jam aica 1982 88 2 5 (2) 2 1 Vi 

1 Va’’

Source: Peru: R. Devlin, ¿os bancos transnacitmales y el ftnanciamiento externo de América Latina: La experiencia del Perú, 1965-1976, Santiago, Chile, 
United Nations, 1980, E/CEPAUG.l 124, pp. 170 and 203.
Nicaragua; R. Weinert, “Nicaragua’s debt renegotiations”, in Cambridge Journal o f  Economics, Vol. 5, No. 2, June 1981, pp. 187-192. 
Bolivia; R. Devlin and M. Mortimore, Las bancos trartsnacionales, el Estado y el endeudamiento externo de Bolivia, Santiago, Chile, United Na­
tions, Estudióse Informesde la CEPAL, No. 26, E/CEPAL/G. 1251,1983, p. 67.
Jamaica: Q. Peck Lin, “The borrower’s trump card is his weakness”, in Euromoney, October 1982, p. 37.

 ̂ Excluding amounts and terms of payment for that part of the debt which was in arrears.
 ̂ Expressed as percentages of the face value of the loan and represents a flat payment at the time of signing the contract.
The entire outstanding balance of the bank debt was rescheduled.
The margin gradually increases from 1 % to 1.75% while the agreement is in force, ending with an average of under 1.5%. Nicaragua pays 
a maximum rate of 7% up to the end of 1985. The difference between the current interest rate and the 7% ceiling will be capitalized and 
amortized between 1986 and 1990.

'  Paid at each maturity date.

b) Whereas the countries had originally 
contracted their debt in the highly competitive 
and dynamic credit market of the 1970s, when 
they began to have difficulties with debt servi­
cing the credit environment deteriorated, since 
each bank attempted, on its own account, to re­
duce the borrower’s participation in its loan 
portfolio; thus it was only a small group of very 
large banks that had to assume responsibility for 
seeking a common formula to tackle the prob­
lem;^

c) The time horizon of the private banks’ 
plan was very limited; i.e., the relief formula 
provided for an extension of only one or two 
years of maturities; furthermore, only amortiza­
tions were reprogrammed, since the banks in­
sisted that the borrower should not alter the 
schedule of interest payments;

d) The renegotiation of the debt was

linked to the attainment of a stand-by pro­
gramme with the IMF;

e) The ‘rescue’ of borrowers did not in­
clude new loans; in effect, the renegotiation per 
se had a negative impact on a country’s credit- 
worthiness. Only in one case (Peru) was the bor­
rower subsequently able to regain normal access 
to external credit; and this, owing to a vigorous 
reactivation of the country’s external sector 
—mainly thanks to a rise in the prices of mining 
products, especially petroleum, in 1979-1980— 
which revived bankers’ interests in loan opera­
tions;^

f) In renegotiation agreements the coun­
tries had to reckon with substantial increases in 
spreads over the London Interbank Offer Rate 
(LIBOR) and pay heavy commissions to the pri­
vate banks on the occasion of signing the corres­
ponding contracts;

^R. Devlin, “Commercial bank finance from the 
North and the economic development o f the South; congru­
ence and conflict”, in CEPAL Review No. 9, Santiago, 1979, 
p. 69.

®See R. Devlin, Los bancos transnacioruUes..., E/CEPAL/ 
G .l 124, op. cit., p. 204; and W. Glasser and D. Roberts, op. 
cit.,p. 27.
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g) During negotiations the private banks 
exerted influence, in various ways, on the 
economic policy of the country concerned;'^ 
and, lastiy,

h) As a rule, the original renegotiations 
were followed by successive similar opera­
tions,^ since the relief afforded by the private 
banks did not lighten the debt burden suffi­
ciently to prevent a rapid recrudescence of debt 
servicing difficulties; all this, of course, resulted 
in additional costs for the borrower.

A very significant departure from this gen­
eral pattern is to be found in one case, that of 
Nicaragua. The agreement concluded by the 
Nicaraguan Government in 1981 is of great im­
portance because it established a new principle 
in the field of renegotiation of external debt. 
When other countries encountered payments 
difficulties, the banks rescheduled the debt to 
avert the precedent of a default. But when they 
granted a restructuring of maturities, they ap­
plied strictly private payment criteria; that is, 
their aim was to minimize their own risks, to 
maintain or increase the rate of return on their 
assets and to impose a measure of ‘discipline’ on 
the borrower. The resulting agreement was ex­
tremely burdensome for the debtor, and left lit­
tle or no room for economic growth. In con­

trast, the reprogramming of Nicaragua’s debt 
was largely based on development criteria, as is 
reflected in the fact that it included a lengthy 
postponement of a considerable proportion of 
interest payments and unusually long 
maturities.

The characteristics of the N icaraguan 
agreement can be appreciated in table 2 and in 
the article by R. Weinert cited in that table. For 
the purposes of the present paper, a singular 
feature should be highlighted: the economic au­
thorities of Nicaragua managed to pay neither 
an increase in the margin over LIBOR nor com­
missions to the banks on the amount of the re­
scheduled debt. The present analysis —al­
though it is in any event only a first step in com­
plicated terrain— argues that commissions, in­
creased spreads over LIBOR, and other forms of 
raising the cost of credit on rescheduled debt 
are no other than monopoly rents, or super­
profits, gained by the private banks. Con­
sequently, the Latin American countries that are 
currently renegotiating their debt might seri­
ously explore means of totally or partly elimi­
nating these rents —as Nicaragua has already 
done—, through negotiation of debt resched­
ulings that do not imply the payment of commis­
sions or increases in the margin over LIBOR.

II
Is there any economic justification for the spreads 

and commissions charged by the private banks 
in debt reschedulings?

The Nicaraguan plan should have served as a 
general pattern for the rescheduling of Latin 
America’s external debt; but unfortunately this 
has not happened. The renegotiation which im-

'^See R. Devlin, Los bancos transnacionales..., op. cit., pp, 
162-204; and R. Devlin and M. Mortimore, Los bancos trans- 
nacionales, el Estado y el endeudamiento externo en Bolivia, San­
tiago, United Nations, Estudios e Informes de la Cepal, No. 
26, EÆ:EPALÆ.1251, 1983, Chapter 4.

®Sefe W. Classer and D. Roberts, op. cit., p. 27.

mediately followed that of Nicaragua was the 
one embarked upon by the Bolivian military 
government under the presidency of General 
Garda Meza, in 1980-1981. This country 
showed many signs of insolvency which made it 
eligible for a relief formula in the spirit of the 
Nicaraguan agreement. But that shaky govern­
ment, which was seeking international legitimi­
zation, was willing to accept a rescheduling ar­
rangement at virtually any price. The result was 
an unrealistic reprogramming of the debt which 
did nothing to help stabilize the balance of pay­
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ments, and of which, moreover, the cost for the 
country was very high (see again table 2).®

During the present debt crisis, Mexico is 
the country that seems to be nearest to finalizing 
a reprogramming operation with the private 
banks. But once again the terms of the agree­
ment are very burdensome. According to provi­
sional data, the US$ 20 billions of amortization 
payments subject to reprogramming will be fi­
nanced at the cost of a margin of 1.88% over 
LIBOR and flat commissions of 1% on the 
amount rescheduled.^ Furthermore, the pri­
vate banks will grant a ‘new’ loan for US$ 5 bil­
lion, which in practice is a disguised way of re­
scheduling part of the interest payments on the 
outstanding debt. The cost of this last ‘loan’ will 
be 2.25% over LIBOR and flat commissions of 
1.25%.® And since Mexico was accustomed to 
paying an average margin of approximately
0.65% over LIBOR and commissions of 0.7%, 
the need to reschedule the debt induced that 
part of the cost of credit which is subject to 
negotiation to increase by over 180%^ (see 
table 3).

In most respects the rescheduling of 
Mexico’s debt follows the general pattern out­
lined in the introduction. Its new feature is that 
the private banks —under severe pressure from 
the International Monetary Fund— are now 
granting the aforesaid ‘new’ loans to accompany 
the rescheduling of certain maturities. But, as 
was also pointed out above, the loan does not 
imply additional net autonomous resources for 
investment or for the accumulation of interna­
tional reserves; rather it is administratively de­
signed by the bankers to permit normal pay­
ment of interest in the absence of an official re­
scheduling of these commitments.*^

In some circles the Mexican formula has

®See R. Devlin and M. Mortimore, op, cit., chapter 7.
^See Latin American WeelUy Report, London, 24 De­

cember 1982, p. 1.
Îbidem.

^LIBOR is determined by the forces o f supply and 
demand in the financial market. The cost components sub­
ject to negotiation are the following: the margin over 
LIBO R , flat commissions and the amortization period.

*‘̂ Up to now the private bankers have Firmly adhered 
to the principle that intei^est payments must not be repro­
grammed. This attitude partly reflects their concern lest if 
they reschedule interest payments their government ban-

been mentioned as the model that should be fol­
lowed by other countries in the region for re­
scheduling their payments to the private banks. 
In practice, as is clear from table 3, this model is 
pretty dose to what is actually happening in 
Latin America. Reprogramming terms are very 
similar for all countries despite the considerable 
differences in their capacities to pay. The rela­
tive deterioration of credit terms for the other 
countries of the region is not as grave as for 
Mexico, inasmuch as the latter started with 
more favourable terms of borrowing; but in any 
event, the deterioration is serious in almost all 
cases.

Obviously, the Mexican model ought not 
to have been taken as a reference point for con­
sidering the terms of the region’s debt re­
scheduling. Mexico accepted a substantial rise in 
the spread over LIBOR and the payment of 
commissions on the reprogrammed debt. As will 
be explained later, in that country’s particular 
circumstances it may possibly have been expe­
dient for the authorities to accept these costs; 
but it is not necessarily the correct formula for 
all the other Latin American countries.

While ethical arguments can be invoked to 
dissuade the private banks from increasing the 
cost of rescheduled debts, there is also an eco­
nomic argument which calls this practice in ques­
tion. Higher spreads and commissions paid on 
reprogrammed debt and interest represent 
monopoly rents for the private banks, which 
theoretically, and in practice too, can be appro­
priated by the borrower countries. It is possible, 
moreover, that non-payment of these rents may 
have no significant negative effect on the supply 
of external financing.

In the first place, the margin over the base 
interest rate and the commissions are compo­
nents of the ‘negotiated’ cost of credit.** In a 
normal international credit market this cost is 
established in a distinctly competitive environ­
ment, since a solvent borrower country has 
many potential creditors.*^ Accordingly, in a

king authorities may classify loans as non-performing as­
sets, Thus they resort to indirect procedures to serve the 
same end.

' *See again Footnote 9.
*^A country like Bolivia, whose prestige in interna­

tional financial markets has always been relatively low, had
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Table 3
LATIN AMERICA: PROVISIONAL DATA ON TERMS OF DEBT RESCHEDULING“

Country

Margin over 
LIBOR 

(percentage) 
i 980-1981 ÍÍ

Amortization period 
(number of years) 

1980-1981 R "KC

Grace period 
(number of years) 

1980-1981 R AC
Commissions'* Deterioration 

of terms
1980-1981 AC

(T) (2) (1) (2) (1) (2) (1) (2) (2):(l)‘

Argentina 0.67 2.13 2.5 7.5 7.0 5.0 3.0 3.0 1,09 1.25
Brazil 1.62 2.50 2.13 8.5 8.0 8.0 2.5 2.5 2.01 1.50 1.50 44
Chile 0.91 2.13 2.25 7.6 8.0 7.0 4.0 4,0 0.81 1.25 1.25 125
Costa Rica 1.13 2.25 - 6,0 8.5 — 3.0 - 1.23 —

Cuba 1.00 2.25 - 5.0 8.0 _ 3.2*' - 0.88 1.25 - 28
Ecuador 0.74 2.25 - 8.0 9.0 — 2.0 - 0.97 1.25 — 146
Mexico 0.65 1.88 2.25 7.6 8.0 6.0 4.0 3.0 0.70 1.0 1.25 181
Peru 1.12 2.25 2.25 8.2 8.0 8.0 3.0 3.0 1.07 1.25 1.25 97
Uruguay 0.98 2.25 2.25 9.1 6.0 6.0 2.0 2

Source: ECl.A, on the basis of official data and information supplied by various national and international sources.
* This information is provisional and subject to revision. Columns headed 1980-1981 show average credit terms in 1980 and the first half of 

1981. Columns headed R relate to rescheduled maturities. Columns headed AC relate to terms for additional credits. It should be noted that 
by the end of April 1983 most of the new credits had not been agreed upon and were still at the proposal stage.

** Calculated as percentages of the face value of the loans and represents a flat payment at the time of signing the loan contracts.
Based on an index of the cost components of credit that are subject to negotiation

Pa
+ Ma

P2
-  1

Pi
+ M,

where:
C = commissions; P = amortization period; M = margin over LIBOR; all of which are weighted by the 
amount of the loan. It should be noted that the relative deterioration is not in itself an indicator of the 
quality of an individual country’s negotiation, since it is strongly influenced by the initial position of the 
borrower.

Weighted average.

competitive setting like that in which most of the 
debt was contracted, the spread and commis­
sions paid by the borrower must generate what 
for the private banks approximates a ‘normal 
rate of profit’, which takes into account a mar­
gin to cover risks.

In an advanced phase of the credit cycle, 
however, the borrowing country may find itself 
faced with debt service difficulties. In these cir­
cumstances, the financial market drastically 
tightens since many private banks try to reduce 
the amount of their portfolio in the country 
concerned. As was pointed out before, the coun­
try then finds itself in a non-competitive mar­

more than a hundred private creditors in 1974-1978. See R. 
Devlin and M. Mortimore, op. cU., p. 69. Countries'whose 
prestige in financial markets is traditionally high could deal 
with more than a thousand private banks.

ket; the cost of credit will now be largely decided 
by the few large creditor banks that form a com­
mittee for negotiating en bloc with the bor­
rower.^® The collusive nature of the committee 
invests the private banks with a monopoly 
power that did not exist at the time when the 
borrower originally contracted its debt.

In reality, this situation approximates a 
bilateral monopoly. In other words, the banks 
and the borrower country open negotiations 
with one another to decide how the losses will be 
shared out. The outcome of this situation is un­
certain. But the action of the private banks is 
clear: raising the price of credit on rescheduled 
debt is a device for shifting on to the debtor

*®See R. Devlin, “]Los bancos comerciales...”, c/i. oí., p. 
84. For an analysis of a specific case, see, by the same author, 
Los bancos iransnadonaUs..., op. of., pp. 163-173.
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much of the cost of a weak loan portfolio. In so 
far as the bank avoids losses —or manages to ob­
tain positive returns— on its weak portfolio, it 
gains profits tantamount to a monopoly rent.

When a bank issues a loan in a normal 
market, the risk is theoretically covered by cred­
it rationing, and the charge of a margin over the 
base interest rate, plus commissions. In other 
words, at the time of granting a loan, the bank 
already takes into account the possibility of not 
recovering it, or at least foresees that the mobil­
ity of its portfolio may be affected by a re­
scheduling of payments. Thus, when a bor­
rower country cannot meet its debt service com­
mitments, the cost to the bank must already 
have been included in the charges for the origi­
nal loan. And as regards the reprogramming of 
the debt per se (or of the interest on it, either di­
rectly or indirecdy), there is no real ‘credit’ 
transaction with a supply price, since the opera­
tion consists simply in the administration of a 
loan already granted and not immediately re­
coverable. Nor does rescheduling imply an ad­
ditional risk, as bankers assert, since the alterna­
tive is a total stoppage of payments and the com­
plete liquidation of part of the portfolio; in 
practice, rescheduling effectively reduces the 
risk of default and therefore of major losses. As 
for the outlays on telex, cables, travel, etc., con­
nected with the negotiation of a rescheduling 
operation, the banks have already provided for 
their coverage in the loan contracts, in separate 
clauses under the head of ‘miscellaneous ex­
penses’. Thus, any increase in the margin over 
the base interest rate and payment of commis­
sions on the amount reprogrammed signifies 
rent; that is, it constitutes an income in excess of 
economic costs, which is generated by virtue of 
the bargaining power of the few large banks 
that control access to credit for a country of 
questionable creditworthiness. Looked at from 
another angle, rent is any payment over and 
above what is required to induce an economic 
agent to act as it does. In this case, the bank 
charges extra for an administrative operation 
(the rescheduling of debt service) which is nec­
essary in any event to avoid a total loss; there­
fore, the additional income it receives on re­
programming the debt is a superprofit.

What happened during the 1930s, i.e., 
when the debtor countries ceased to liquidate

their bonds unilaterally, demonstrates how, in 
similar competitive conditions, banks would 
have to accept the losses deriving from the de­
velopment of an unsatisfactory portfolio, a 
course which would imply easing the debt bur­
den of the borrower countries and would facili­
tate their economic recovery. Unlike the current 
financial instrument, the bond is a means of borrowing in which case the creditors are 
anonymous, many, and widely scattered, so that 
it is difficult for them to organize themselves 
and reach a collusive agreement vis-à-vis the debt­
ors. Bondholders were left with no other al­
ternative than to accept the losses determined 
by the market in the shape of a reduction of the 
value of their assets.*'*

Today, borrowing is channelled mainly 
through the private banks, and these institu­
tions are in a position to co-ordinate their ac­
tivities in the international scene in such a way 
that they can form a monopolistic bloc or­
ganized with the aim of averting, or minimizing, 
losses through: i) reschedulings of the debt and 
of interest payments; and ii) charging onerous 
spreads and commissions. In other words, in 
contrast to what happened during the 1930s, 
the cost of the adjustment necessitated by a less 
than adequate management of an international 
portfolio is now borne by the debtors and not, as 
before, by the creditors.

In certain circumstances it would be expe­
dient for the borrower country to attempt, as 
Nicaragua did, to eliminate or reduce the rent 
paid to the private banks. This is feasible be­
cause, as will be seen later, a decline in the 
superprofits of the private banks, given specific 
situations, would not necessarily affect the sup­
ply of financing.

When debt servicing becomes impossible, 
the borrower country loses its creditworthiness 
and therewith its access to autonomous loans 
from the private banks. It seems that many 
countries accept the increase in the cost of 
credit in a reprogramming operation —i.e., pay 
the rents— in the fear that if they refuse to do 
so they will forfeit their chances of obtaining fi-

’^ h is  last aspect is discussed in a working paper by 
Carlos Massad.
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nancing in the future.'^ But in normal cir­
cumstances the flow of loans is not tied to the 
concession or non-concession of rents to cred­
itors. Access to credit will then depend upon 
sound creditworthiness; in so far as a country 
can recover it, the number of private banks in­
terested in lending to it will increase and the re­
surgence of competition among them will gen­
erate new loans at lower costs.**’ And not­
withstanding the negative attitude of bankers 
towards debt rescheduling, a major factor in the 
real recovery of creditworthiness is still —in ad­
dition to disciplined economic policies, of 
course— renegotiation of debt servicing in such 
a way as to reduce the burden it represents; this,

in turn, entails the borrower’s not paying the 
rents and transferring to the lender some of the 
corresponding losses. Hitherto the creditor has 
avoided losses and has managed to oblige the 
debtor to pay rents which have militated against 
a recovery of creditworthiness and have been 
partly responsible for the necessity of multiple 
reschedulings with their additional costs for the 
borrower.*^ In fact, instead of being a problem 
for the banks, rescheduling has definitely been 
‘good business’; thus a paradoxical situation 
arises where in the midst of a very serious de­
terioration of their internationafloan portfolio, 
the private banks are reporting to their 
shareholders very high rates of profit.*®

Ill
Incentives to reduce the cost 

of rescheduling debt

In the short run, the incentives that the various 
countries have to accept the higher cost of bor­
rowing involved in renegotiations may differ 
considerably, and this has major repercussions 
on rescheduling trends in the region.

In the case of the large countries with a 
very high absolute level of indebtedness —such 
as Mexico and Brazil— payment of the higher 
cost of credit might be expedient. And this be­
cause even in an ‘administered’ credit market,

which characterizes the situation for a State 
whose creditworthiness is precarious, the 
economic authorities may possibly think that a 
substantial volume of new loans can gradually 
be obtained, since, up to a point, the financial 
system is a ‘hostage’ to the borrower: a default 
by a major debtor would be a threat to the very 
survival of many banks. Thus, the economic au­
thorities might feel that acceptance of the in­
crease in the cost of outstanding debts would 
make î  easier for them to use their considerable

'^Another reason that may explain, if only in part, 
why some countries have paid the rent in question is that 
hitherto, in many instances, negotiations with the private 
banks have been co-ordinated by national technocrats (not by 
politicians) who have strong professional links with the in­
ternational financial community. 'I'his situation makes for 
protection of the statu quo as regards debt rescheduling.

'®Peru affords a case in point. Between 1976 and 
1978 it had extremely serious conflicts with its private cred­
itors and received no new loans for nearly two years. But 
despite its troubled relations with the private banks, the 
country found itself back in their good books when an unex­
pected rise in its export prices boosted its external sector 
and, therefore, its image of creditworthiness. See R. Devlin, 
Los hancos transnacionales..., op, d t ,  pp. 167-172, and 201- 
204.

* În so far as the banks increase the cost of credit in 
a rescheduling operation, the recovery of creditworthiness 
becomes more difficult, since the borrower country will have 
to expand its exports still further and reduce its imports in 
order to cope with debt servicing. Creditworthiness is also 
prejudiced inasmuch as the cost of the debt rises when the 
internal rate of return is, in all probability, very low.

'*’See R. Lambert, “New York banks show strong 
gains”, in Financial Times, 19 January 1983, p. 32; R. Ban­
ner, “Banks gain from fees by altering Latin debt". New York 
Times, 10 January 1983, p. D.3; J . Plender, “Of profits and 
imprudence”, Financial Times, 18 February 1983, p. 5; and 
R. Wilkinson, “Banks greedy over Third World", Financial 
riffles, 31 March 1983, p. 10.
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leverage to extract increasing amounts of new 
credit from a non-competitive market.^^ 
Another factor that perhaps influences the deci­
sions of these relatively more developed coun­
tries is the consideration that they will be the 
first to benefit by the positive impulses of any 
world economic recovery that may occur in 
1983 and 1984, with the consequent improve­
ment of their creditworthiness accompanied by 
a renewed autonomous credit flow and the re­
duction in costs which this implies. Undoubtedly 
Mexico, when accepting the cost of its debt re­
scheduling, assumed that it would relatively rap­
idly regain its access to credit, through auto­
nomous or administered channels. If within a 
very short time there is no new net inflow of 
loans {i.e., a volume of credit in excess of amor­
tization and interest payments), the cost of re­
negotiation will be more clearly revealed as a 
monopoly rent and, probably, in that case, the 
Mexican Government will reconsider its strategy 
for negotiation with the private banks.

While in the short run the most heavily in­
debted countries may have their reasons for ac­
cepting a rise in the cost of their debt, the cred­
itor banks have motives for augmenting those 
costs to an onerous degree. And this because 
they know that the terms of payment established 
with the major debtors —which are also the 
countries with the best prospects of regaining 
their creditworthiness— will form the ‘floor’ for 
subsequent negotiations with smaller debtors 
that are less attractive customers. Thus, the 
strategies of the banks and of the major debtors 
in the region join forces in pushing up the cost 
of the debt for everyone. This, of course, has 
negative repercussions on the remaining coun­
tries.

As regards the small and medium-sized 
debtor countries, the potential benefits of pay­
ing the higher cost demanded by the banks are 
even more problematical. These countries’

'^Resources are often extracted indirectly. Initially 
the country establishes very optimistic balance-of-payments 
targets in order to conclude a rescheduling agreement with 
the private banks. Subsequently the targets are not met with 
the consequent enlargement of the deficit on current ac­
count, which is in any event financed by the private banks 
(or by their governments) on the grounds of not inducing a 
moratorium in payments.

chances of obtaining net inflows of resources 
through the private banks are much smaller. In 
a climate of administered credit they have not 
enough leverage to obtain more money for in­
vestment purposes, since individually their debt 
does not represent a high proportion of the 
banks’ porfolio; in the last instance, creditors 
could cope with a unilateral moratorium on the 
part of a small debtor without endangering their 
own survival.̂ ® Thus, the banks have a firm 
foundation on which to resist a significant ex­
pansion of their portfolio in the country. But still 
more important is the fact that these countries 
will be the last to benefit by the return to a nor­
malized international credit market when the 
world economy recovers. In the case of coun­
tries with structural debt problems —for exam­
ple, Bolivia, Chile, Jamaica, Costa Rica—, even 
if the international conjuncture takes a favour­
able turn it will not necessarily suffice to restore 
their creditworthiness and give them renewed 
access to autonomous credit.

The preceding remarks suggest that these 
latter borrowers have less reason to accept the 
increase in the cost of debt currently at issue 
in the renegotiations; if they do so, in face of 
their poor prospects of a rapid and intensive re­
covery of creditworthiness —necessary for their 
reinsertion in a competitive credit market— 
they have few possibilities of demanding as a 
counterpart any very significant net flow of new 
loans. If the borrower holds out against an in­
crease in the cost of the debt, its rescheduling 
will not necessarily be prevented. And this be­
cause, although the banks could absorb the 
losses that would derive from a formal declara­
tion of default on any one country, it is very 
much in their interest to forestall a precedent of 
this kind. In the first place, such a declaration 
might lead to a similar standstill of debt pay­
ments on the part of other countries which, as a 
whole, certainly would represent a threat to the 
viability of the private banks. And secondly, 
since it is monopoly rents that are at stake, a pol­
icy that tries to obtain debt rescheduling without 
an increase in the cost of credit still affords the

^®See for example, the cases of Peru and Bolivia, in R. 
Devlin, Los bancos transTiacionaies.,., op. cit., pp. 114 to 120, 
and R. Devlin and M, Mortimore, op. cit., pp. 111 to 116, re­
spectively.
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private banks an opportunity to ‘gain’, i.e., sub­
stantially to minimize their losses. All that is re­
ally involved is a better distribution of costs be­
tween debtor and creditor, as compared with 
the situation in the 1930s, when the brunt of the

adjustment was borne by the creditors (who 
were not only banks), and with the present 
situation, which is characterized by the transfer 
of the cost of a weak portfolio to the debtor 
countries.

IV
Concluding remarks

It is worth while to recapitulate what has been 
said so far. The hypothesis upon which the pre­
sent article is based calls in question the current 
practices of the private banks in renegotiation of 
the external debt, hitherto more or less taken 
for granted in many circles alike in the North 
and in the South. Obviously, this is only a first 
approximation to the subject, and the analytical 
framework should be extended in the near fu­
ture both in depth and in breadth. In any case, 
the increase in the price of credit in current re­
schedulings of Latin America’s debt is a clever 
tactic on the part of the private banks to evade 
the costs associated with a less than adequate in­
ternational lending policy. Their capacity to 
raise the borrower’s costs derives from the 
monopolistic power which characterizes an ad­
ministered capital market; and the costs them­
selves would be rents.

The payment of rents has different effects 
on the two parties involved in the renegotiation. 
In the case of the banks, their rates of profit are 
high even in the face of a marked deterioration 
in the quality of their portfolio. And the debt­
ors, for their part, are faced with a steep rise 
in the cost of the debt when their rate of return 
on investments can no longer carry the burden 
of servicing it; moreover, payment of the higher 
cost necessitates an increase in exports and a 
reduction of imports which are difficult for each 
country to achieve separately, and virtually im­
possible for all the debtors as a whole. It has also 
been noted that, paradoxically, in the short run 
it is the countries with the most bargaining power 
that have an incentive to initially shoulder the 
burden of the increased cost of credit, whereas 
the debtors with less leverage have less reason to

do so, and are in a better position to resist it 
forthwith.

Up to now the small and medium-sized 
debtor countries of Latin America have adopted 
a distinctly passive position vis-à-vis the demands 
of the private banks for exceptional increases in the margins over LIBOR and for the payment 
of commissions on the reprogrammed debt.^* 
But perhaps they ought to reconsider their 
strategy and explore other ways of negotiating a 
reduction or elimination of the rents paid to 
these transnational financial enterprises, as 
many of them have already done in the past 
with respect to direct investment by the non-fi- 
nancial transnational corporations. And as hap­
pened in the latter case, the possibilities of 
negotiating better terms will depend upon the 
specific political and economic circumstances of 
each individual country, on its capacity to co-op­
erate with other debtors and on its success in ob­
taining the necessary backing from interna­
tional forums concerned with co-operation and 
economic development in order to pressure 
the private banks to change their rescheduling 
policies.

As a minimum criterion it might be pro­
posed that the negotiated cost of a repro­
grammed debt should not be higher than the av­
erage of the original negotiated cost on the re­
scheduled maturities. And in the case of coun-

^*Even an organ of the international financial press 
—the Financial Times o f London— remarked in an editorial 
that the developing countries have a great deal of leverage 
with the private banks, but have shown little imagination in 
taking advantage of it. See “Third World leverage*. Financial 
Times, 12 February 1983, p. 12.
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tries with structural debt problems, a postpone­
ment of interest payments would be necessary, 
although a still more appropriate measure 
would be a significant reduction of the cost of 
credit, i.e., a ‘concessionary’ interest rate. Fur­
thermore, the formula is not without precedent, 
since the private banks commonly grant ‘soft’ 
credit terms to their domestic customers with 
debt repayment difficulties, as is exemplified by 
the treatment of the Real Estate Investment 
Trusts in the United States.^  ̂ A yet more im­
portant point however, is that reduction of the 
rents implicit in the current debt rescheduling 
formulas still affords the banks an opportunity 
to avoid most of the losses that creditors would 
normally incur in a competitive capital market. 
It is simply a matter of a better sharing-out of 
the cost of a mismanaged portfolio between cred­
itor and debtor, whereby both parties ‘gain’. In 
addition, this improved distribution of the cost 
will make for a more rapid restoration of the 
creditworthiness of the debtors and will thereby 
enable the private banks to infuse new 
dynamism into their portfolio.

In conclusion, it is important to mention 
that the central argument of the foregoing anal­
ysis with respect to the cost of debt rescheduling 
is highly sensitive to the assumptions adopted in 
relation to risk. It has been assumed that the pri­
vate banks had already taken into account the 
risks of default at the actual time of granting 
loans to the debtor countries. But there are 
bankers and regulatory bank authorities who as­
sert that the former spreads over LIBOR and 
commissions were insufficient to cover these 
risks; and this phenomenon is often attributed 
to the ‘fierce competition’ among banks during 
the 1970s. Thus, it is maintained that the cur­
rent increase in the cost of credit on resched­
uling a debt is nothing but an ‘adjustment’ on ac­
count of the insufficient price of the credit 
granted during the competitive phase of the in­
ternational credit market.

This argument is not very convincing. If 
the negotiated price of credit was insufficient in 
the 1970s, the cause was not the existence of a highly competitive market; rather it must be at-

^^See R. Weinert, “Banks and bankruptcy”, Foreign 
Policy, No. 50, 1983, pp. 138 to 149.

tributed to a faulty assessment of risk. The 
private banks made their loans in the 1970s on 
the basis of a principle which was then widely ac­
cepted by the financial community: that coun­
tries (sovereign borrowers) never go bank- 
rupt.^^ This assumption is technically correct, 
but as a general criterion for loans it seriously 
underestimates the potential costs involved in 
the development of a portfolio in developing countries.In any event, let us assume that —what­
ever may have been the reasons— in the 1970s 
the price of credit was not high enough to en­
sure the long-term stability of the international 
financial system. Why should the developing 
countries be responsible for bearing the cost im­
plied in remedying the situation? If the interna­
tional financial system did not function effi­
ciently during the past decade, in a civilized and 
interdependent world it is incumbent upon all 
the members of that system —private banks, cen­
tral governments, debtor countries— to seek 
solutions and share the cost. Shifting the cost on 
to the debtors alone —as is occurring today— is 
questionable from the point of view of equity and 
ethics. But it is also questionable from the 
standpoint of the economic interests of the cred­
itors and their governments: many debtors are 
clearly unable to bear the whole cost of the ad­
justment, and, failing more equitable solutions, 
the dynamics of their internal politics would ul­
timately involve them in prolonged moratoria 
which nobody wants to see on the international 
scene. Accordingly, the present cost that would 
be implied for the banks in sharing the burden 
of the adjustment is much lower than might be 
the future cost of perpetuating the practices

24now current.

^*See Morgan Guaranty Trust, World Financiat Mar­
kets, March 1983, pp. 4-5; and Pedro-Pablo Kuczynski, 
“Latin American debt", in Foreign Affairs, Winter 1983, 
p. 352.

^^Fred Bergston, formerly Assistant Secretary for In­
ternational Economic Affairs of the United States Depart­
ment of the Treasury, under the James Carter administra­
tion, is very well aware of the danger: “...a moratorium by 
any significant debtor would have a demonstration effect on 
other debtors, or at least on opposition politicians in such 
countries, to emulate such behaviour. A ‘debtors’ OPEC’ is 
unlikely to emerge by design, but could develop via chain 
reaction”. See F. Bergston, “Can we prevent a world
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Of course it is possible that the interna­
tional banks are not financially in a position to 
take on the whole of their share of the cost of 
adjustment with the debtors; if this is the case, it 
will fall to the central governments to absorb it. 
There are already a good many proposals that 
advocate the transfer of much of the interna­
tional financial problem to the centre’s public 
sector.^’’ For example, Professor Peter Kenen, 
of Princeton University, has suggested that the 
World Bank might purchase a proportion of the 
banks’ portfolio at a discount, which would en­
able the creditors to divest themselves of weak 
loans (although, of course, at a partial loss).̂ ® 
Thus, an international public institution such 
as the World Bank, which perceives risk in a

economic crisis?”, in C/ia/iinge, January-February 1983, p. 
10. Furthermore, the potential for setting up a ‘debtors’ 
OPEC’ in Latin America is very great, since over 90% of the 
net bank debt of the periphery is to be found in the region. 
See R. Devlin and M. Mortimore, op. cit., table 1.

•̂■’See, for example, “Bad debtors’ charter”, in The 
Economist 19-2.5 February 1983, p. 79.

Weinert, op, cit., also puts forward an excellent 
practical proposal implying the transfer of part of the pri­
vate banks’ portfolio to the World Bank.

broader perspective than private banks would 
help the debtors to find more satisfactory for­
mulas for the relief of their situation. Again, the 
Government of Mexico has proposed that the 
International Monetary Fund provide a 
special service for the financing of balance-of- 
payments deficits due to increases in interna­
tional interest rates; this would make it possible 
to grant compensatory loans to the debtor coun­
tries during the period in which interest rates 
exceed ‘normal’ levels, i.e., 2-3% in real terms. 
There are also other interesting proposals for 
palliating the pressures faced today by the inter­
national financial system and the debt crisis of 
the periphery. All that is wanting is the political 
capacity to adopt the appropriate decisions. The 
underlying reason for the proposal considered 
here in relation to the creditors’ governments is 
analogous to that adduced in the case of the 
banks: the cost of sharing the burden of the ad­
justment between the banks, their governments 
and the debtor countries would now be much 
less than it would be in the future in the event of the creditors’ perpetuating their current prac­
tices, which are seriously prejudicial to Latin 
America’s economic and social development 
and are politically untenable for the debtor 
countries.
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Wages and 
employment in 
international 
recessions:

Recent Latin American 
experience

Victor E. Tokman*

This article takes as its working hypothesis the pos­
tulation that while the international recession makes it 
necessary to effect internal adjustments involving a 
lower level of activity, there are various alternative 
ways of tackling the situation, these options being 
partly determined by the structural characteristics of 
the economy, but also depending on the set of poli­
cies applied. In order to corroborate the hypothesis, 
the adjustment policies followed by various Latin 
American countries in the last two crises are analysed, 
and it is concluded from this that if we leave out the 
group of countries which are so small and open that 
they have little autonomy in facing the crisis, the 
economic history of the last five years shows the fail­
ure both of the global monetary policies followed in 
the Southern Cone and of the expansive policies of 
the oil-exporting countries. The more eclectic models 
applied by other countries, although markedly differ­
ent from each other, appear to have been most effec­
tive in reducing or at least postponing the cost of the 
adjustment and sharing it out more equitably.

Two specific aspects are also analysed; the re­
percussions of the increase in interest rates on the 
Latin American economies, and the adjustment of the 
labour market, which takes different forms from one 
country to another. In some countries, this adjust­
ment takes place through an increase in open un­
employment; in others, through an increase in under­
employment, and in yet others, through a combina­
tion of both factors. The reasons why the adjustment 
takes these different forms are analysed, together 
with the implications of this fact. It is postulated that 
in fact the reduction in the income of those working in 
own-account occupations plays the role of a collective 
unemployment insurance policy and constitutes in 
practice a second-best solution from a welfare point 
of view.

’Director, Regional Employment Programme for Latin America and the Caribbean (PREALC).

Introduction
I

Latin America and the Caribbean, like the rest 
of the world, have gone through several inter­
national crises during the last decade which have 
made it necessary to introduce adjustment poli­
cies in the economy. Adjustment is of course in­
evitable, since it is necessary that the national 
economies adapt themselves to a reduced avail­
ability of real resources. Nevertheless, there is 
more than one possible adjustment policy and, 
given this diversity as well as the varying modes 
of application, different results may be pro­
duced.

In the first place, as regards the period re­
quired to produce results, there is a difference 
between policies that affect the level of expendi­
ture and policies that operate through changes 
in relative prices as the principal mechanism for 
shifting resources from the production of goods 
for domestic utilization to the production of 
tradeables. Generally speaking, the trend in the 
reduction of domestic expenditure should be to 
concentrate on lowering consumption rather 
than investment, so as to avoid eventual adverse 
effects upon economic growth. At the same 
time, however, adjustment to the international 
recession has coincided with inflation in most 
Latin American and Caribbean countries, mak­
ing it necessary to apply both adjustments simul­
taneously. The final result is that adjustment 
policies cease to be neutral and basically hit 
wages and employment levels. Wages suffer be­
cause they are usually regarded as the key vari­
able for stabilization of price levels, for fostering 
an improvement in international competitive­
ness, and for inducing a contraction in the level 
of consumption. Employment levels are af­
fected, for their part, because a lower level of 
domestic expenditure generates a higher level 
of open unemployment.

The current world crisis, as well as that 
suffered at the beginning of the 1970s, is differ­
ent from other international fluctuations to 
which the economies of the region and the de­
veloping world have been historically subject, 
for the size and depth of these recent crises have 
affected not only developing countries but also 
those at the centre. In this connection, a com­
parison is increasingly being drawn between the
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present recessive conjuncture and that experi­
enced in the 1930s.

There are at least two important differ­
ences between the Great Depression of over half 
a century ago and the present recessive situa­
tion, however. In the first place, given the cru­
cial role currently played by the rise in oil prices, 
the question of whether a country produces it or 
not and exports it or not furnishes a first major 
differentiation between economies, irrespective 
of whether they are located in the north or in 
the south. In the region, this differentiation can 
be clearly perceived in the dissimilar perfor­
mance in the present crisis of the oil-exporting 
economies as compared with the rest of the con­
tinent.

In the second place, in contrast with the 
1930s, the present international recession and 
the one before it have been accompanied with 
inflation in the developed world. This has at 
least two direct implications. On the one hand, 
the deterioration in the terms of trade of the 
non-oil-exporting countries of the region is at 
present greater than that observed in the 1930s. 
The terms of trade of the Latin American coun­
tries decreased at an annual rate of 6.7% be­
tween 1930 and 1933, whereas this deteriora­
tion attained an annual rate of 8.4% in the
1974-1975 crisis and 9.6% from 1978 to 1981, 
in the non-oil-exporting group. Even so, in con­
trast with what happened in the 1930s the de­
cline in the purchasing power of the region’s ex­
ports has been less severe, and even in the cur­
rent crisis the expansion of the export quantum 
has more than compensated for the fall in the 
terms of trade.

On the other hand, the policies pursued in 
the central countries and especially in the 
United States during the present recession have 
involved a considerable rise in nominal interest 
rates, this occurring at a time when the foreign 
indebtedness of the countries of the Region has 
increased significantly. This rise exceeds the 
rate of growth of the export prices of the non­
oil-exporting Latin American countries, and 
amounted between 1978 and 1981 to an in­
crease of 47.5% in the prime rate and of 32.6%

in the rate applicable to Eurodollars, both in 
real terms.

The aim of this paper is to review the re­
lationships between the aforesaid variables, 
which summarize the effects of the international 
recession on the economy of the countries in the 
region, and the behaviour of wages and employ­
ment. To this end, special attention will be paid 
to the periods 1973-1975 and from 1979 to the 
present. On the basis of this review, the differ­
ent reactions of various countries of the region 
to the international situation can be identified as 
well as the extent to which the latter has affected 
wages and employment. With this in view, and 
given the difficulties that would be involved in 
analysing all countries of the region, a broad 
typology of situations will be made and illus­
trated by an analysis of some particular cases. 
The discussion, moreover, will necessarily be re­
stricted, since a comprehensive analysis of the 
adjustment process, given its macroeconomic 
character, would take us beyond the limited 
objectives of this paper.

We take as a working hypothesis the post­
ulation that, although the international reces­
sion necessarily entails adjustments that imply a 
relatively lower level of activity, there are vari­
ous alternative options for dealing with the situa­
tion, which in fact has already been experienced 
by the countries of the region. These options 
are in part determined by the structural fea­
tures of the individual economies, but they also 
depend on the policy package that is applied. In 
this context, wage policy comes to play an im­
portant part in short-run adjustments and in ef­
fect determines the distribution of the cost in­
volved in the adjustment among the different 
groups of the population.

In addition, two other aspects will be dealt 
with.i The first is the impact of the rise in inter­
est rates on the Latin American economies, 
since as mentioned above, this is a new and dis­
tinguishing factor of the present crisis. The sec­
ond is the adjustment of the labour market, be­
cause of its implications on income levels and 
distribution.
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II
The external adjustment and wages

1. The case o f  small open countries

There is a first group of countries in the region 
which are of small size and have an openness 
coefficient (i.e., a ratio of exports to gross na­
tional product) of between 20 and 30%. They 
had these same structural features already in 
the 1930s, and when faced with the interna- 
tional crisis at that time they had to remain tied 
to the gold standard while waiting for the auto­
matic adjustment to operate. On that occasion, 
they suffered a considerable cost as a result of 
not being able to design policies that would at­
tenuate the effect of the international crisis. The 
present situation seems to be basically the same. 
The full impact of world recessions falls upon 
these economies, which must inevitably absorb 
the deterioration in the terms of trade and re­
duce real wages whenever an international situ­
ation of this sort occurs.

Central America and the Caribbean pro­
vide numerous examples of this type of econ­
omy, where the possibility of an autonomous 
policy is slight. In particular, if we examine the 
performance of Costa Rica and Honduras in the 
1973-1975 crisis and in the present one, since 
1979, we can see that in both countries the fall in 
the terms of trade has brought with it a decline 
in real wages. Thus, in Honduras the first reces­
sion implied a loss of around 6,3% in the growth 
rate of the product owing to the fall in the terms 
of trade and a reduction of 2.9% in industrial 
sector real wages during the same period. The 
present recession has meant up to 1981 a fall in 
the growth rate of the product of around 8.2% 
and an 8.1% drop in industrial real wages {see 
table 1).

In Costa Rica there are similar links be­
tween the negative effect of the decline in the 
terms of trade and the decrease in real wages 
during the two international crises. In this coun­
try there has also been a further reduction in 
real wages stemming from an upsurge of infla­
tion in an economy that had not previously ex­
perienced high inflation rates. The 1973-1975 
recession there coincided with an inflation rate 
of 25%, while in the present crisis the annual in­

flation rate averaged 30% betw^^n 1979 and 
1981, the rate for the latter year being 65%.

2. The case o f  medium-sized and large countries

Already in the recession of the 1930s, and to an 
even greater extent in more recent international 
crises, the other countries of the region have dis­
played a certain degree of autonomy which has 
enabled them to a certain extent to reduce and 
control the impact of international crises of this 
magnitude. This group of countries comprises 
those of a larger size, generally less open to in­
ternational trade and with a higher degree of 
urbanization and modernization. Hence, ex­
ports hardly exceed 10% of the product, the 
proportion of modern urban activities in em­
ployment reaches between 50 and 60% of the 
total labour force, and employment in modern 
industry comprises between 20 and 28% of the 
non-agricultural labour force. It is precisely in 
this group of countries that wages come to be a 
representantive variable, given the greater 
coverage of wage-labour as a direct result of the 
higher degree of modernization. Included in this 
group are the Southern Cone countries (Argen­
tina, Chile and Uruguay), Brazil, Colombia, 
Mexico and Venezuela, among others.

By way of introduction, it is worth review­
ing the performance of these countries in the 
crisis of the 1930s and the policies they ap­
plied.* In the first place, those Latin American 
countries that enjoyed some degree of auto­
nomy went through this crisis at a lower cost 
than the other countries of the region and even 
than the United States and Canada. In general, 
they grew more rapidly than the latter two 
countries in the period following the crisis 
(1932-1939); they recovered sooner; their con­
traction was not so pronounced as in Northern

'The analysis of the performance of these countries 
and the policies followed during the 1930s crisis closely fol­
lows the work of C. Diaz-Alejandro: Latin America in the 
1930s (New Haven, Yale University Economic Growth 
Center, 1981).
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Table 1

E X T E R N A L  A D JU ST M E N T , W AGES AND PRIC ES IN SOM E 
LA TIN  AM ERICAN C O U N T R IE S

(Percentages)

Degree of 
openness

h

Purchasing 
power of 
exports

Wages''

trade pnxiuct Urban
minimnm

[ndu.s-
trial

Construc­
tion

prices

Smalt open countries 
Costa Rica 
1973-1975 -9.2 27.6 -2,5 -7.1 -7.4 -9.0 -6.1 25.4
1975-1978 40.1 21.2 8.5 55.2 25.3 31.3 34.9 5.9
1978-1981 -29.2 21.8 -6.4 -10,5 -8.3 -12.2 -11.2 30.1
1973-1981 -9.8 23.5 -2,3 29,7 6.3 4.9 12,7 19.3

Honduras
1973-1975 -23.1 27.1 -6.3 -20.2 -7.2 -2 .9 -31.9 10.4
1975-1978 23.3 24.1 5.6 60.5 -15.6 12.0 77.5 6.2
1978-1981 -23.7 27.1 -8.2 -1.0 -6.2 -8.1 -24.4 14.3
1973-1981 -27.6 26.1 -7.2 32.2 -26,5 - -8 .6 10.2

Medium-sized atul large amniries
Oil-dependent
Brazil
1973-1975 -21.2 6.9 -1.5' 14.7 -2.3 12.1 6.9 32.5
1975-1978 2.6 6.2 0.2 24.7 3.5 13.3 12.0 42.0
1978-1981 -42.7 7.0 -3.0 6.3 1.1 8.1 -1.9 87.3
1973-1981 -53.7 6.5 -3.5 16.0 2.3 37.3 17.4 .54.8

Relatively self-sufficient 
With substantial economic 
policy changes
Argentina
1973-1975 -30,0 5,5 -1 .7  ' -45.9 -8.9 1.7 33.3 173.8
1975-1978 -19.2 9.2 -1.8 87.2 -50.4 -54.9 -55.9 2 1 1.5
1978-1981 -8 .4 8.1 -0.7 -3.3 6.3 14.7 -3,2 118.2
1973-1981 -48.2 7.5 -3.6 24.0 -52.0 -20.6 -43.1 163.9

Chile
1970-1975 -46.8 15.3 -7.2 -28.7 -41,1 ^ 1 .8 -18.3 233.1
1975-1978 -0.6 21.2 -O.l 27.1 29.9 44.3 4,2 80.1
1978-1981 -14.0 24.6 -3 .4 13.7 -1.5 38.0 27.0 25.9
1970-1981 -57.2 20.4 -11.7 3.0 -24.7 15.9 8.1 98,9

Without substantial economic
policy changes 
Colombia
1973-1975 -19,9 14.8 -2.9 0.4 16,4 -8.0 7.3 22.3
1975-1978 64,7 7,4 4.8 51,7 9.4 13,3 5.1 24.2
1978-1981 -32.4 6.9 -2.2 -23.8 17.6 7.2 17.6 27.7
1973-1981 -7.4 9.7 -0.7 16.1 49.7 11.7 32.6 25.0

Oil-exporting countries 
Ecuador
1973-1975 36.3 18.1 6.6 16.5 9.3 7.3 17.1
1975-1978 8.7 12.4 l.I 27,7 -8 .0  , 8.4 11,6
1978-1981 31.1 11.4 3.6 28.1 111.3 22.9 13.7
1973-1981 94.3 14.0 13.2 96.0 112.5 43.0 13.7

Mexico
1973-1975 3.6 7.3 0.3 2.5 16.9 8.6 5.8 15.8
1975-1978 12.2 7.0 0.8 82.3 7.9 8.0 9.1 21.3
1978-1981 47.6 7.4 3.5 140.6 -8.4 -1.7 1.6 26.1
1973-1981 71.5 7.2 .5.1 349.8 15.6 14.0 17.3 21.7
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Table 1 (Conci.)

Terms of 
trade

a

Degree of 
openness

b

Effect on 
product

C

Purchasing 
power of 
exports

a

Wages“
Domestic

prices
d

Urban
minimum

Indus-
trial

Construc­
tion

Venezuela
1973-1975 97.6 14.3 14.0 30.3 -9.3 13.1 9.8
1975-1978 -13.9 9.5 -1.3 -20.4 -19.6 2.1 7.3
1978-1981 114.2 8.1 9.3 77.2 17.7 -1.1 -5.2 17.8
1973-1981 264.4 10.6 28.0 102.3 -14.2 14.2 11,8

Source: Prepared by PREALC on the basis of national data.
 ̂Changes between the initial and final year of each period,

** Relation between exports and gross domestic product.
‘ Obtained by multiplying the change in the terms of trade by tlic coefficient of openness. 
** Annual cumulative rates referring to changes December to December.

America; and manufacturing industry, which 
became the leading sector in these economies, 
grew steadily at an annual rate of between 8 and 
13%, whereas in the United States the manufac­
turing sector remained stagnant.

The policies pursued by this group of 
countries during the 1930s were characteristic­
ally heterodox, in defiance of the conventional 
prescriptions of monetarist experts of the time 
(‘money doctors’, as Carlos Diaz-Alejandro calls 
them). Concerning the balance of payments, 
there were currency devaluations and multiple 
exchange rate systems were established, with a 
higher rate for imports, a medium rate for ex­
ports and a preferential rate for servicing the ex­
ternal debt. Likewise, most of these countries re­
negotiated their debt unilaterally, only Argen­
tina, Haiti and the Dominican Republic continu­
ing to service the debt on its original terms. The 
effect of devaluation was not inflationary and 
helped to increase competitiveness through a 
change in the relation between the exchange 
rate and wages, basically through an increase in 
the former since the latter remained stable in 
real terms. These measures were accompanied 
by exchange controls and tariff adjustments that 
raised the level of protection.

The monetary and fiscal policies applied at 
that time had a clear expansionary effect. The 
real money supply increased, basically owing to 
the decline in nominal prices, and the stock of 
money was increased against bonds, indepen­
dently of the gold standard that had been in 
force up to that time. In several countries, a 
moratorium on the internal debt was declared

and financial institutions were supported to pre­
vent bankruptcy by means of diverse measures 
ranging from special rediscount lines to, in 
some cases, the freezing of savings deposits. Fis­
cal policy acquired distinct anticyclical features: 
there was no attempt to balance the budget, and 
a deficit was maintained, basically financed by 
delays in payments and an increase in short­
term borrowing. Likewise, public expenditure 
was increased in order to avoid a contraction of 
economic activity.

Finally, the combined effect of these mea­
sures was to produce a far-reaching structural 
transformation which still characterizes the 
economies of these countries up to the present 
and basically consisted of a rapid expansion of 
the manufacturing sector, together with a 
higher degree of State intervention in economic 
activity.

At present, the countries in this group 
have begun to develop differences owing chiefly 
to the different impact of oil prices in the more 
recent international crises. Hence, a distinction 
must be made between the oil-exporting coun­
tries, those which are largely dependent on im­
ported fuel, and those which have some degree 
of autonomy because they are relatively self-suf­
ficient. Ecuador, Mexico and Venezuela are 
among the oil-exporting countries, while Brazil 
is particularly heavily dependent on fuel im­
ports. Finally, in the group of relatively self-suf­
ficient countries a distinction must be made be­
tween those which in the past decade have ap­
plied struaural policies of price stabilization and 
external openness (basically, those of the South-
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ern Cone) and those which have pursued more 
conventional policies, such as Colombia.

3. The oil-exporting countries

These countries benefited from the rise in the 
price of oil, which caused a remarkable im­
provement in their terms of trade, combined in . 
some cases, such as that of Mexico, with a con­
siderable expansion in the export volume of this 
product. The improvement was particularly 
marked in the case of Ecuador, Mexico and 
Venezuela, which were able to apply a policy of 
real wage increases owing to the favourable in­
ternational situation, so that a high correlation 
between the rise in the terms of trade and in­
creases in real wages is observed {see table 1).

However, there was a growing tendency in 
these countries to overexpand domestic expen­
diture and to increase the money supply as a re­
sult of the aforesaid oil boom, resulting in accel­
erated inflation and/or balance-of-payments 
problems. These were paradoxical results, since 
these economies had historically exhibited low 
rates of inflation, while moreover their greatest 
boom in recent decades was followed by the 
emergence of a balance-of-payments deficit. 
They were thus compelled to resort to adjust­
ment policies involving a reduction of expendi­
ture and wage controls, as in Mexico and Ve­
nezuela since 1979. As a result, real wages 
tended to contract despite the improvement in 
the terms of trade.

Ultimately, although during the period 
1973-1981 wages benefited from the oil boom, 
the actual benefits were diminished owing to the 
aforesaid internal disequilibria, especially infla­
tion, whose effects were particularly negative 
because these economies had little previous ex­
perience of this problem and hence lacked sys­
tems of wage indexation. Thus, in Venezuela, 
despite an expansion of the order of 28% in the 
product due to improvements in the terms of 
trade, real wages in the industrial sector in­
creased by only 14% during the same period.

a)
4. The non-oil-exporting countries 

Countries dependent on oil imports

By far the most important country in this 
group is Brazil, which is relatively autonomous

in the design of its economic policy but is heavily 
dependent on oil imports. This country made 
active use of its possibilities of increasing the ex­
ternal debt in order to cushion the economy 
from the recessive impact caused by the pro­
nounced fall in its terms of trade.

As a result of these policies, during the 
period 1973-1975 Brazil was able to raise indus­
trial real wages by around 12%, even though the 
terms of trade fell by approximately 21%. With 
the further fall in its terms of trade from 1978 
onwards, however, the growth in real wages has 
considerably slackened {see table 1).

It is clear that Brazil gradually lost flexibil­
ity in its handling of international crises both 
through the emergence of internal imbalances 
chiefly observable in the inflationary upsurge of 
recent years and through the greater cost as­
sociated with the increase in real interest rates, 
given its high degree of indebtedness. Thus, if 
the growth in the nominal interest rate applied 
by commercial banks to their best customers 
{prime rate) and in that applied to three-month 
deposits in Eurodollars is compared with the 
growth in the price of Brazilian exports, it will 
be seen that the former rose during 1978-1981 
by 59% and the latter by only 43% {both in real 
terms). Given that 84% of Brazil’s external debt 
has been contracted at variable interest rates 
and that it constitutes around 25% of the gross 
national product, and taking into account that 
the rate prevailing in 1978 was around 10%, it 
can be estimated that the rise in international in­
terest rates has produced a deterioration of 
around 11% in the product, which is almost 
four times the deterioration in the product at­
tributable to the fall in the terms of trade during 
the period 1978-1981.

Nevertheless, despite the unfavourable 
situation confronted by Brazil, analysis of the 
period 1973-1981 shows that, although this 
country had to face a deterioration in the terms 
of trade that implied a decrease in the rate of 
growth of the product of around 3.5%, the 
domestic policies applied not only protected 
wages from a similar reduction but actually per­
mitted a rise of around 37% in the average real 
wage paid in the industrial sector. This is un­
doubtedly a clear illustration of policies capable 
of coping with the international recession with­
out shifting the burden of the adjustment
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primarily on to wages. It is still too early, how­
ever, to evaluate the net effect, since this coun­
try must face up to a heavy external debt which 
was, in fact, one of the factors that made possi­
ble the economic policy approach adopted.
b) Countries not dependent on oil

i) Countries without substantial changes in 
economic policy. A case that illustrates this type of 
situation is Colombia. Its terms of trade were 
adversely affected both in the 1973-1975 crisis 
and in that beginning in 1978. Notwithstanding 
the negative impact of the international situa­
tion, the economic policies adopted fostered an 
expansion in the quantum of exports and thus 
neutralized the adverse effect of international 
prices, at the same time permitting a significant 
rise in real wages during the period 1973-1981. 
Thus, in contrast with a potential decline in the 
product of around 1%, attributable to the de­
cline in the terms of trade, urban minimum 
wages rose by 50%, industrial wages by 12% and 
those in construction by 33% {all in real terms) 
over the same period (see table 1).

ii) Countries with marked changes in economic 
policy. This group includes Argentina, Chile and 
Uruguay,^ which during the decade pursued 
policies of price stabilization and external open­
ness of their economies. It is outside the objec­
tives of this paper to comment here on these 
policies or on their main effects.^ We shall con­
centrate instead on the degree of autonomy of 
these countries regarding the taking of domestic 
economic policy decisions and on the conse­
quences of the policies adopted.

First, the fact that these countries possess 
some degree of autonomy in their economic- 
policy decisions and are not entirely subject to 
international fluctuations is clearly illustrated by 
the case of Argentina, which during the 1973- 
1975 crisis succeeded in at least maintaining 
wages in real terms, despite a deterioration in its

should be noted that the three countries have dif­
ferent degrees of dependence on imported oil. Argentina is 
practically self-sufficient, while Uruguay is highly depen­
dent. Chile’s position is intermediate.

^See, for example, PRE ALC: Politicos de estabilización y 
empleo en América Latina, Investigaciones Sobre Empleo 
Series, No. 22 (Santiago, PREALC, 1982).

terms of trade of around 30%. Similarly, Chile 
in the recession beginning in 1978 succeeded in 
preventing the deterioration in the terms of 
trade from being transferred to wages. It should 
be noted in this latter case that the increase in 
real wages during the more recent period was 
largely due to the slowdown in the inñation rate, 
which in an indexed economy automatically 
amounts to a rise in real wages.

Secondly, wages became a basic variable in 
the economic and social policies adopted by 
these countries. Wage control was a basic policy 
instrument in the effort to achieve price stabili­
zation and an improvement in international 
competitiveness,! especially during the quite 
long periods when fixed exchange rate policies 
were applied (or, more generally, overvaluation 
of the local currency), when it was sought to 
achieve, by reducing wages, a shift of resources 
towards the production of tradeables. Wage 
control was also used as a social objective for dis­
ciplining the labour force, since in both coun­
tries it was sought by this means to avoid pres­
sures that might challenge the economic and 
political decisions being applied. In particular^ 
this economic strategy resulted in a disarticula­
tion of the trade-union movement, basically 
through the anti-industrial and anti-employ­
ment bias introduced by the policy.'* This made 
possible effective reductions in real wages with­
out major resistance arising within the system.

The result of these policies was a reduction 
in wages that apparently exceeded the cost that 
would have been involved in absorbing the de­
terioration of the terms of trade. Thus, in 
Argentina between 1973 and 1981 the decline 
in the terms of trade implied a reduction,' in the 
growth rate of the product of around 3.6%, but 
wages in the industrial sector fell during that 
period by around 21%. In Chile between 1970 
and 1975, the negative effect of the terms of 
trade implied a fall in the product of around 
7%, but industrial wages contracted during that 
period by over 41 % (see table 1).

In both countries, however, real industrial 
wages rose between 1978 and 1981 in spite of a 
deterioration in the terms of trade. This wage

^R. Lagos and V.E. Tokman: Global moTietarism, em­
ployment and social stratification, Trabajos Ocasionales Series, 
No. 47, Rev.l (Santiago, PREALC, 1982).
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behaviour conceals the real effect of the policies 
followed, for various reasons. The first is that 
1981 was a year in which wages were at their 
maximum, but only temporarily, since real in­
dustrial wages fell during 1982 by 10.5 and 3% 
in Argentina and Chile, respectively. The sec­
ond reason is that the adjustment operated 
mainly through reductions in the levels of total 
employment, especially that in manufacturing 
industry, rather than through reductions in 
wages. Manufacturing employment in Argen­
tina fell in absolute terms between 1973 and
1981 by 32.8% (37.2%, if 1982 is included) and 
by 21.2% between 1978 and 1981 (26.2%, if
1982 is included). In Chile, the reduction be­
tween 1970 and 1981 was around 17% (28%, if 
1982 is included) and 8% between 1978 and 
1981 (20.4%, if 1982 is included). Lastly, in the 
particular case of Chile, the adjustment implied 
a substantial increase in the rate of open un­
employment and in occupations in emergency 
programmes at remunerations of around one- 
third of the minimum wage. Open unemploy­
ment, including this minimum employment, in­
creased fivefold between 1970 and 1981 and 
reached 28.4% of the labour force in 1982.

5. Tentative conclusions

To sum up, the experience of different coun­
tries in the region suggests that, although in the 
face of adverse international developments the 
countries have no option other than to adjust 
their economies, and that this implies adopting 
policies that result in a fall in real wages, this oc­
curs automatically only in a small group of 
countries which, because of their size and de­

gree of openness, do not possess the autonomy 
to alter this result.

There are, however, numerous countries 
in the region that have in the past shown a cer­
tain degree of autonomy and have controlled 
the domestic adjustment to international reces­
sions by influencing the distribution of the cost 
of adjustment, the period during which it is ap­
plied and, finally, the different mechanisms 
through which their economies adjust to exter­
nal crises. Experience also shows that some 
countries have succeeded in applying an expan­
sive wage policy during adverse international 
conditions, just as there are others which, in 
similar circumstances, have accentuated the cost 
of adjustment by introducing substantial 
changes in their economic policies. Finally, the 
oil-exporting countries are a special case in 
which, although it is possible in principle (and so 
it has been done) to. pass on the international 
bonanza in the form of real wage increases, in­
ternal and sometimes external imbalances arise 
that eventually limit this possibility, so that fi­
nally wages actually expand less than would 
have been theoretically feasible.

In short, the economic history of the last 
five years points to the failure of two kinds of 
policies: the contractionary global monetarist 
policy followed in the Southern Cone, and the 
expansive policy of the oil-exporting countries. 
The more eclectic models followed by other 
countries, although markedly different from 
each other, seem to have been more effective in 
reducing or at least postponing, the cost of the 
adjustment and distributing it in a more equita­
ble manner.

Ill
The increase in international interest rates

The present world recession differs from earlier 
ones in that it has not only produced a major fall 
in the region's terms of trade but also been ac­
companied by a rise in the interest rate applica­
ble to the external debt service. Thus, between 
1978 and 1981 the rate applicable to best debt­

ors by North American banks (prime rate) 
rose by 72.3% and the rate applicable to three- 
month deposits in Eurodollars rose by 54.9%.

This considerable increase in nominal in­
terest rates entails an additional outflow of fi­
nancial resources for the countries of the re-
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Table 2

E F F E C T  O F T H E  CH AN GE IN IN T E R N A T IO N A L  IN T E R E S T  R A TE S, 1978- 1981

Percentage of the Ratio of loss
external debt Ix>ss of of growth due

il i-2 <1 H growth to interest
— — — With respect Subject to due to rate rises to

Px Px Pî tc Pî tc to the gross variable interest terms-of-trade
national interest rate rises' effect^
product® rates'*

(1) (2) (3) (4) (5) (6) (7) (8)

Argentina 5.9 17.8 -57.3 -47.5 41.1 80.0 -3.9 5.6
Brazil 42.9 58.9 26.1 40.3 24.9 84.0 -10.7 3.6
Chile 22.1 35.8 -14.4 -4.8 35.6 65.6 -6.8 2.0
Colombia 68.1 86.9 7.2 19.2 22.8 58.3 -10.3 4.7
Costa Rica 56.0 73.6 99.4 125.5 49.3 62.4 -19.9 3.1
Honduras 49.9 66.7 8.0 20.2 59.6 45.8 -15.9 1.9

Source: I’reparcd by I’REALî  on tlic basis of information from the countries,
ii = variation in the interest rate on Eurodollar deposits for 90 days.
¡2 = variation in the prime interest rate.
Px = changes in export prices.
Pi = changes in domestic prices, 
to = changes in the exchange rate,

“ Refers to 1980,
’’ Refers to the average for the period 1978-1980.

Calculated by applying the mean variation in the real interest rate (1) and (2) to the percentage of the debt with respect to the product (5), 
adjusted by the percetttage of the debt subject to variable interest rates.
Relation between {7) and the loss due to the terms of trade as estimated in table 1.

gion. It has been estimated that in 1981 each ad­
ditional percentage point on the nominal inter­
est rate implied an increase in interest payments 
of US$ 2 250 million for the region as a whole. 
This amount is equivalent to 2.6% of the value 
of Latin America’s exports of goods, reaching a 
proportion of 3.3% of total annual export value 
in the case of Mexico and around 3% in that of 
Argentina and Brazil.

To assess the pressure on resources im­
plied by this increase in the nominal interest 
rate, it must be compared with the evolution of 
export prices in the region during the same 
period. When this is done, the situation becomes 
more diversified, according to the particular 
features of each country. In the case of the re­
gion’s oil-exporting economies, their export 
prices grew faster than the increase in the nomi­
nal interest rate during the period, and the vari­
ation in the real interest rate has consequently 
been negative. In the remaining countries of the 
region, the effect of the change in the real inter­
est rate has affected growth of the product dif­
ferently according to the evolution of export

prices, the ratio of the external debt to the gross 
national product, and the proportion of the 
debt contracted at variable interest rates.

Firstly, there is a group of countries where 
the rise in nominal interest rates was combined 
with a fall in export prices, at the same time that 
the external debt amounted to a high per­
centage of the gross national product. This is 
typically the case of the Central American 
economies, among them Costa Rica and Hon­
duras, As a result of the rise in real interest 
rates'  ̂ the growth possibilities diminished by 
20% in Costa Rica and by 16% in Honduras 
during the period 1978-1981 (see table 2). Sec­
ondly, there is another group of countries 
where the rise in nominal interest rates was

^'I'he method used to calculate this effect consisted of 
estimating the proportion of the debt subject to variable in­
terest rates in relation to the gross domestic product and ap­
plying to this coefficient the rate of growth of the interest 
rate in real terms, defined as the variation in the interna­
tional interest rate, deflated by the variation in the export 
prices of the respective country.
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combined with virtually stationary export prices 
and the burden of the external debt as a propor­
tion of the national product is around 25% but 
it is largely contracted at variable interest rates. 
This group includes Brazil and Colombia, 
where the effect of the potential loss of growth 
of the product was around 10% during the same 
period. Finally, we have a group of countries in 
which the increase in nominal interest rates was 
largely offset by an improvement in export 
prices, but which nevertheless exhibit a heavy 
burden of external debt as a percentage of the 
national product (of the order of 40%), with 
around 80% of the debt contracted at variable 
interest rates. This is the case of Argentina and 
Chile, with a potential loss of growth of the 
product of 4% in the former and 7% in the lat­
ter.

On the other hand, to gain an approxi­
mate idea of the effect of the rise in real interest 
rates as compared with that attributable to the 
deterioration of the terms of trade, it is conve­
nient to relate both effects to the potential 
growth of the national product. This shows that 
during the period 1978-1981 the size of the ef­
fect associated with real interest rates varied 
among different countries from 1.9 to 5.6 times 
the terms-of-trade effect. At one extreme we 
find Argentina and Colombia, where the real in­
terest-rate effect is around five times that linked 
with the terms of trade. They are followed by an 
intermediate group including Brazil and Costa 
Rica, where the effect of the former is around 
three times that of the latter, and a third group, 
made up of countries like Chile and Honduras, 
where the difference is around two to one (see 
table 2).

Lastly, it should be noted that the most sig­
nificant change in the structure of the region’s 
external debt in recent years has been the in­
crease in the proportion of private funds in the 
total, both as regards their origin and their des­
tination. There has been a particularly sharp in­
crease in the proportion of private sector credits 
without public sector guarantee. This has 
brought about a change in the characteristics of 
the external indebtedness, which is increasingly 
contracted at variable interest rates (85% of the 
total by 1981), thereby making the economies 
more vulnerable to the variations in interest 
rates on the international markets.

From a distributive viewpoint, the effect of 
the rise in the international nominal interest 
rates should be related to the evolution of those 
particular prices which are significant for na­
tional private borrowers. For them, the relevant 
prices are given by the changes in domestic 
prices in relation to the changes in the exchange 
rate. From this comparison, it will be seen that 
the effect of the rise in nominal interest rates 
has not in general been passed on to the na­
tional private borrowers, since most of the coun­
tries in the region exhibit either a fixed ex­
change rate with increases in domestic prices, or 
exchange-rate depreciation lagging behind 
domestic inflation.

Clear example of fixed exchange rates 
with domestic inflation are provided by the oil- 
exporting countries, especially Mexico and Ven­
ezuela, together with small and open economies 
such as Honduras, which also maintained a 
fixed exchange rate against upward variations 
in domestic prices. From the standpoint of those 
who incur debts in dollars, this results in a nega­
tive real interest rate. The same has occurred in 
Argentina and Chile, since both countries ap­
plied during this f>eriod stabilization policies 
which made use either of a fixed exchange rate 
or lagging devaluation as instruments for reduc­
ing inflationary pressures. In these two cases, 
the real interest rate for dollar debtors is also 
negative. In Brazil and Colombia, where lags in 
foreign-exchange-rate depreciation are also 
found, but to a lesser degree than in the coun­
tries mentioned before, the effect was to reduce 
the increase in the real interest rate by about a 
half in Brazil and by one ninth in Colombia. 
Lastly, there are countries such as Costa Rica, 
where the rise in nominal interest rates has been 
combined with an appreciation in real terms of 
the exchange rate, this resulting in a positive 
real interest rate that is higher for the private 
debtor than for the country as a whole.

In sum, it is clear that the rise which has re­
cently occurred in international nominal inter­
est rates amounts to an additional substantial 
burden for the countries of the region, which at 
the saíne time are being forced to adjust their 
economies to a recessive situation. Nevertheless, 
on analysing the effect of the rise of interest 
rates in real terms, the situations of particular 
countries are found to differ according to the
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evolution of their export prices, the weight of 
the debt in relation to the national product, and 
the proportion of the debt subject to variable in­
terest rates. Finally, the actual incidence of the 
increase in nominal interest rates upon the na­
tional private sector depends on the exchange 
policy applied in each country and on the evolu­

tion of domestic prices, the result being in most 
cases a lesser burden than that determined by 
the variation in the interest rate in the interna­
tional financial markets, while in some countries 
this has even been transformed from a burden 
into a subsidy.

IV
The economic adjustment and the labour market

It is increasingly argued that higher real wages 
are one of the principal factors behind the 
growth of open unemployment. This line of ar­
gument, whose theoretical basis is highly ques­
tionable in view of the assumptions put forward 
to justify it, is not borne out by the existing data.

On analysing the variation in wages 
(whether the urban minimum, those in man­
ufacturing industry or in construction) in rela­
tion to the changes in open unemployment dur­
ing two sub-periods of the past decade, the re­
sults clearly show that no such relationship 
exists. The information on 12 Latin American 
countries for the periods 1975-1978 and 1978- 
1981, selected because of the different interna­
tional situation prevailing in each one, dearly 
confirms this assertion (see table 3).

Thus, during the first period only in one 
country (Venezuela) was the fall in urban mini­
mum wages accompanied by a significant de­
crease in the rate of open unemployment. Even 
in this case, however, this relationship no longer 
holds good in connection with the change in in­
dustrial wages. Moreover, there is no country 
where an increase in real wages is seen to be as­
sociated with a significant rise (oyer one percent­
age point) in open unemployment. On the con­
trary, in 6 out of the 12 countries considered we 
find the opposite association, that is to say in­
creases in real wages accompanied by significant 
decreases in the rate of open unemployment 
rate or decreases in the former together with a 
significant rise in open unemployment.

In the period 1978-1981 only two coun­
tries show a simultaneous fall in real wages and 
in open unemployment when both urban mini­

mum wages and industrial wages are consid­
ered. Similarly, if we analyse movements in the 
same direction (i.e., increases in real wages to­
gether with increases in open unemployment) 
the number of cases observed is three for the 
urban minimum wage, but there is no signifi­
cant case in relation to wages in industry and 
construction. In contrast, there is a greater 
number of countries showing opposite move­
ments in real wages ahd the rate of oj>en un­
employment, whatever the type of wage consid­
ered.

This scanty relation between changes in 
the real wage and changes in open unemploy­
ment, and indeed the observation of consider­
able evidence to the contrary, points to the need 
to investigate the likelihood of other determi­
nant factors. In particular, changes in the level of 
economic activity can induce variations in the 
open-unemployment rates. This statement is 
based not only on an important current of 
theoretical interpretation but also on the avail­
able evidence for short-term variations, which 
seems to suggest the existence of a high correla­
tion of this sort. On relating information on the 
growth of the gross domestic product with 
changes in the rate of open unemployment (see 
table 3), it is observed that in the period 1975- 
1978, in 5 of the 12 countries for which infor­
mation is available there was a positive correla­
tion between accelerated growth and decreases 
in the unemployment rate, or between a con­
traction in the product and an increase in the 
unemployment rate. Again, in the period 1978- 
1981, in 5 of the 12 countries considered this re­
lationship holds good. It is clear, then, that
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Table 3

LA TIN  AM ERICA AND T H E  C A R IBBEA N : REAL W AGES A C T IV IT Y  LEV ELS 

AND OPEN UN EM PLO YM EN T

Growth of

1975-1978 

Ghanges in wages'’ Ghanges in Growth of

1978-1981 

Changes in wages'’ Ghanges in
product open unem­

ployment*
product open unem 

ploymentW,„ w¡ Wt Will w¡ Wt

Argentina 1.6 -.50.4 -.54.9 -55.9 0.2 0.2 8.9 19.9 0.7'*
Brazil 6.6 3..5 13.3 12.0 0.6 3,5 -10,2 -6.3 -15.5 1.7'=
Colombia 6.1 9,4 13.3 5.1 -2.0 4.1 20.3 7.4 14.3 -0 .8
Costa Rita 6.9 2.5,3 31.3 34.9 0.4 0.6 1.8 0.7 1.4 3.3
Chile 7.2 30,0 20,6 44.4 -1.7 6.7 -0 .6 18.1 23.6 -4 .3
Jamaica -2.1 -17,2‘ 4.0 -3.8'* -12.0* 5.0'*
Mexico 6.6 7.9 8.0 - -0.3 8.5 -9 .0 -5 .7 — -2 .4
Panama 3,6 -11.7 - -11.7 1.0 5.0 2.1 -2 .5 2.0*5
Peru 0..5 -32,0 -27.4 -38,6 0.5 3.9 13.8 2.6 2.6 -1.2
rrinidad &'robago 9,9 8.8* -1.7 4.9‘* 5.1'* 1.8‘*
Uruguay 4.1 -16,8 -26.3 -2 5 .9 1.6 4.1 -15.1 -15.0 -13.6 -3 .4
Venezuela 6.1 -19.6 2,1 - -3.2 -0.1 -3 .0 -12.8 - 1.9

Source: PREALC figures on the basis of information from the countries. 
“ Annual growth rates.
 ̂ w„,; urban minimum wages,

W| ; wages in manufacturing industry,
Wc ; wages in construction. Percentage variation during the period. 
Changes, in percentage points, between the first and the last years.

** Refersto 1978-1980.
'  Preliminary estimate.
* Refers to total wages.
B Refersto 1978-1979.

there is in the short run an appreciable degree 
of correlation between the level of economic ac­
tivity and the rate of open unemployment, 
though in some cases a high growth rate is as­
sociated with a constant unemployment rate.

The preceding analysis consequently 
suggests that the open-unemployment rate ap­
pears to be more responsive to changes in the 
activity level than to variations in real wages. 
However, the possibility of explaining changes 
in the labour market through the mere observa­
tion of variations in open unemployment is in­
deed limited for economies like those of the re­
gion, where there is a significant amount of un­
deremployment. Adjustment in heterogeneous 
labour markets may take various forms: changes 
in open unemployment, variations in under­
employment or a combination of both. Let us il­
lustrate the reaction of the labour market to a 
recessive conjunction by looking at four Latin 
American countries presenting different condi­
tions.

For this purpose, we chose Argentina in 
the period 1974-1980, Chile during the past de­
cade, and Venezuela and Costa Rica as from 
1978. The first two cases were selected because 
they combine external adjustment with pro­
found changes in economic policy, mainly di­
rected towards achieving price stabilization and 
a higher degree of openness. The third case il­
lustrates the experience of an oil-exporting 
country combining an oil boom with economic 
policies aimed at correcting some internal dis- 
equilibria mainly reflected in an upsurge of in­
flation compared with previous historial pat­
terns. The last country illustrates the case of a 
small open economy facing balance-of-pay­
ments problems and inflationary pressures.

As may be seen from table 4, the four cases 
present common features. On the one hand, the 
rate of growth of the product is low, and even 
negative in Venezuela. On the other hand, all 
these economies exhibit inflationary problems, 
though in differing degrees. In Costa Rica and
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Table 4
LATIN AMERICA: TH REE TYPES OF LABOUR MARKET ADJUSTM ENT

Annual rate Annual rate 
of growth of growth
of product of prices

(%) (%)

Variation Changes over whole period in: Ratio of in-
Share of Annual growth comes in the 
urban ofnon-agri- informal sec-

informal cultural tor to modern
sector EAP sector*

(%)

in real 
wages 

over whole 
period

{%)

Open unem­
ployment 
(Percentage 

points)

Case 1
Argentina (1974-1980) 1.9 156.3 -46,9^* -  0.3 4.0 0.6 1.03

Case 2
Costa Rita (1978-1981) 0.6 30.1 -11,2 3.7 -0.1 5.2 0.71
Chile (1970-1980) 2.7 79.1 -21.4 14.5= 0.1 2.7 0.73-0.80

Case 3
Venezuela (1978-1981) ■™0.6 16.9 -  6.7 2.3 3.0 4.5 0.86

Source: Prepared by PREALC on the basis of national statistics.
* Because of the difficulty of obtaining income data disaggregated by sectors, the definitions are not exactly identical in the four cases, but they 

represent acceptable approximations.
Wages in manufacturing industry.
Includes those wcupied in the Minimum Employment Plan (PEM).

Venezuela, although the price increases might 
be considered relatively moderate, the annual 
rates registered were four and even five times as 
high as the historic inflation rate. Finally, dur­
ing the periods under analysis, real wages are 
seen to decline in all four cases. These common 
features reflect in fact similar economic policy 
decisions designed to control domestic demand 
and wages with a view to reducing price in­
creases.^However, the labour market reacted quite 
differently in each case. In Argentina, the ad­
justment took place via an increase in the prop­
ortion of those employed in the urban informal 
sector, while the open-unemployment rate re­
mained virtually constant throughout the 
period. In Chile and Costa Rica, on the con­
trary, the adjustment proceeded almost entirely 
through a rise in the open-unemployment rate, 
while the proportion of the urban informal sec-

®It should be noted that the capacity of changes in 
real wages and in the level of activity to provide useful ex­
planations when analysing variations in open unemploy­
ment is extremely limited, and indeed they often give con­
tradictory answers. Thus, although real wages went down in 
all four cases, the rate of unemployment remained un­
changed or went up in all cases.

tor remained constant. The labour market in 
Venezuela, for its part, adjusted in an inter­
mediate manner, showing a rise both in the 
open-unemployment rate and in the proportion 
of those employed in the urban informal sector. 
The first of these cases illustrates an adjustment 
entirely achieved by way of an increase in under­
employment; in Chile and Costa Rica there was 
an increase in open unemployment; and in Ven­
ezuela the adjustment operated through both 
open unemployment and underemployment.

At this point, one might ask what it is that 
determines these distinctly different types of ad­
justment in the labour market. Given the simi­
larity between tlie four countries under analysis 
in respect of the magnitude of the informal sec­
tor, the difference might be traced to the aver­
age level of income prevailing in this sector. 
Both in Argentina and in Venezuela, the aver­
age income obtained by informal workers is only 
slightly different from that corresponding to oc­
cupations in modern activities. In Chile and 
Costa Rica, however, the difference is as high as 
30%. This seems to imply that those who are un­
able to find work in the modern sector because 
of the adjustment in the labour market prefer to 
remain in active search for a job when the other 
employment opportunities open to them would
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entail a considerably smaller income. In con­
trast, when the difference is not so marked the 
option of working in the informal sector until 
the labour market becomes normal appears a 
valid alternative.

Finally, it is interesting to compare the ad­
justment of the labour market in developing 
countries like those analysed above with a de­
veloped country, say, the United States during 
the same period. For this country, the data show 
that the non-agricultural population grew by 
2.8% per year between 1978 and 1981, the 
number of unemployed rose by 10.5% per year, 
and the non-professional self-employed and 
unpaid family workers diminished by 6.3% per 
year. It is clearly a case of adjustment through 
increases in the open unemployment rate. Since 
income differentials in the United States are 
small, or at any rate smaller than in Argentina 
and Venezuela, one would have a priori ex­
pected also an expansion of non-wage occupa­
tions, but the real difference lies in the existence 
of an unemployment insurance which in the 
United States covers more than 40% of the un­

employed. For these people, unemployment 
does not mean zero income, since they receive a 
guaranteed income while actively searching for 
new jobs.

Apart from illustrating differences in 
types of adjustment of the labour market, the 
comparative analysis made above suggests that 
the distributive effects in each case are differ­
ent. Thus, the existence of unemployment in­
surance with wide coverage at normal income 
levels minimizes the direct effect on the distri­
bution of income. At the other extreme, an in­
crease in the number of unemployed without 
any welfare aid, as in Chile and Costa Rica, leads 
to a drastic deterioration in the distribution, 
while the intermediate cases of adjustment 
through expansion of less remunerated occupa­
tions also affect negatively the distribution of in­
come, albeit in a milder way. In this latter case, 
the reduction of the average income of the self- 
employed plays the role of a collective un­
employment insurance, constituting in practice 
a second-best solution from a welfare point of 
view.
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The monetary, financial and trade imbalances which 
have caused or aggravated the present crisis are being 
tackled in most of the Latin American countries 
through conventional adjustment policies, 'these pol­
icies, which do not always achieve the hoped-for re­
sults, impose enormous economic and social sac­
rifices, not only because of their consequences for the 
system of production, economic activity and the level 
of employment, but also because of their marked ten­
dency to share the costs of the crisis inequitably 
among the different social groups.

In these circumstances, the authors hold that it 
is necessary to work out other policy systems which, 
being based on different normative principles, will 
make it possible not only to overcome the crisis but 
also to reorient.development so as to correct its struc­
tural problems, 'fhis article, which they hope may 
make a contribution to this objective, outlines an al­
ternative policy scheme based on some central ideas 
of the ECLA thinking on development. In section I, 
they describe the main features of the crisis and make 
a critical analysis o f the adjustment processes now in 
progress; in sections II and 111 they set forth in a gen­
eral manner the form of development which they 
suggest and the structural changes which should be 
carried out; in section IV they examine the short­
term policies which should be followed, and the final 
section contains some reflections on the institutional 
order which should govern the political process of 
taking decisions on the crucial issues regarding the 
crisis and development.

‘Technical Secretary of C E P A L Review  and Deputy Di­
rector of the ECLA Economic Projections Centre, respec­
tively. Both the authors wish to express their gratitude to 
Claudio Marinho for his comments and suggestions.

Introduction
Latin America is currently facing the most seri­
ous economic and social situation since the war, 
in which negative factors of both external and 
domestic origin have combined in a cumulative 
manner.' In many cases the damage done by 
the crisis affecting the developed countries has 
been aggravated by the application of domestic 
policies which have further intensified the 
economic depression and its effects on employ­
ment and income. These factors have once 
again highlighted the persistence of long-stand­
ing structural problems which the high 
economic growth rates registered in the boom 
years were not enough to overcome.

The combination of unsolved structural 
problems with unsuitable policies and an un­
favourable external context has led to a crisis 
which has not only been manifested in the 
economic indicators and political events but has 
also struck deeply into the hearts of all. The 
man in the street is overcome by a mixture of 
frustration, confusion and impotence as he sees 
his vital projects collapsing and his hopes for a 
better life disappearing. In the ruling circles, 
perplexity and disorientation reign: under­
standable reactions to a crisis which has shaken 
the most solid beliefs.

In these circumstances, it is urgently neces­
sary to put forward a set of ideas which could 
form a suitable instrument for interpreting and 
tackling the present problems. In normal times, 
and in the face of normal problems, mankind 
usually follows the paths already traced by pre­
vious generations, and all that it is necessary to 
do in such cases is to hasten one’s step by ad­
vancing with greater energy. In times of crisis

’'Ehis topic has also been dealt with in a number of ar­
ticles published recently in CEPAL Review. In addition to the 
other articles in the present issue, see in particular Enrique 
V. Iglesias, "'fhe international recession in Latin America" 
{CEPAL Review No. 17, August 1982, pp. 153-162); ECLA 
Economic Projections Centre, “Latin American develop­
ment problems and the world economic crisis” (No. 19, 
April 1983, pp. 51-83); R. Prebisch, “A Historic turning 
point for the Latin American periphery” (No. 18, December 
1982, pp. 7-24); and Pedro S^inz, “Adjustment, redemploy- 
ment or transformation? Background and options in the 
current situation" (No. 18, December 1982, pp. 25-44).
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this is not enough, however: it is necessary to 
know where one is going and, if the wrong road 
is being followed, to correct it.

Times of crisis, then, call for serious reflec­
tion to clarify the nature and failings of the pre­
vailing situation and also the basic outlines of 
the world it is desired to build. This article aims 
to make a contribution to this task through a 
criticism and a proposal. The criticism is that at­
tempts have been made to tackle the crisis by 
following the broad lines of a type of economic 
and social policy which has failed in practice. 
The proposal is for profound changes in this 
type of policy to open up the possibility of a way 
out of the crisis.

From 1965 onwards, the rapid growth of 
international trade and the economic progress 
of many countries of the region gave rise to 
some questioning of ECLA’s assertions regard­
ing the need to change economic relations at the 
international, regional and national levels. From 
the mid-1970s onwards, the abundant external 
financing available accentuated the belief that 
the best solution to the problem of the external 
imbalance would be the liberalization of interna­
tional trade, since it was felt that in orienting 
productive activities, growing importance 
should be given to external market demands. By 
following this path, it was argued, in the long 
run there would be a reduction in external vul-̂  
nerability, and an increase in independence of 
the exterior and in economic growth, while ulti­
mately greater social equity would be achieved.

The crisis blew away these hopes, and the 
doubts raised by the ECLA interpretation as re­
gards the validity of this line of approach re­
turned, so that there is now renewed interest in 
the lines of action proposed by ECLA.

Like all relevant interpretations regarding 
development, the ECLA approach is a combina­
tion of normative principles, suggestions of 
ways of orienting the analysis, proposals regard­
ing empirical facts, and action proposals. The 
tremendous speed of economic and social 
changes makes it necessary to carry out a con­
tinual review of the analytical suggestions, the 
empirical proposals and the proposals for prac­
tical action in order to systematically appraise 
their validity and modify them whenever neces­
sary. The normative principles which are the

basic elements in the ECLA thinking still retain 
their validity and topicality, however. Thus, the 
need to establish more autonomous and equita­
ble international economic relations, to reduce 
social inequality and improve the living condi­
tions of the poorer strata, to promote economic 
growth in order to absorb the entire labour 
force in productive jobs, and to consolidate a 
more democratic political order is undoubtedly 
just as important today as it was in the past.

The presentation of these principles in full 
would require considerable more space and ef­
fort than can be given to them in this article, but 
there are some principles of a social and political 
nature which are worthy of special emphasis, 
since, together with economic factors, they have 
always played a leading role in the ECLA ap­
proach.

Special emphasis must therefore be given 
to the principle of equity, which should be pre­
sent in all social relations. In the international 
field, the emphasis placed on the unequal distri­
bution of technical progress and its fruits has 
been perhaps the most salient feature of ECLA’s 
interpretations, and the need for the establish­
ment of an international economic order in 
which these are shared out more equitably has 
been its main watchword.

The creation of a new and more equitable 
international order in which all countries will 
have a similar level of economic and social de­
velopment, however, calls for profound changes 
in the international distribution of power, so 
that the developing countries can have a greater 
degree of autonomy in their decisions. It is well 
known that the political bargaining power of a 
government vis-à-vis other governments, trans­
national corporations and international organi­
zations will depend largely on the political sup­
port it enjoys domestically, in the region, and in 
the rest of the developing world. Ultimately 
—and this is what the principle of international 
equity aims at— the political power of the de­
veloping countries should be strengthened until 
new rules are established for international 
economic relations. Whatever the progress 
made on the national, regional and interna­
tional political levels, the increase in the degree 
of autonomy of the economies on the periphery 
will encounter a limitation in their external vul­
nerability. In other words, the Latin American
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countries* relationship of trade and financial de­
pendence has always been a formidable obstacle 
to their achieving greater autonomy, and over­
coming this should be a main policy objective of 
all governments.

In domestic economic relations, too, the 
principle of equity should occupy a central 
place. Economic development calls for a sus­
tained effort to accumulate capital, and this 
should be carried out through procedures 
which strengthen equity. The incorporation of 
technical progress should be carried out in such 
a way as to reduce regional, sectoral and social 
heterogeneity, and should manifest itself in the 
absorption of the entire labour force into pro­
ductive jobs; the distribution of the fruits of this 
development should also be equitable, to which 
end it is necessary to place emphasis on 
mechanisms tending towards a homogeneous 
distribution of technical progress, as well as on 
direct distribution and redistribution measures. 
Likewise, equity should be expressed through 
wide social mobility which permits all members 
of society to have equal opportunities to reach 
higher levels, to reduce the present social in­
equalities, and to satisfy the elementary needs of 
the underprivileged.

The principle of equity is also closely 
linked with the principle of democracy, which 
means the establishment of a form of social or­

ganization where there is a more equalitarian 
distribution of power.  ̂ As already noted, at the 
international level equity and democracy must 
mutually support each other, and it was noted 
from the very first ECLA writings onwards that 
behind distributive inequality lay the inequality 
of power among the nations, which would only 
be corrected if the underprivileged nations were 
capable, through their own efforts, of changing 
the economic role and function which they play: 
the new international economic order thus also 
calls for a new world political order. At the level 
of domestic political relations, the initial ECLA 
political position stressed the need to ensure 
that the State gave the right orientation to de­
velopment, but this position already contained 
the seeds of the democratic principle, for this 
State orientation was necessary in order for the 
State institutions to be able, at least potentially, 
to assume fuller representation of the general 
interests of society than the private groups 
which based their influence on the control of 
the economic process. With the passage of time, 
the democratic principle has gradually been 
consolidating its position in ECLA’s thinking as 
the experience built up by the Latin American 
countries has repeatedly confirmed that if an 
equitable form of development is desired, this 
must be managed by a democratic State.

I
The crisis and the adjustment process

In the present situation, it is essential to clarify 
the nature of the crisis. As from 1974, Latin 
America entered upon a period of instability 
and uncertainty; the changes which took place 
in the internacional context have not all been in­
terpreted in the same way, nor has there been 
unanimity in the forecasts regarding the evolu­
tion of the developed economies.

There is no doubt that the Latin American 
countries have been affected in very different 
ways by the new external situation and that their 
reactions have also been very different. For 
some of them, such as the net oil-exporters, it

seemed that a new stage of their development 
was beginning in which balance-of-payments 
restrictions would be just a bad memory. Others 
sought to face up to these restrictions through 
bold attempts to transform their structure of 
production so as to substitute imported basic in-

^The development of democratic ideas in ECLA’s 
thinking vías largely due to Medina Echavarria. See, La obra 
de José Medina Echavarria (Selección y estudio preliminar por 
Adolfo Gurrieri), Madrid, Ediciones Cultura Hispánica, 
1980.
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puts and achieve a rapid increase in exports. Fi­
nally, others believed that what had happened 
with oil marked the beginning of a new com­
modity boom and, dazzled by the easy availabil­
ity of external financing, they liberalized their 
economies in the belief that through the old 
trade schemes based on static comparative ad­
vantages they could restore their economic 
growth.

In spite of this, between 1975 and 1980 
there was a decline in the economic growth rate 
of the region, and if some countries were able to 
maintain their economic growth, albeit at a re­
duced level, this was due to the systematic appli­
cation of policies aimed at securing this objective 
and, above all, to the support provided by plen­
tiful external financing. Most of the countries, 
however, seemed to remain convinced that the 
developed world was gradually getting over the 
increase in oil prices —which was supposed to 
be the main reason for its problems— and that 
it would therefore resume a rate of growth simi­
lar to that of the period 1965-1973 and give a 
similar impulse to world trade. In reality, al­
though they based their approaches on differ­
ent interpretations and applied different poli­
cies, for the most part the governments of the 
region were fairly optimistic towards the end of 
the last decade about the possibilities of expan­
sion offered by the prevailing form of develop­
ment.

During the 1970s, the ECLA Secretariat 
was entrusted, by a mandate from the General 
Assembly, with the appraisal of the region’s de­
velopment every two years. In the midst of an 
optimistic atmosphere, these appraisals always 
struck a discordant note, for although ECLA ac­
knowledged that important progress had been 
made in many fields, it could not avoid pointing 
out, with the far-sighted economic and social vi­
sion which is characteristic of it, that the same 
old structural problems Still persisted or were 
even getting worse. Thus, in its appraisal of the 
1970s^ it noted that the three main problems 
faced by the region were: the formation of ex­
tremely inequitable societies, the decline in the

^ECLA, Latin American development in the 1980s, Es­
tudios e Informes de la CEPAL series, No. 5, December 
1981.

economic growth rate and its consequences for 
employment and income distribution, and the 
persistence of a situation of inequality and vul­
nerability as regards the region’s external 
economic relations.

These appraisals revealed a great con­
tradiction. The region as a whole was increasing 
its production and technological capacity and 
showed that it possessed great productive and 
export potential. This growing capacity was un­
able, however, to solve the structural problems 
of economic growth, social inequality, external 
vulnerability and dependence, and regional dis­
articulation. In short, Latin America was not 
succeeding in integrating itself at either the na­
tional or regional levels.

It was for these reasons that, in the early 
1980s, the ECLA Secretariat asserted that the re­
gion was in the midst of a process whose trends 
did not show favourable prospects, and it re­
commended the countries of Latin America to 
reorient this process in order to guide it towards 
economic development and social change.

In view of these appraisals, the problems 
which have arisen since 1981 cannot be inter­
preted as the transient crisis of a form of de­
velopment which could be described as success­
ful in general terms. On the contrary, the nega­
tive effects caused in the external sectors of the 
countries of Latin America by the second oil 
price rise and the economic policy of the Reagan 
administration merely accelerated and aggra­
vated an external crisis which it would at all 
events have been difficult to avoid. There can be 
no doubt that in formulating their economic 
policy the countries must now take as their start­
ing point a structural situation involving more 
serious problems than those of 1980. Even be­
fore that year there were few possibilities of sol­
ving the economic and social problems through 
the prevailing form of development, but now it 
is obvious that the strategies for facing up for 
these problems call for a thoroughgoing review: 
it is the glaring facts themselves, rather than any 
doctrinaire convictions, which now make it es­
sential to carry out this review.

It is generally accepted that the event 
which set off the present crisis was the extraor­
dinary increase in the external imbalance which 
began in 1981 and later got worse. The truth is 
that there had been a marked external imbal­
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ance of structural origin for years past, the best 
proof of this being the heavy external indebted­
ness which had been accumulated. As far back 
as 1978 the level and profile of this indebted­
ness caused ECLA to conclude that it would be 
impossible in the medium term to maintain the 
trends which had characterized the second half 
of the 1970s in this respect.'* Nevertheless, up 
to 1981 the international banking system con­
sidered that the situation was evolving favour­
ably and thus continued to finance the heavy 
current account deficits. Two contrasting events 
took place, however, when the increase in real 
interest rates, the high level of indebtedness 
(much of it with very short maturities) and the 
interruption in the growth rate (if not a fall in 
absolute terms) of the volume and value of ex­
ports all coincided. These events were the con­
siderable increase in the debt servicing costs, 
and the loss of the confidence which the inter­
national banking system had previously had in 
the solvency of the countries of the region. 
Within the space of a few months, these coun­
tries found it impossible to fulfill their external 
commitments, and they had to begin the diffi­
cult process of renegotiation.

It is interesting to note, by the way, that the 
possibility that the countries of the region may 
not fulfill these commitments, with obvious con­
sequences for international economic relations, 
is seen by important circles in the centre and in 
Latin America as a dangerous menace striking 
at the very heart of the system. Paradoxically, 
however, during the 1970s and at this very mo­
ment the fact that 40% of the population of 
Latin America is in a state of extreme poverty 
has not caused any alarm at all in these circles.

In view of the importance attached to the 
external imbalance, the main objective of the 
‘adjustment process’ has been to balance the 

external accounts, in which task the govern­
ments of the region, the international banking 
system and the International Monetary Fund 
have actively participated. The renegotiation of 
the debt is essential in order to achieve this ob­
jective, and for this purpose the international 
banking system seeks to impose conditions on

'‘ECLA, L on g'term  trends a n d  prospects o f  the developm ent 
o f  L a tin  A m erica, E/CEPAL/1076 (1979).

the domestic and external policy of the coun­
tries of the region in order to guarantee fulfil­
ment of the new commitments deriving from 
the renegotiation; in order to backup these con­
ditions it usually demands that each country 
should sign an agreement, or Letter of Intent, 
with the IMF as a prerequisite for renegotiation.

The general tenor of these agreements is 
similar to that of the traditional doctrine advo­
cated by the IMF. As regards the general orien­
tation of development, this doctrine reaffirms 
the supposed advantages of liberalization of the 
economy, reduction of the public sector and ex­
pansion of private enterprise, while it stresses 
the important role which international trade 
should play in guiding the allocation of re­
sources. In its interpretation of the crisis, it em­
phasizes the excessive public spending and the 
unsuitability of the price system, and especially 
of the exchange rate, to the new circumstances. 
As a corollary, acceptable national policies gen­
erally aim to reduce the fiscal deficit and the 
real level of wages, to limit the expansion of 
domestic credit and public sector indebtedness, 
to increase some taxes, to raise or free con­
trolled prices, to eliminate subsidies, to resume 
payment of the external debt, and to achieve a 
surplus on the trade account. When these agree­
ments are compared with those of other periods, 
some change of emphasis is noted, since now the 
central question for the IMF is that of restoring 
the external balance, a somewhat more flexible 
position being adopted on some domestic 
targets such as those connected with the fiscal 
deficit or inflation.

This orientation of the adjustment proces­
ses was already the subject of much criticism in 
the past.  ̂ Now, however, its recommendations 
seem to be particularly unfortunate.

To begin with, although we are witnessing 
the profound disarticulation of international

’’Raúl Prebisch, “Monetarism, open-economy policies 
and the ideological crisis”, C E P A L  Rexnew, No. 17, Santiago, 
Chile, August 1982; Sidney Dell, “On being grandmotherly: 
the evolution of IMF conditionality”, C E P A L  R ev iew , No. 16, 
Santiago, Chile, April 1981; Octavio Rodriguez, "La teoría 
del subdesarrollo de la CEPAL”, Mexico City, Siglo XXI 
Editores, 1980; Samuel Lichtensztejn, “Sobre el enfoque y el 
papel de las politicas de estabilización en América Latina", 
E con om ía de A m érica L a tin a , No. 1, September 1978.
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trade and its utter failure as a stimulus for de­
velopment, the IMF gives these facts a merely 
conjunctural character and reiterates its princi­
ples regarding the liberalization of external 
economic relations for the developing countries 
at a time when protectionism on the part of the 
centres is becoming increasingly marked.

Secondly, it proposes a distribution of the 
costs of the crisis which heavily punishes the 
Latin American countries and rewards the in­
ternational banking system. The renegotiations 
are carried out as though the faulty assignment 
of the loans had been the exclusive responsibili­
ty of the debtors and there were no losses at all 
which should be shared. Furthermore, in these 
renegotiations the banks are applying sur­
charges, fines and costs which raise still higher 
the interest rates and potential profits of the 
banks. Moreover, it is well known that the inter­
national banking system is exerting pressure to 
obtain a State guarantee for credits which it 
originally granted to the private sector without 
any such safeguard.®

Thirdly, the use made of the economic 
policy instruments seems to be in line with a 
theory of operation of the economy which is no 
longer valid in the present situation. Generally 
speaking, the heterogeneity of the Latin Ameri­
can economies, the consequences of which have 
become still more marked during the crisis, 
makes it necessary to use less homogeneous pol­
icy instruments. Furthermore, as the crisis 
deepens these measures not only prejudice the 
economic flows but may also affect the net assets 
and productive capacity of the economies. In 
these circumstances, it is necessary to exercise 
great selectivity which the orthodox policy in­
struments are incapable of offering, at least to 
the necessary extent.

Let us take, for example, the effect likely 
to be produced by an across-the-board change 
in the rate of exchange for the entire economy 
which is not accompanied at least by corrective 
measures for particular sectors or groups of op­
erations. On the one hand, this would not make 
it possible to increase the value of commodity 
exports, since if such measures were applied, 
more or less simultaneously by all the develop-

®See the article by Robert Devlin in the present issue 
of CEPAL Review.

ing countries —at a time when the developed 
countries are reducing their demand, running 
down their commodity stocks and establishing 
every kind of protectionist measure— all that 
would be achieved would be to damage the terms 
of trade for commodities without achieving any 
increase in the volume exported. On the other 
hand, in economies which have liberalized their 
domestic and external financial markets and in 
which indebtedness in foreign currency has be­
come widespread, devaluation brings about tre­
mendous upheavals in financial and business 
circles which eventually depress production for 
reasons which have no direct connection with 
demand or with the supply of imported inputs. 
Furthermore, in countries where the capacity of 
die groups affected by devaluation to defend 
their own interest has been underestimated, the 
effect of devaluations have rapidly been passed 
on to prices, and finally, the indirect negative 
economic and social effects of the devaluation 
on production, employment and real wages 
seem to have been underestimated in many 
cases.

Fourthly, it is extremely ill-advised to seek 
to restrict the action of the State at a time when 
the magnitude of the problems faced prevents an 
adequate reaction on the part of the private sec­
tors, which in most cases are exhausted by the 
crisis and are crying out for public action.

It is therefore hardly surprising that the 
policies adopted have brought about conse­
quences which are unsatisfactory in many as­
pects, Basically, either because of overestima­
ting the action capacity of governments, underes­
timating the side effects of the policies, or as­
suming unrealistic financing conditions for the 
economies, their results have been far from 
meeting the targets and objectives originally 
proposed. Frequently, the agreements have 
proved impossible to fulfill only shortly after 
they have been signed, thus giving rise to a con­
stant process of signing and revision.

Furthermore, these policies have shared 
out the external and domestic costs of the crisis 
in an inequitable manner. Reference has al­
ready been made to the unjust nature of the re­
negotiation of the external debt; at the domestic 
level, a large part of the cost has been transmit­
ted to the sectors with the lowest incomes, 
eloquent proof of this being the high prevailing
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indexes of unemployment and the declines in 
real wages.

The drop in production, too, has usually 
exceeded the amounts originally bargained for, 
and instead of recovery the first half of 1983 
shows only stagnation or aggravation of the de­
pression. These results clearly reflect the stub­
born effort to achieve a surplus on the balance 
of trade in goods and services. Likewise, the de­
pression is having serious effects on the produc­
tive capacity of the countries. In some cases, fac­
tories have been dismantled, in a process which 
threatens to spread; in others, expansion pro­
jects have been abandoned because of the dis­
couragement felt by businessmen. It is difficult 
to make an accurate forecast of the conse­
quences of this attitude at the moment, but 
there seems no doubt that the policies applied 
have caused an appreciable drop in investment 
in many areas of production.

Perhaps the consequence of these policies 
with the greatest long-term significance, how­
ever, lies in the aggravation of some problems 
which were already serious before the adjust­
ment process began. The net external indebted­
ness of Latin America is estimated to have in­
creased over the period 1981-1983 by around 
US$ 90 billion, while open unemployment and 
underemployment, which were already consid­
ered to be very serious problems in 1980, are es­
timated to have increased still further. The nat­
ural increase in the labour force due to popula­
tion growth alone represents an increase of over 
7 percentage points, and it should be borne in 
mind that the available information indicates 
that in many cases the absolute number of jobs

has not only failed to increase but has probably 
actually gone down. Likewise, the drop in the 
levels of investment has put off the possibility of 
attaining in the near future the level of 
economic growth which was considered essen­
tial at the beginning of the 1980s in order to 
give productive employment to the labour force 
and solve the main social problems of the re- 
gion.

Finally, every day the functioning of the 
economies is becoming more costly and ineffi­
cient. The financial problems of the business 
sectors are getting steadily worse as demand 
either fails to recover or else shrinks even 
further, and their main concern is shifted from 
the problems of production to the struggle to 
obtain public resources to insure their survival: 
all considerations of efficiency or serious 
economic calculations lose importance com­
pared with the need to keep their heads above 
water. The State for its part, subjected as it is to 
multiple demands, has often been obliged to al­
locate resources in line with criteria which have 
more to do with the economic and political 
power of those requesting them than a long­
term view of the development process, and this 
has gradually reduced its operative capacity. 
The depression of production activities and its 
sequel have caused an increase in demands for 
new expenditure, while at the same time they 
have eroded both tax and non-tax sources of 
public revenue. In practice, quite independently 
of any ideological positions, everyone is calling 
for State intervention to save the situation, pre­
cisely at the time when the situation is depriving 
the State of resources.

II
Towards a new form of development

An analysis of the economic and social evolution 
of the Latin American countries from the 1970s 
up to the present crisis permits three main con­
clusions to be drawn:

a) The prevailing form of development 
was already in crisis at the end of the past de­
cade, and the recession of the early 1980s has

simply accentuated the external and internal 
difficulties because its cost is being distributed 
unequally, both between the central countries 
and the periphery and within the countries of 
the latter;

b) The so-called ‘adjustment policies’ have 
been incapable of coping successfully with
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the crisis: indeed, in reality they have instead in­
tensified the structural shortcomings while 
being unable to check the deterioration in the 
situation; and

c) It would no longer be enough to be able 
to go back to the previous situation, since the 
crisis has increased the severity of some prob­
lems — such as external indebtedness, external 
vulnerability, levels of unemployment and un­
deremployment, faulty income distribution, and 
the deterioration in production capacity— and 
these would not be automatically solved if the 
external situation as regards demand and prices 
returned to what it had been at the end of the 
previous decade. Nor indeed is it desirable to go 
back to that situation, since the crisis has shown 
up the defects of a form of development which 
the evolution of the 1970s temporarily and par­
tially concealed. .

It is therefore necessary to reorient 
economic and social policy towards a new form 
of development. This reorientation calls for a 
big effort in many respects, both as regards in­
tellectual reflection and practical action. In the 
field of reflection, there are two main tasks to be 
accomplished: defining the broad outlines of 
the society which it is desired to build, and for­
mulating criteria for advancing in the desired 
direction. In formulating these criteria, account 
must be taken from the very start of the restric­
tions and possibilities of the present moment, in 
order that the proposals may be given a prag­
matic sense.

Naturally, this reorientation will only be vi­
able if it can gain the majority support of the 
population, since this is an eminently political 
task. At the same time, however, the usefulness 
of the intelectual tasks should not be underesti­
mated. With a view to collaborating in them, 
some ideas which could possibly be of use in the 
formulation of an economic and social policy in 
keeping with a new form of development are 
put forward in the following pages.

These ideas, as could hardly be otherwise, 
are of a general nature and are based on the 
principles mentioned in the introduction to this 
article. In translating them into concrete poli­
cieŝ  the particular characteristics of each coun­
try and the specific problems faced in the short 
run must be taken into account. This has been 
the usual way in which ECLA has formulated its

suggestions, since although it has striven to find 
common denominators for all the countries of 
Latin America, it has also emphasized the need 
to take account of the differences between 
them, whether of a structural or conjuctural na­
ture. The fact that there are problems common 
to the whole of Latin America justifies the sug­
gestion of general ideas for tackling them, but 
the heterogeneity of situations between and 
within the countries means that caution must be 
exercised in making generalizations, and con­
crete policies must be of a specific nature.

When most of the countries are suffering 
from economic and social problems and short­
term restrictions of a very similar nature, this 
favours policy proposals of a general type. 
Thus, the generalized nature of the problems 
and restrictions during the present crisis facili­
tates the sketching of some ideas for reorienting 
the process of economic and social change.

In this respect, two different areas may be 
distinguished:

a) Structural policies concerning the allo­
cation of resources for long periods in basic 
areas of development where long lead times are 
required in order to obtain the desired results. 
These policies may be considered as inter­
mediate links between the basic principles and 
the short-term policies. Outstanding examples 
of them are the policies regarding changes in 
production, the external sector, employment 
and productivity, capital accumulation and in­
come distribution.

b) Short-term policies designed to relieve 
the most serious conjunctural problems such as 
the levels of consumption and employment of 
lower and middle strata, the deterioration of the 
production capacity, imbalances in the external 
sector, the financial insolvency of a large 
number of enterprises, public finance problems, 
inflation, and the definition of the role of the 
public sector in the crisis.

Before briefly setting forth some ideas in 
these two areas, it should be reiterated that the 
establishment of a new form of development is a 
long-term task which must be guided by the 
general principles regarding the formation of 
economically developed societies which are less 
dependent and less vulnerable with respect to 
the exterior, have a more equitable distribution
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of wealth and income, and a democratic form of 
political organization.

Although many development strategies ac­
cept these principles, however, they often give 
very different priorities to them. Thus, for ex­
ample, in the last decade many strategies were 
put into practice which considered economic 
growth to be the central objective because they 
assumed that it would enable the other objec­
tives to be reached in the long run more or less 
automatically.

The development model suggested here, 
in contrast, gives top priority to the principle of 
equity from the start, considering that this is not 
only an end in itself but also an indispensable 
means for advancing towards the achievement 
of the other objectives. It is indeed true that, in 
view of its many-faceted character, equity can 
have a decisive influence, on all policy orienta­
tions.

I l l
Structural policies

1. International economic relations

During the 1970s, Latin America changed its 
form of insertion into the international 
framework; in most cases, encouraged by the 
dynamism of international trade and the abun­
dant supply of external financing, governments 
liberalized their international economic rela­
tions, To a greater or lesser degree, the liberali­
zation schemes were based on a theoretical ap­
proach, advocated by important circles in the 
centres, which gives a central role in the organi­
zation of international trade and production to 
more or less static versions of the principle of 
comparative advantages. In the second half of 
the past decade the belief that liberalization was 
giving very positive results also spread: the vol­
ume of exports was growing at a high rate, and 
thanks to the abundant supply of external fi­
nancing the region was apparently avoiding the 
effects of the decline in growth of the central 
countries. The Latin American countries which 
had been most seriously affected by the first in­
crease in fuel prices seemed to be absorbing its 
impact, while those which had gone further in 
the process of industrialization were managing 
to change the structure of their exports and in­
corporate significant proportions of manufac­
tures and semimanufactures in them.

All these changes were hailed as successes 
in the progress towards more dynamic incorpo­
ration into international trade and as notable 
advances in the region’s defence capacity vis-a­

vis the cycles suffered by the centres. Unfortu­
nately, the present crisis has made it clear that 
although some progress was indeed achieved, 
none of the great efforts made in this direction 
have materially altered the asymmetry of exter­
nal trade relations, while on the contrary the 
new financial relations have increased the re­
gion’s external vulnerability ?

Thus, it can be seen today that almost two- 
thirds of the region’s exports continue to be 
made up of raw materials and fuels sold to the 
developed countries and that, in spite of the suc­
cess achieved by some countries in their efforts 
to change the composition of their exports, the 
trade of the region as a whole continues to be es­
sentially asymmetrical. The present situation 
has also once again brought out the costs of this 
situation, since the apparent advantages of the 
boom periods are seen to have been more than 
offset by the serious damage done in the periods 
of decline. There can be no doubt that the views 
which the developing countries have repeatedly 
set forth in the International Development 
Strategies, calling for a new international order

^The significance of international economic relations 
in the development of Latin America has been examined 
most searchingly by Aníbal Pinto. See this author’s articles, 
“The periphery and the internationalization of the world 
economy: significance and consequences”, CEPAL Review, 
No, 9, Santiago, Chile, December 1979, and “The opening 
up of Latin America to the exterior”, CEPAL Review, No. 11, 
Santiago, Chile, August 1980.
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with a more symmetrical distribution of produc­
tion and trade, have gained renewed signifi­
cance after the experience of the 1970s and the 
present crisis.

By the force of events, the present situa­
tion is restoring the importance of regional in­
dustrialization and trade, since the impossibility 
of relying now on the supply of imports avail­
able in the latter years of the past decade is once 
again establishing a potential space for Latin 
American industry. The trade restrictions of the 
centres are making clear the need to replace 
extra-regional trade to some extent by intra-re- 
gional trade. In the latter, special attention must 
be paid to the trade in manufactures, since it is 
here that the biggest supply problems exist, be­
cause of the impossibility of keeping up the pre­
vious levels of trade with the centres and be­
cause of the fact that, as regards raw materials, 
the most obvious opportunities have already 
been exploited. Naturally, the bigger countries 
and the transnational corporations will be better 
prepared, in principle, to take advantage of 
these opportunities, but they should share these 
possibilities with the rest of the region. One way 
of achieving this would be to provide selected 
incentives for the smaller countries to advance 
in the industrial processing of their natural re­
sources and to help their raw materials or ener­
gy sources to find markets in the larger coun­
tries, of which in many cases they are only mar­
ginal suppliers, while above all the possibilities 
offered by compensation machinery should be 
fully used. The basic objective is thus to provide 
a stable long-term horizon for a process which is 
becoming a necessity through the force of cir­
cumstances.

The asymmetry of the relations in the fi­
nancial field is even more marked. The crisis af­
fecting the international monetary and financial 
arrangements is well known, but a constant fac­
tor in the system seems to be the concentration 
of the decision-making power in the hands of a 
few countries, and especially of the United 
States. The present effects of the monetary pol­
icy imposed by that country are an excellent il­
lustration of the way in which the periphery is 
being affected by that policy without, of course, 
having been able to play any part in its formula­
tion.

By heavily indebting itself with the inter­

national private banking system during the 
1970s on terms and for periods very different 
from those agreed in the years following the 
war, the region became extremely vulnerable to 
the fluctuations in the international financial 
markets. Thus, although it was able to defend it­
self from the drop in the growth rate of the cen­
tral countries in the second half of the 1970s it 
became very dependent on the fate of a system 
which was beyond its control. As the recession in 
the centres caused a drop in the value of Latin 
America’s exports, it became evident that the 
level of indebtedness had gone beyond prudent 
limits. At the same time, the region lost its credit- 
worthiness with the private banks, thus bringing 
about a sharp drop in net external financing 
which further aggravated the regional economic 
situation.

It then became dear that the liberalization 
of financial markets, far from having given rise 
to efficient policies as a result of the predomi­
nance of the private sector in the international 
banking market, had led to the unsuitable use of 
resources and had placed the economies of the 
region in a dramatic external and internal di­
lemma. In contrast with what had happened in 
previous decades, when the resources of the in­
ternational public banking system, which had 
made up the bulk of the external financing, 
were supplied in most cases for carrying out big 
projects on economically viable terms as regards 
repayment periods and interest rates, in the 
1970s the resources were distributed in an un­
suitable manner for the economy, were not al­
ways used to finance investment, and —in the 
last few years— were granted at costs so high 
that few economic activities which were not of a 
speculative nature could expect to pay them. As 
a result, the present crisis spread to all types of 
activities and meant that the adoption of classical 
m east^s for tackling balance-of-payments 
p ro files , such as devaluation, brought about 
negative domestic effects of a magnitude never 
experienced since the end of the war.

In short, the crisis has shown up the fun­
damentally faulty operation of the international 
monetary and financial system. The urgent 
need for change is now clear. In addition to the 
need to share losses, extend repayment periods 
and reduce interest rates —essential measures 
for tackling the external debt problem— it is
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necessary to put forward once again the many 
proposals which the region made in the past and 
which should be taken up again today with such 
changes as the circumstances make advisable. In 
this respect, the restoration of the dominant 
role of regional and international public bodies 
and the reform of the rules in order to give due 
participation to the periphery are some of the 
central criteria which should guide the restructur­
ing of the international financial system. The 
urgent application of measures to deal with the 
present situation such as the expansion of the 
resources of the International Monetary Fund, 
the World Bank and the regional banks and the 
increased issue of Special Drawing Rights linked 
with the development of the periphery should 
be only the beginning of a process of reform 
which is vitally needed today.

2. Changes in production

The main features of the transformation of 
Latin American production since the war have 
been rapid industrial expansion and the modern­
ization of part of the primary and services sec­
tors. In contrast with what happened in the 
early stages in the developed countries, how­
ever, this progress in the region did not bring 
with it a significant degree of inter- or intra-sec- 
toral integration, while the heterogeneity of 
production methods within and between the 
different branches grew still more pro­
nounced.^ Nor did this development bring 
about any significant change in external trade, 
and except for some isolated praiseworthy ef­
forts, external trade continued to be character­
ized by its asymmetry. Efforts to break this 
asymmetry, especially in the field of manufac­
tures, have run into the growing protectionism 
of the centres. These phenomena can largely by 
explained by the unequal distribution of in­
come, which created a domestic market in which 
the demand for most lines of production, taking 
similar per capita income groups, was smaller 
and more dispersed than for the same goods in 
the developed countries.

®ECLA, Estrategias de desarrollo sectorial para los años 
ochenta; Industria y agricultura, Estudios e InÍQrmes de la 
CEPAL series, No. 9, 1981.

As from 1975, changes are to be seen in 
tbe nature of the transformation of the system 
of production. The liberalization of the rules 
governing external trade and/or external fi­
nancing, at a time when there was an abundant 
supply of external financing and a sharp export 
drive by the central countries, weakened both 
the incentive to industrialize and economic 
dynamism in general, while strengthening com­
mercial and financial activities, especially those 
connected with external trade. At the beginning 
of the 1980s, the need to restrict imports al­
ready bore witness to the increase in external 
vulnerability, and in 1982 the most serious de­
pression of production since the end of the war 
took place.

The great influence exerted on the struc­
ture and evolution of production by income dis­
tribution and by the form of insertion of the re­
gion into the external economy are thus obvi­
ous.

The policies aimed at changing the system 
of production which should prevail in a new 
form of development should be based essen­
tially on the principles of greater equity and au­
tonomy and less external vulnerability. Consid­
erations of distributive equity should guide the 
public and private accumulation effort and the 
restructuring of the installed capacity. Support 
for peasant agriculture and for the types of in­
dustry and services supplying goods for the 
broad masses would impart a new structure to 
employment which, together with the adoption 
of income distribution measures, would gener­
ate national demand compatible with a more 
homogeneous and less vulnerable structure of 
production.

Demand would be concentrated on fewer 
production, which should be less complex tech­
nically and should therefore call for fewer im­
ported inputs. This would facilitate greater con­
centration of the industrial effort on groups of 
products of widespread use, with greater verti­
cal integration of supply. In this way, industry 
could supply an appreciable proportion of 
domestic demand and at the same time reduce 
the asymmetry of trade in industrial products 
with the exterior. Public consumption, espe­
cially of goods and services generally destined 
for groups of lower income and, in particular, 
those living in situations of extreme poverty,
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should naturally play a central role in the new 
structure of demand.

A new form of insertion into the interna­
tional and regional economy would also help to 
reorient the transformation of production. Ex­
ternal restrictions have already significantly af­
fected the level of imports, and everything 
seems to indicate that these restrictions will 
largely persist in the next few years. This con­
sequently opens up a new opportunity for im­
port substitution processes. If these processes 
are combined with greater regional integration 
and with domestic markets which are in line 
with more equitable income distribution, then 
their influence and scope will be broader than 
those of the period after the war. Furthermore, 
if the region manages to change the protec­
tionist rules currently governing international 
trade, it will be able to give a higher degree of 
processing to the primary products which it ex­
ports.

The experience of countries which are 
now developed shows that an effort of this type, 
although calling for persistence, is no pipe 
dream. Indeed, in certain lines of industrial 
production some Latin American countries 
have had considerable success where their 
domestic markets are big enough and when they 
have made persistent efforts to enter world 
markets.

The transformation of production thus 
proposed calls for a physical and industrial in­
frastructure and financial support which only 
the State can make possible. If public action 
were concentrated on these broad tasks and the 
necessary resources were made available, con­
siderable successes could be achieved.

In this respect, the regional demand for 
capital goods such as those connected with 
transport of energy generation offers great 
prospect for the efficient substitution of imports 
at the regional level. The complexity which 
characterizes industrial development will make 
it necessary to accompany the traditional mea­
sures to promote the sector with others con­
nected with programmed public sector pur­
chases, the creation of long-term financing sys­
tems, avoidance of the acquisition of foreign 
technology in ‘packages’, and promotion of the 
participation of regional engineering skills in

the design of factories and production prog­
rammes.

3. Economic growth and the absorption 
o f  the labour force in productive work

Among the most decisive economic and social 
criteria for guiding the long-term policies to 
deal with the crisis, special consideration must 
be given to the need to give productive employ­
ment to the largest possible proportion of the 
labour force. One of the most stubborn prob­
lems in the development of Latin America has 
been the inability of economic systems (to vary­
ing extents, depending on the countries) to give 
productive employment to all persons of work­
ing age who are looking for jobs. As a result of 
this, unemployment, underemployment and 
over-manning persist, the latter especially in the 
tertiary sector. The causes of this problem are to 
be sought in the scanty relative dynamism of the 
economic process, the structural heterogeneity 
of the system of production, and the rapid 
population growth rate. This latter, furthered 
by economic and social development itself, 
which has contributed so notably to the reduc­
tion of mortality rates, has made it very difficult 
to absorb the whole working population in pro­
ductive jobs. This is not only because the Latin 
American population growth rate is one of the 
highest in the world, but also because its conse­
quences as regards the increase in the labour 
force still manifest themselves many years after 
there has been a drop in fertility. Furthermore, 
rapid urbanization has changed the distribution 
of the labour force, highlighting in urban areas 
problems which were less evident in rural zones.

The present crisis has aggravated this 
problem in at least two main ways: it has pre­
vented the region from continuing the previous 
rate of absorption of labour in productive jobs 
—which, although insufficient, was nevertheless 
quite high—® and it has stimulated technical 
change in the developed centres tending to­
wards the more intensive use of capital. In many 
of the central countries there is a clear aware-

®Norberto E. Garcia, “Growing labour absorption 
with persistent underemployment”, CEPAL Review, No. 18, 
Santiago, Chile, December 1982.
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ness that one of the main causes of the crisis at 
present being experienced is the slackening in 
the growth rate of productivity, and that an in­
crease in this rate is an essential condition for 
emerging from this situation. Whatever the 
economic mechanisms used to achieve this ob­
jective, there can be no doubt that sooner or 
later they will take the form of technological 
changes which involve the highly intensive use 
of capital, and they may even give rise to a third 
industrial revolution.

Latin America will be no stranger to these 
changes from the point of view of consumption, 
and it should not be so from the point of view of 
being a producer and exporter of manufactures 
either; if it wishes to gradually increase its im­
portance as an exporter of these goods, it must 
make enormous efforts of accumulation, mod­
ernization of its physical resources, and training* 
of its labour force, at least in those sectors where 
it currently has relatively greater potential, in 
order to go along with the technological changes 
which are looming up on the horizon.

How are these enormous and unavoidable 
efforts to reactivate crisis-wracked economies 
and to participate in the new forms of produc­
tion which are taking shape in the developed 
countries to be reconciled with the need to give 
productive employment to a large and, for 
many years to come, still growing labour force?

The experience of the last years has left us 
some lessons in this respect. To begin with, it is 
necessary to discard once and for all the idea 
that the growth of one or several sectors will au­
tomatically bring with it the development of the 
most backward ones: such automatic
mechanisms simply have not worked in the 
countries of Latin America, where there is still a 
high degree of sectoral, social and regional 
heterogeneity in the distribution of levels of 
productivity and average income.

In view of these facts, some development 
strategies have been formulated which have 
sought to promote the ‘spearhead’ sectors and at 
the same time establish procedures for distribu­
ting part of the surplus generated in these 
among the rural and urban groups which were 
being increasingly left behind, with the aim of 
improving their living conditions. These strate­
gies do have the positive feature of being con­
cerned to combine economic growth with social

equity, but they do not give due attention to the 
fact that the firmest foundation for equitable 
distribution of the fruits of development lies in 
the systematic effort to overcome structural 
heterogeneity by raising the productivity of the 
entire labour force. In this respect, strategies 
aimed at coping with such complex demands as 
those for economic growth in an era of pro­
found technological changes and absorption of 
all workers into productive jobs in a period of 
rapid growth of the labour force must at the 
same time be able to give very selective stimula­
tion to this growth and establish deliberate ar­
rangements whereby part of the surpluses gen­
erated by the most dynamic branches can help to 
raise the levels of productivity and living condi­
tions of those lagging behind. In this respect, 
giving high priority to agricultural development 
in line with the potential of the sector itself and 
of its population is both vital and urgent for 
most of the countries of Latin America.

4. Capital accumulation and income distribution

Another fundamental aspect of the policies 
which should be applied in order to emerge 
from the crisis and reorient development is that 
regarding the domestic accumulation of capital, 
since it is clear that external saving will not have 
the dynamic role in the immediate future which 
it had in past years. As regards the volume of 
capital which should be accumulated, the an­
swer is very simple: as much as is socially and 
politically possible. Even before the present 
crisis the ECLA appraisals considered that the 
effort being made in this respect was not suffi­
cient to give productive employment to the en­
tire labour force and to improve the living con­
ditions of the neediest citizens, and the deterio­
ration which has taken place in the situation 
since then means that efforts must now be re­
doubled.

In reality, the most crucial questions re­
garding capital accumulation are of a political 
nature: which social groups are to bear the bur­
den of this accumulation? who is it to benefit?

The recent years offer some very useful 
lessons in this respect too, which make it neces­
sary to discard conventional answers to these 
questions because they tend to be inequitable, 
inefficient and undemocratic. When the respon­
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sibility for domestic saving and productive in­
vestment fell on the economically powerful 
groups, the expected results were not attained, 
because these groups often preferred to engage 
in conspicuous consumption imitating the life 
styles of developed countries, speculation and 
unproductive investment. It is therefore neither 
socially just nor economically efficient to seek to 
increase domestic saving through conventional 
policies aimed at transferring income from the 
rest of society to the wealthy groups in order 
that the latter may invest in priority economic 
and social areas in line with the demands of the 
crisis and the needs of development. Further­
more, in many Latin American societies it does 
not seem that these policies could any longer be 
easily applied, because of the defence capacity 
of wage earners, the already very considerable 
reduction in the real income of the latter as a re­
sult of stabilization policies, and the existence of 
democratic governments which rely on these 
wage-earning groups for an important part of 
their political support.

It is also important to note that conven­
tional policies are usually imposed as if they 
were the expression of objective and neutral 
technical criteria: the impression is fostered that 
the social distribution of the costs involved in 
them should be accepted as the inevitable man­
ifestation of a natural law. There can be no 
doubt that there are important technical criteria 
which deserve to be taken into consideration, 
whatever the socio-political structure in which 
the policies are applied, but the social distribu­
tion of the costs is above all a question of politi­
cal decisions: presenting it as a purely technical 
question means concealing the political content 
of the decision.

It is therefore necessary to increase the de­
gree of transparency of the entire process of de­
cision-making on such crucial issues. Such 
greater transparency of the technical and politi­
cal aspects would enable all social groups to de­
fine their interests and orientations clearly, thus 
laying the bases for a social compact which 
would reflect a higher level of political rational­
ity and democracy.

If conventional capital accumulation poli­
cies are to be rejected for the above reasons, 
then what path should be followed?

As regards the social origin of the re­

sources, it should be emphasized from the very 
beginning that both the measures on accumula­
tion and distribution and those on fiscal and 
monetary matters should be taken within the 
framework of a policy of general austerity, since 
the crisis and development call for inevitable 
sacrifices. The austerity should be equitably 
shared, however, that is to say, it should de­
mand more from those who have more, while its 
demands should gradually be reduced in prop­
ortion as the level of family income goes down. 
This policy of procurement of resources should 
be accompanied by dynamic redistribution so as 
to raise the income of the lower strata as a mat­
ter of priority, when economic evolution per­
mits this.

As regards the non-conventional mechan­
isms of appropriation and allocation which 
should be used, the experience of some capital­
ist central countries suggests that emphasis 
should be placed on the tax system; in the most 
successful cases, a combination of high 
taxes on profits and on the consumption of the 
high-income groups and strong incentives to 
selectively oriented productive investments has 
been used. Even if the tax instrument could be 
effectively used in Latin America, however, it 
should be noted that altough the path chosen 
by those countries has helped to promote ac­
cumulation and economic growth in them, it has 
also caused great concentration of the means of 
production, and in the long run this could 
create important obstacles to the democratic 
process.

These considerations show how important 
it is that the capital accumulation process should 
also help to create and strengthen equitable dis­
tribution of wealth; if conventional and Keyne­
sian policies have tended to concentrate this, 
those which should be applied now should pro­
mote the reduction of such trends. Measures 
should be taken in two mutually supporting 
areas to this end.

On the one hand, the State should play an 
important role in the processes of appropriation 
and allocation of resources, but for this purpose 
it is essential that it should be democratized, that 
is to say, that the decisions taken in these mat­
ters should be the result of institutional proce­
dures in which the whole community feels itself 
to be fully represented. In reality, the State has
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not always wanted or been able to appropriate 
the necessary resources for accumulation, and 
frequently it has not allocated them in line with 
the needs of development. This behaviour is 
explained above all by the fact that in the appro­
priation and allocation of public resources there 
is often a struggle between different élites seek­
ing to orient these resources for the benefit of 
their own needs and interests rather than those 
of society as a whole. The democratic machinery 
should prevent the exertion of any decisive in­
fluence on these processes by such sectoral 
élites, whether private or public, civil or mili­
tary.

On the other hand, the public allocation of 
resources for capital accumulation does not 
mean that there should be a tendency towards 
State control of the production apparatus. In­
stead, in the new form of development different 
forms of organization of production combining 
State, private and co-operative ownership and 
management should exist side by side. Democ­
ratization of the State, co-management in State 
and private enterprises, and co-operative forms 
of production are those which give the greatest 
hopes of true democratization of ownership and 
management, and should therefore be pro­
moted in a priority manner.

IV
Short-term policies

It has already been noted that the economic and 
social situation of Latin America as a whole in 
the first half of 1983 does not, in general terms, 
show any signs of improvement over 1982. In­
deed, in many cases it has deteriorated in such 
aspects as unemployment, inflation or the de­
cline in productive activity. The living condi­
tions of most of the population have deterio­
rated even more, which is a serious matter, espe­
cially bearing in mind the low level at which they 
already stood at the beginning of the 1980s. As 
already explained, the adjustment policies have 
not had the desired results. In these cir­
cumstances, there is generalized awareness that 
it is urgent to take measures in the short term; 
thus, although formulating a new type of de­
velopment takes a long time, measures in keep­
ing with the new priorities should be taken soon, 
above all in order to bring some relief as a first 
priority to the situation of the most under­
privileged strata. In addition, and simulta­
neously with the application of these priority 
measures, others should be taken in the areas 
where it appears to be essential to bring about 
some improvement or change the line of ap­
proach. The most important of these areas con­
cern the defence of the national economy at the 
popular level and the establishment of a situa­
tion as regards domestic prices and financing

which will enable an acceptable level of 
economic success to be achieved in the produc­
tion sector; the procurement of sufficient for­
eign exchange to make possible a level of im­
ports capable of guaranteeing minimum targets 
of production, essential consumption and em­
ployment, and the preservation of production 
capacity in the economic and social infrastruc­
ture and in the sectors governing mass con­
sumption, exports and investments which are 
not very demanding in terms of external re­
sources.

1. Defence o f  the national economy 
at the popular level

The crisis has made the problems of the lower- 
income groups still more acute. There are many 
ways in which the effects of the crisis are trans­
ferred to the mass of the people: price rises, 
drops in real wages, increased unemployment, 
and reduction in public expenditure, which, in 
addition to its economic effects, brings about a 
consequent deterioration in educational ser­
vices, health, nutrition, housing, etc. The low-

*'^Raúl Prebisch, Capitalismo periférico. Crisis y transfor­
mación. Mexico City, Fondo de Cultura Económica, 1981.
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income non-wage earning groups are also af­
fected by the difficulties which exist in transfer­
ring monetary income to them to compensate at 
least partly for their problems, and they also 
suffer when, for budgetary reasons, it is decided 
to do away with subsidies or price controls in re­
spect of basic consumer items such as bread and 
widely used fuels. While acknowledging the va­
riety of situations registered in the different 
countries, it nevertheless seems essential to de­
sign emergency programmes to help the groups 
most seriously affected by the crisis.

Thus, it is urgently necessary to make 
changes in incomes policy. Measures of a 
macroeconomic nature aimed at reducing pub­
lic expenditure should be replaced —or com­
plemented, depending on the particular cases— 
by others which increase the expenditure 
aimed at certain groups and reduce that 
oriented to others. In this respect, wage and 
price policies should be handled with great 
selectivity. The drop in the real wages of the 
lowest income groups has drastically reduced, in 
many cases, the demand for goods which have a 
low import content and involve high labour den­
sity; in contrast, other groups with more capac­
ity to stand up to the crisis —partly because of 
the possibility of resorting to income drawn 
from their wealth— have kept up a form of de­
mand which seriously affects the balance of pay­
ments and generates little employment. In gen­
eral it would be desirable to achieve some recov­
ery in the real wages of the lower income 
groups, but the wide variety of national situa­
tions does not permit of generalizations. The 
selective management of prices is also called for 
if it is desired to promote one particular ‘shop­
ping basket' of goods rather than another and if 
it is desired to defend the groups whose income 

does not come from formal occupations. Natu­
rally, increasing employment —especially that of 
less-skilled workers— will play an important role 
in improving family income. At the same time, it 
is necessary to pay special attention to the de­
fence of employment and wage rights won 
through trade-union activities; in many cases 
the high level of unemployment has created 
suitable conditions for the employer sector to 
reduce real wages and employment in unaccept­
able ways.

The consumption of the lower income

groups is moreover usually considerably influ­
enced by public expenditure, and the latter 
should therefore be handled with extremely 
selective criteria. On the one hand, investments 
should be selected with a keen eye to employ­
ment criteria, while on the other, as regards 
public consumption, it is desirable at least to 
keep up the level of that destined for the groups 
most severely affected by the crisis. There are 
cases where the supply of mass consumption 
products depends on imports or State subsidies; 
in these cases, there is every justification for the 
execution of programmes aimed at guarantee­
ing such supply by giving access to these goods 
to the poorest sectors and avoiding the seepage 
of subsidies to other social groups.

The same policy criteria should be applied 
as regards social public expenditure. In a crisis 
situation it will be very difficult to increase the 
proportion of such expenditure in the total, so 
that policies should be aimed at redirecting its 
allocation in order to make it more equitable.

Social policies in Latin America have been 
criticized for many years past on the grounds that 
they have tended to favour the middle strata in 
particular, to the disadvantage of the lower 
strata. If a change in this orientation in line with 
criteria of greater equity was already necessary 
before the crisis, then it is much more so now, 
when resources are tighter and it is not possible 
to satisfy the needs and demands of the poorest 
groups through further expansion of social 
public expenditure.

2. Domestic financing

The present crisis has given rise to extremely 
serious domestic financial imbalances. There 
are many situations where it would be impossi­
ble to apply policies aimed at increasing produc­
tion or tackling balance-of-payments problems 
without first of all solving the financial imbal­
ances. This problem stems from two main 
sources: external indebtedness, and domestic 
policies.

The main features of the external indebt­
edness are its large size and the fact that the 
credits have been obtained at extremely high in­
terest rates. The ways in which these credits are 
passed on to domestic users vary from country 
to country. Sometimes the dollar or another for­
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eign currency is used as the unit of calculation, 
while in other cases the exchange risk is ab­
sorbed by the State or financial intermediaries. 
Interest rates are likewise dealt with in different 
ways; sometimes they are transferred directly to 
users; in other cases they are fixed by domestic 
financial intermediaries and are considerably 
higher than external rates; while in many cases 
the State subsidizes users by lowering the rates.

In these circumstances, the sharp devalua­
tions and acute processes of inflation caused by 
the external sector crisis have led to all kinds of 
transfers of wealth and profound changes have 
taken place in the operational situation and net 
worth of persons and enterprises. Some have 
suffered heavy losses, while others have had big 
gains, and this has given rise to liquidity whose 
use is very difficult to control today.

The situation has also been very diverse as 
regards domestic financing policies. In many 
countries, systems of contracting credits were 
introduced which involved clauses linking the 
debts to foreign currencies, thus making them 
subject to exchange risk. Loans in national cur­
rencies, too, have been granted on very varied 
terms which have included high real interest 
rates, credits indexed to inflation, and negative 
real rates of interest. To the extent that the crisis 
has speeded up inflation or forced devaluations, 
the combination of these elements has also 
brought about substantial transfers between sec­
tors.

As might be expected, the public budget 
did not remain unaffected by these upheavals. 
In some cases it has absorbed the external prob­
lems of the productive and financial agents and 
has come to the rescue of the most seriously af­
fected sectors in a makeshift fashion and under 
the pressure of events. The reduction in the 
level of activity has brought with it a drop in tax 
and non-tax revenue, while at the same time the 
crisis has been increasing pressure for greater 
expenditure, although many of the adjustment 
programmes seek to reduce this. In these cir­
cumstances, fiscal policy has sometimes been 
handled more in the light of economic and 
political pressures than in line with a pro­
gramme having clear objectives.

The economic situation has also suffered 
considerable changes at the level of the middle 
and high income groups. Unfortunately,

speculative investment has been in vogue in 
many countries: there are now appreciable 
amounts of funds in the hands of the private 
sector which move with great flexibility among 
activities connected with speculative sectors, 
emergency loans to the most seriously affected 
sectors at high real interest rates, pressure on 
the foreign currency market, and other invest­
ments of a speculative nature.

In short, a domestic financial situation has 
been created which is very difficult to handle. 
Frequently, businessmen have been forced to 
replace sound economic calculations with con­
siderations based solely on the need to gain ac­
cess, at any cost, to resources —especially public 
resources— which will enable them to survive; 
many have done this in the hope that future fi­
nancial arrangements will enable them to trans­
fer these costs to other sectors.

In some countries it is urgently necessary 
to put an end to this situation so that the State 
can recover control of the financial market and 
neutralize the enormous mass of resources 
used to stimulate speculative activities. In order 
to do this, the State must prohibit the pos­
sibilities of speculating (when these exist legally) 
and create one or more preferential long-term 
saving options which enjoy its backing.

Reduction of the real interest rate is also of 
the greatest urgency, since in some countries 
there are still interest rates which are completely 
out of keeping with any reasonable possibility of 
return. In this respect, however, it is necessary 
to apply a selective criterion regarding credit. 
Its allocation cannot be left in the hands of fi­
nancial groups which are themselves in a com­
promised situation, and it is also evident that not 
all sectors or enterprises can be saved; the estab­
lishment of a reasonable real interest rate is only 
compatible with the forced and selective restric­
tion of demand for credit.

The public budget also calls for reorgani­
zation. As regards revenue, the conventional 
procurement measures are not enough: policy 
in this field should be aimed at the application 
of measures to procure revenue from the 
groups which still have a high level of consump­
tion and have liquid assets available for specula­
tion.

Public expenditure, too, should be 
oriented in line with the principle of social
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equity and linked with the priorities approved 
for the productive sector; it is not possible to 
satisfy the demands of all sectors at once, and 
any attempt in this direction would necessarily 
bring about an increase in inflation caused by 
the bigger fiscal deficits.

Only a selective financial and fiscal ap­
proach can restore the levels of production, 
budgeting and prices which will make possible 
non-speculative economic calculations; an es­
sential condition for the rational functioning of 
mixed economies in which the private sector has 
an important economic role.

As already noted, the problem of wages 
and employment constitutes a challenge for the 
inflation control policies which may be adopted 
in the new form of development. There can be 
no doubt that in countries where unemploy­
ment has reached very high levels, this problem 
should be solved before tackling that of the 
drop in real wages; nevertheless, this latter 
problem is bound to arise in all countries when 
designing policy. Keeping real wages within 
limits compatible with domestic and external 
supply is an absolute necessity if it is desired to 
avoid hyperinflation. In democratic societies, 
however, the wage-earning groups can hardly 
be expected to accept a sacrifice comparable 
with that which has been demanded from them 
in the past unless at least two requirements are 
fulfilled: the biggest sacrifice must be made by 
the groups with the highest income, and capital 
accumulation formulas must be applied in 
which the wage-earning groups feel themselves 
to be authentic participants, not only in the sac­
rifices but also in the benefits.

3. The balance o f payments

There are two short-term priority objectives in 
this area; to reduce as much as possible the pres­
sure of the external indebtedness, and to find a 
way of handling the trade balance on goods and 
services which is compatible with the selective 
policies applied in the production and financing 
areas.

In the short term, the pressure of the ex­
ternal debt servicing is manifested in two ways. 
One of them, which is of a fundamental nature, 
lies in the impossibility of honouring the short­
term commitments, while the other^hich is of

a formal nature, is connected with the problems 
of living in a situation of constant crisis which 
makes it necessary to have recourse to partial 
negotiations, bridging loans and other 
emergency solutions.

The problem of the external debt is very 
complex, as are its solutions; when discussing 
the latter, some questions arise which are worth 
setting out briefly:

i) Should the Latin American countries 
negotiate separately, together, or separately but 
using common criteria?

ii) Will the transnational banking system 
accept capital losses as the national banks are 
doing at the domestic level?

iii) Will the renegotiation cover the short­
term credits whose renewal means keeping the 
crisis still latently in being?

iv) How much net external financing will 
the international public and private banking sys­
tem be willing to provide?

v) What additional costs in respect of in­
terests, fines, etc., should be accepted in the re­
negotiation?

vi) How are the results of the renegotia­
tion of the external debt to be passed on within 
the economies?

vii) Should public backing be given for the 
private external debt?

viii) Should formulas be applied which 
could relieve the short-term situation, such as 
periods of grace, linking of payments with the 
terms of trade, or other measures connected 
with the value of exports?

ix) What domestic policy measures should 
accompany the renegotiation, special impor­
tance being assumed in this respect by the ef­
forts to achieve trade surpluses which will help 
pay the cost of recessive policies?

It is not possible to answer all these ques­
tions, but from the point of view of a new form 
of development some general considerations 
may be mentioned which could serve to orient a 
renegotiation policy.

On the one hand, the bargaining power of 
governments should be strengthened in propor­
tion as political processes are democratized, 
since it will be clear to creditors that it is impossi­
ble to apply policies which impose new sacrifices 
on the population; a similar effect will be pro­
duced by progress in regional co-operation and
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integration. On the other hand, the possibility 
of the countries facing up to their debts without 
the foreign banking system accepting any capi­
tal losses or the State giving its backing to pri­
vate debts could only be justified to some extent 
if the renegotiation were sufficiently flexible to 
avoid any accentuation of recessive policies, if 
reasonable periods of grace were given, if real 
interest rates which are impossible to pay except 
through speculative ventures were eschewed, 
and if the creditors agreed to make the payment 
of the debt conditional upon an improvement in 
foreign trade as regards volumes and prices. If 
the negotiations do not include these conditions, 
they will be proposing unrealistic solutions and 
will be placing a millstone around the neck of 
the Latin American countries, with the corres­
ponding social and political consequences.

At all events, it seems illusory to expect any 
spectacular results in this field in the short term; 
the situation of crisis will continue for quite a 
long time in most of the countries, obliging to 
manage their foreign trade under totally abnor­
mal conditions.

In the field of international trade it must 
be noted from the very beginning that exports 
are faced with very diverse situations. There are 
a large number of products, especially com­
modities, where export incentives do not pro­
duce any significant effects as regards an in­
crease in the volume or value exported; the 
problem in these cases lies in the depressed de­
mand of the developed countries and the pro­
tectionist measures which they have taken. Con­
sequently, for these kinds of exports a devalua­
tion in real terms or some other financial incen­
tive is normally only translated into an internal 
transfer of resources and has few repercussions 
on the trade balance. For other products, how­
ever, especially those of industrial origin. State 
support may be of great importance, both in the 
negotiations for tackling the protectionism of 
the centres and as regards the application of fi­
nancial incentives which will enable countries to 
maintain and increase their competitiveness. 
Consequently, this field requires different 
measures, and a homogeneous set of measures 
may not therefore be effective.

Until now, imports have been one of the 
central concerns of adjustment policies, for 
their reduction with a view to achieving a trade

surplus has been seen as an indispensable ele­
ment for balancing the economy. The means 
used for this are varied: some of them are selec­
tive, such as the prohibition of certain imports 
considered to be non-essential, differential in­
creases in tariffs, or the differential handling of 
the different items in the public budget; others 
are of a general nature, such as devaluations; 
while in some cases, through the financial and 
monetary policies applied, sharp depressions 
have been provoked which have affected the 
economy as a whole.

According to the new form of develop­
ment proposed here, it is not acceptable to apply 
measures of a homogeneous nature which pro­
voke sharp recessions in production with in­
equitable imposition of the costs mainly on the 
least privileged groups. Such groups, which 
have little wealth to use as a buffer mechanism, 
are severely affected by unemployment or 
drops in real wages. The system of production, 
too, suffers severely from this type of measure. 
It is therefore advisable to apply selective im­
port restriction and export promotion policies 
which are in line with measures of the same type 
taken at the domestic level, all these actions 
being aimed at guaranteeing certain minimum 
levels of production and consumption.

If  policies to increase domestic saving and 
productive activity are applied, the selective im­
port policy must be complementary to these, for 
limitations on consumption by the high income 
groups should coincide with a drop in non-es­
sential imports, and difficulty in importing 
should open the way to import-substitution pol­
icies and greater domestic production activity.

4. Maintaining production capacity

It is probably unanimously agreed that it would 
be desirable to increase production and reduce 
unemployment, but there may be doubts re­
garding both the possibility of doing this and its 
consequences. It should therefore be stressed 
that reactivation is both possible and necessary, 
while its concrete significance should not be left 
in doubt. Thus, reactivation is usually used in 
the sense of restoring the previous level of func­
tioning of the economy in all sectors and bran­
ches, but in the present circumstances this is an 
unrealistic aim and attempts to achieve this have
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brought about a rapid increase in both the 
domestic and external imbalances.

What is possible, is to reactivate the level of 
production of certain branches, while accepting 
that it will not be possible to reactivate others, 
such as commercial and financial branches 
aimed at supporting the consumption of im­
ported goods by the high income groups.

The first set of branches of production 
which should be stimulated is that serving to 
satisfy the ‘shopping basket’ of goods and ser­
vices which form the basis of mass consumption; 
many of the branches of the agricultural sector 
are concrete examples of this. The need to en­
sure in the short term both the supply of goods 
of agricultural origin and the productive ab­
sorption of a high proportion of the rural 
labour force make it desirable to attach priority 
attention to the recovery of this sector.

Likewise, the physical and industrial in­
frastructure must be preserved: the creative ef­
fort and accumulation of many generations

which have gone into these constitute a national 
heritage which cannot be sacrificed in the pur­
suit of short-term macroeconomic goals.

A third group of branches whose produc­
tion should be stimulated are those whose ex­
ports could be affected by their present cost 
structure. Special attention should be given here 
to those manufactures which won markets for 
the region during the 1970s and which must 
now be defended.

Finally, it is necessary to stimulate invest­
ments which are not only identified with the ob­
jectives of the new form of development but also 
have external financing from international pub­
lic agencies, use few imported inputs or make 
very intensive use of labour. In all these cases it 
is a question of stimulating sectors selected be­
cause of their contribution to the new form of 
development. Thus, the short term is seen as 
the launching period of a new style and not 
merely as a time for the emergency rescue of the 
old form of economic and social administration.

V
The essential political direction

The criteria proposed for orienting economic 
and social policy call for firm and deliberate di­
rection on the part of the State. The varied 
political experience of Latin America makes it 
clear, however, that there are no private or pub­
lic mechanisms or institutions which alone can 
ensure the efficient execution and proper orien­
tation of the economic process. There has often 
been a seesaw movement in ideas which has led 
to the State or the market, democratic or au­
thoritarian institutions being presented either as 
a dem ex machina, which solves everything by its 
mere presence, or as the guilty parties responsi­
ble for all political and economic problems.

This to-and-fro movement is closely re­
lated to the historical process. The crisis of the 
1930s led to generalized pessimism regarding 
the market mechanisms and gave rise to 
politico-institutional arrangements in which the 
State and planning played the decisive role; the 
crisis of these latter elements restored faith in

the virtues of the former, and now again, in 
their turn, these have been deeply discredited 
by the present disequilibria. Similarly, the con­
fidence placed a few decades ago in the mutually 
fruitful relationship between economic develop­
ment and democracy was eroded by the difficul­
ties of reformist and populist régimes and gave 
way to the rediscovery of the assumed virtues of 
social discipline and authoritarianism, which 
now, once again, are threatened by the growing 
impetus of democratic ideals.

In these circumstances, the present 
economic crisis has once again raised the old 
question of which is the most favourable 
politico-institutional system for promoting de­
velopment and facing up to the aggravated con­
flicts of the present time. If we look back at the 
history of Latin America in search of an answer, 
the initial impression obtained coincides with 
what was stated earlier to the effect that neither 
greater State intervention, nor a return to
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democratic principles, nor much less the pre­
dominance of an authoritarian order or of the 
market laws are sufficient on their own to 
guarantee the proper performance and orienta­
tion of the economic process. The problem of 
the coherence of the economic and political in­
stitutions and processes does not allow of 
simplistic and unilateral solutions, but requires 
instead that each of these institutions should be 
objectively appraised with regard to its achieve­
ments and failures, its possibilities and limita­
tions.

As is well known, the reappraisal in recent 
years of the role of the market in various coun­
tries of the region was based on the conviction 
that its free operation would guide the main 
economic decisions better, since in addition to 
its supposed virtues in achieving the efficient al­
location of resources and the equitable distri­
bution of income, it was believed that this 
mechanism would avoid abuses of power 
through its impersonal objectivity based on re­
spect for economic laws.

The economic crisis of the countries which 
placed their trust in the market mechanisms has 
once again revealed the true nature of the mar­
ket, which is simply that of a mechanism subor­
dinated to the existing economic structure. In 
view of this, it cannot direct the process of de­
velopment, since this process has economic, so­
cial and political objectives which deliberately 
seek to bring about changes in that structure. 
The current generalized abandonment of mar­
ket mechanisms in favour of growing State in­
tervention in order to face the crisis is further 
confirmation that while the market may have 
economic and political virtues, these do not in­
clude the power to direct development properly 
or to tackle crises effectively alone.

Because of the limitations of the market, it 
is essential that the State should have a decisive 
role in the running of the economic process, 
above all in times of crisis. It is important, how­
ever, not to fall into the technocratic illusion 
that the mere fact of State intervention can 
guarantee a reasonable degree of efficiency and 
legitimacy: State intervention in the economy 
can also be inefficient and inequitable. The 
problem is that the State has frequently been 
under the influence of economic and political

power groups: instead of leading them it has 
been led by them.

The actual performance of the State and 
the market in the reorientation of development 
depends to a large extent on the structures on 
which they are based. Thus, the market could 
play a role in the efficient orientation of produc­
tion and consumption if it were based on an 
economic structure in which wealth and income 
are distributed in an equitable manner. Simi­
larly, in order to be the proper expression of the 
interests and demands of the majority of the 
population, the State apparatus must not only 
be based on a democratic political system but 
must also democratize itself.

In this respect, in order to achieve a 
higher degree of efficiency and legitimacy many 
Latin American States should improve their per­
formance as regards co-ordination and concer­
tation. Co-ordination refers above all to the 
need for the State apparatus as a whole —cen­
tral and regional, administrative and decen­
tralized— to have a co-ordinated manner of op­
eration. There can be no doubt that in some 
countries of the region the effects of the crisis 
have been aggravated because of the disjointed 
action of the State apparatus, which of course re­
flects riot only the existence of technical and 
political problems but also, and above all, sec­
toral bureaucratic interests in the main public 
sector institutions and enterprises. Concertation 
is connected in particular with the capacity of 
the State apparatus to reflect the interests of so­
cial groups, orient their action and unite their 
will for the purpose of achieving common objec­
tives. While the co-ordination of the State ap­
paratus is a necessary and principal condition 
for its efficiency, concertation lies at the heart of 
the legitimacy of the State in pluralistic mixed- 
economy societies like the majority of those in 
Latin America. As is well known, co-ordination 
and concertation form the essence of planning, 
which has a fresh opportunity to show its useful­
ness in the present circumstances of Latin 
America.

There can be no possible concertation 
without institutional machinery which permits 
and guarantees the pai:ticipation of the various 
social groups in all important State decisions. 
Thus, in order to control the authoritarian and 
technocratic tendencies which usually arise
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among those responsible for running the State 
apparatus it is necessary to consolidate the 
democratic institutions: only these can prevent 
State intervention from being merely the ex­
pression of the arbitrary desires of powerful 
groups, whether they be civil or military, State 
or private. As already noted, however, the re­
turn to democracy does not guarantee that a 
satisfactory degree of efficiency will be achieved 
in State action: the contrary could take place if 
all the social groups believe that this return is a 
suitable opportunity for ensuring that their own 
unfulfilled demands are satisfied. This is a cru­
cial issue, since the ‘ungovernability’ of democ­
racies has always been the main justification 
adopted by authoritarian régimes.

For both valuative and practical reasons, 
democracy is the most suitable framework for 
development, but it must ensure an orderly per­
formance which, by the very nature of this polit­
ical system, cannot be based only or even mainly 
on coercion, but above all on the spontaneous 
consent of the governed. The support which the 
governed give to democratic institutions and the 
decisions which emerge from the latter depend 
on at least two essential conditions, however: 
firstly, participation in the decisions must be on 
a broad scale and these decisions must be con­
nected with the great national problems, and 
secondly, the democratic institutions must re­
main in force for a prolonged period in order 
that they may be consolidated as the pillars of 
political tradition. Strong democratic institu­
tions can be of great assistance in helping the 
citizens to overcome the effects of the conflicts 
and imbalances which accompany all crises.

Policies for tackling the crisis and reorient­
ing development call for dramatic decisions 
which, as already noted, will profoundly alter 
the economies and societies of the Latin Ameri­
can countries. These decisions, in turn, call for a 
State which is capable of carrying them out, and 
this capacity not only implies that the State must 
attain maximum efficiency in its action, but also 
and above all, that it must achieve a social con­
sensus which will serve as its political support;

without this support the State will be simply an 
instrument of sectoral interests and will not be 
able to carry out the task with which the present 
challenge faces it.

Furthermore, in societies like those of 
Latin America, where democratic ideals are 
deeply rooted, the social consensus will not be 
achieved by force, but only by the spontaneous 
and responsible obedience of the governed. 
This, in its turn, will only result from full par­
ticipation in the taking of decisions and from 
the inner conviction that the sacrifices which 
have to be imposed are inevitable and are dis­
tributed equitably among all.*’

" in  his analysis of the present situation in Spain, 
which combines the need to face a crisis with the need to 
strengthen democracy. Fuentes Quintana has put forward 
some suggestions which seem to be largely valid also for 
most of the Latin American countries.

“It is evident that a policy designed to adjust to the 
crisis seems to call for the fulfilment of three vital condi­
tions: clear recognition of the situation (telling  the country the 
truth, not concealing the crisis as though it were an incurable 
disease of which it is better not to speak); transparency an d  
equity in  the distribution o f  its heavy costs (the crisis cannot be 
passed on to others in an impossible and suicidal kind of 
sauve qu i peu t); and the creation or achievement of a sense of 
common purpose on the part of all social and political 
groups in order to reach  constructive answ ers to the m ain  p rob ­
lems through negotiation  a n d  agreem ent. In other words, over­
coming the economic crisis and bulding democracy is a pol­
icy which calls for a high sense of the importance of the 
State rather than of one’s own party in the approaches to it 
and the solutions proposed for the different problems by 
the social and political groups. If this sense of common pur­
pose is not created, if the political parties foment a desper­
ate class struggle in the midst of the crisis, if entrepreneurs 
and workers fail to define the minimum conditions for mak­
ing possible the development of the country’s enterprises, if 
those who enjoy privileged economic positions refuse to 
have anything to do with solutions calling for some sacrifice 
on their part, then the crisis will get worse and will make it 
insolubly difficult to cope with this combination of a crisis 
plus the need to build democracy, on which the whole fu­
ture of Spain depends.” Enrique Fuentes Quintana, “La 
prioridad política de la economía en la transición española”, 
P ensam iento Iberoam erican o , No. 3, Madrid, January-June 
1983, p.l27.
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The external debt is perhaps the most striking man­
ifestation of the crisis through which the countries of 
Latin America are passing and is one of the problems 
whose solution is a necessary condition in order for 
these countries to be able to emerge from their pre­
sent predicament.

'I'he article begins by presenting some general 
data on the evolution of the total debt in the last de­
cade to its present critical level equivalent to some 
30% of the gross domestic product. It goes on to 
examine the reasons for this increase, dealing with 
them in terms of the increases in the supply of exter­
nal credits and the demand for them, and placing 
particular emphasis in this respect on changes in rela­
tive domestic prices, exchange policy, excessive public 
and private spending, the rise in oil prices and its im­
pact on international liquidity, etc. fhe author then 
goes on to deal with some consequences of the in­
crease in the debt —such as restrictions on domestic 
policy, the transfer of resources abroad and external 
vulnerability— and the conditions on which this debt 
could be tolerable. These conditions are, essentially, 
the sustained growth of the world economy, con­
tinuity of the flow of external credit, and the expan­
sion of exports, none of which are being fulfilled at 
present. He therefore suggests some emergency 
measures, including in particular the equitable re­
negotiation of the debt between debtors and cred­
itors, an increase in the resources of the IMF and in 
its influence over creditor countries, and an increase 
in international liquidity, concluding that these mea­
sures, together with others in the medium term, are 
an urgent necessity at the present time.

*A prelitrlinary version of this article was used by ¿ 
the author at the lecture he gave at the National Academy of 
Economics of Uruguay in May 1983.

*’The author is Co-ordinator of a joint UNDP/ECI.A 
project and Professor of the Department of Economics of the 
University of Santiago, Chile.

Introduction
I

The external debt is a subject which is very 
much in fashion, and for this reason it is very 
dangerous: readers probably know just as much 
about it as the author, if not more. We all of us 
read, talk and are well informed on subjects of 
this type, and above all we sometimes hold very 
clear and well-defined ideas on them. I shall try 
to sum up these clear and welLdefined ideas in 
order to give you the perspective at which my 
own experience and work have enabled me to 
arrive.

I shall refer first of all to the broad mag­
nitudes involved in the financial problems of 
Latin America, then to the increase in the Latin 
American external debt and the reasons why 
this debt has gone up, after which I shall deal 
with the consequences of the increase in indebt­
edness and analyse the question of whether 
this debt is sustainable or not at its present level. 
Finally, I shall put forward some emergency 
and medium-term solutions at both the national 
and international levels and outline the pros­
pects for the near future.

II
The magnitudes involved

Let us first look at the magnitudes involved in 
the Latin American financial problem. It is well 
known that there is a sharp and growing deficit 
on the region’s balance-of-payments current ac­
count, that is to say, essentially on our purchases 
from and sales to the exterior, plus payments in 
respect of interests and tourism. For 18 non-oil- 
exporting countries, this deficit, which was 
around US$ 2 billion in 1970, kept within the 
range of 10 digits until 1978, when it came to 
some US$ 8 billion, but the following year it 
rose to US$ 14 billion, and in 1981 it reached a 
peak of US$ 27 billion. In other words, over a 
period of 11 years the external deficit on the 
current account of the 18 non-oil-exporting
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countries increased by a factor of 13, from 
US$ 2 billion to US$ 27 billion.

Income on the capital account helped to fi­
nance this deficit, however: although on the one 
hand there was a deficit on the current account, 
since Latin America was buying more than it 
was selling, on the other hand this was financed 
with net income on the capital account. This in­
come was consistently greater than the deficit on 
current account, so that it was possible to pay off 
this deficit and still accumulate reserves. Thus, 
for example, whereas in 1970 there was a cur­
rent account deficit of US$ 2 100 million, the 
surplus pn the capital account was US$ 2 800 
million, so that there were US$ 700 million left 
to improve the reserve position of this group of 
countries. This situation continued until 1979, 
when the current account deficit came to 
US$ 14 billion, whereas the capital account 
surplus was US$ 17 800 million. In 1980 and 
1981, but above all in 1982, however, the situa­
tion was completely reversed, and in these three 
years the accumulated current account deficit 
was almost US$ 15 billion more than the net in­
flow of capital, thus meaning a loss of reserves 
by our countries, since only part of the current 
account deficit could be financed with capital in­
come and the remainder had to be covered by 
making use of our own reserves. In 1982, for 
example, there was a current account deficit of 
US$ 25 billion, whereas the capital account 
surplus was only US$ 16 700 million: that is to 
say, in that year alone there was net depletion of 
the reserves by almost US$ 9 billion.

This inflow of capital comes basically from 
two sources: on the one hand, from direct for­
eign investment, which does not generate in­
debtedness; and on the other hand, from 
medium- and long-term foreign loans, which 
are accounted as such in the balance of pay­
ments.

While the debt grew, foreign investment 
was becoming less and less substantial. There 
are many reasons for this: on the one hand, very 
good investment opportunities arose in other

countries, as for example in Asia (Korea, 
Taiwan, Singapore, and now also Thailand, inter 
alia); on the other hand, it must be recalled that 
between the mid-1960s and perhaps the mid- 
1970s in Latin America there was a wave of 
nationalizations in most of the countries, in 
which foreign investments were expropriated. 
In some cases these nationalizations took place 
on account of the excesses of investors, whereas 
in others the motives were different. But the 
mere fact that nationalization took place, what­
ever its cause and almost regardless of the com­
pensation paid, led to the discouragement of 
new investment. Consequently, the inflow of 
capital was increasingly acquiring the nature of 
straightforward indebtedness.

In order to gain an idea of the level of the 
debt, it may be compared with the total product 
of the countries. Latin America’s total debt is at 
the present moment something over US$ 300 
billion. In 1970, the total public and private 
short-, medium- and long-term external debt 
was equivalent to only a little under 12% of 
Latin America’s gross domestic product, but to­
wards the end of 1982 it was equivalent to 
around 30% of the product.

Furthermore, in proportion as the debt 
grew there was necessarily also an increase in 
the cost of servicing it, particularly as regards 
payments of interest, which grew for two 
reasons: because the level of indebtedness was 
rising, and also because interest rates rose sharp­
ly during this period. Expressed as a propor­
tion of exports of goods and services, interest 
payments represented around 7% in 1970, but 
at the end of 1982 they came to almost 40%; 
that is to say, in 1982 it was necessary to use al­
most 40% of the resources obtained from our 
exports simply in order to pay the interest on 
the debt.

The figures thus show that the debt grew 
rapidly and that its cost is high. We must now 
ask ourselves why the debt increased: what hap­
pened in those 12 or 13 years to make it grow so 
rapidly.
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III
Why the debt increased

Let us classify the reasons for the increase in the 
debt under two traditional categories of 
economic analysis: demand and supply. First of 
all we will see what happened on the demand 
side to cause the growth of the debt, and then 
what reasons there were on the supply side for 
its increase,

1. The reasons on the demand side

Various reasons of different types may be men­
tioned on the demand side: the first to be refer­
red to are the domestic policies or events which 
increased real domestic interest rates, for when 
these rates increase, there is a greater incentive 
to seek loans abroad. Consequently, any ele­
ment which helps to bring about an increase in 
real domestic interest rates automatically results 
in a greater incentive to seek loans abroad.

a) The anti - inflation campaign
and economic changes

The first element to be noted here is the 
struggle against inflation. Practically all the 
countries of the region carried on an active cam­
paign against inflation during this period. Such 
a struggle naturally means, among other things, 
a relatively restrictive monetary policy, and this 
in turn brings about an increase in interest rates.

At the same time, during this period most 
of the countries of the region embarked on poli­
cies of profound economic change in which they 
reviewed their tariffs or financial systems, gen­
eral incentives, systems of taxation, social secu­
rity, etc.

These policies of change not only have 
long-term effects, but also certain short-term 
effects which may also involve costs. Thus, for 
example, a policy of change normally brings 
about variations in relative prices, which are the 
indicators used by the economy in allocating its 
resources.

In the case of those goods whose relative 
prices rise, the situation is often resolved by way

of external trade. If there is a greater demand 
for certain products which causes their relative 
price to rise, then this rise will probably be at­
tenuated by way of external trade, because a 
sufficient amount of those products will be im­
ported to satisfy demand or at least relieve the 
excess demand generated. In the case of a drop 
in relative prices, however, which would repre­
sent a sign that resources should be taken away 
from that activity and transferred to others 
where the prices are more favourable, the effect 
does not take place as rapidly, since the normal 
reaction of enterprises is not to immediately re­
duce their activities, but rather to ask for loans 
from the banking system in order in this way to 
overcome what they consider to be a temporary 
unfavourable situation, although in reality it 
may be a question of a longer-term change in 
relative prices in the country.

As enterprises approach the banking sys­
tem, this system will respond —if they have ap­
propriate guarantees— by granting them credit, 
and in this way the demand for credit will be in­
creased. On the other hand, those enterprises 
whose relative prices are increasing will also 
want to expand and will then exert pressure on 
the banking system too, so that an abrupt 
change in relative prices in an economy nor­
mally brings with it an ajcceleration in the de­
mand for credit, that is to s^y, greater pressure 
on the banking system. This pressure in turn 
will have the result of causing a rise in interest 
rates within the context of a given monetary pol­
icy. Indeed, it may be noted that it is precisely in 
those countries where there has been the biggest 
effort to make changes that there have also hgen 
the biggest rises in real interest rates. When 
such higher real domestic interest rates exist, 
this naturally constitutes a strong incentive to 
seek loans abroad, where rates are more favour­
able.

In this way, policies aimed at economic 
change tend, in the short term, to increase the 
demand for credit and to generate high domes­
tic interest rates.



152 CEPAL REVIEW  No. 20 / August 1983

b) The link betweeri financial
and non~financial enterprises

Within this same field, we must consider 
the fact that in certain cases a link is formed be­
tween the bank and the enterprise making use 
of credit; the enterprise obtains credit in prefer­
ence to other enterprises, and it can therefore 
work with relatively smaller capital in relation to 
its debt. In other words, the enterprise risks 
very little: the smaller the capital is in relation to 
the debt, the smaller the amount risked by the 
enterprise, and if it is only risking a small 
amount, then it will be willing to pay higher in­
terest rates in order to procure financing to 
keep in business, even at difficult times. Thus 
the fact that there is a link between the banking 
system and the production sector gives rise to an 
incentive to enterprises to accept higher interest 
rates than they would otherwise be willing to 
agree to. As is only natural, this once again gen­
erates higher domestic interest rates and incen­
tives for seeking loans abroad.

c) Exchange policy

Another important element in this picture 
is exchange policy. If, in a country suffering 
from inflation, the exchange rate is fixed at a 
certain nominal rate and remains stable while 
inflation continues, what will happen is that the 
nominal domestic rates, which are already high 
because of inflation, will be converted into high 
real interest rates in dollar terms. For example, 
if thefe is a fixed exchange rate for the dollar, 
with inflation of 20% and an interest rate of 
25%, this means that the real rate of interest, 
measured in terms of national currency, is only 
5%, whereas its equivalent in terms of dollars 
would be 25%, because the exchange rate for 
the dollar is fixed. Consequently, if it is possible 
to obtain loans abroad in dollars at an interest 
rate of 12%, this would be equivalent to paying 
only half the domestic rate and hence, in an 
economy suffering from inflation, the fact of 
keeping the exchange rate stable for a long 
period is a further incentive to seek loahs 
abroad, because the dollar interest is lower than 
the domestic real interest rate.

All these elements help to increase the

domestic real interest rate and tend to generate 
an incentive to seek loans abroad.

d) Excessive public sector spending

A second set of elements which explains 
the demand for external indebtedness is linked 
with the elimination of restrictions on expendi­
ture. Here, the orthodox or classic case is that in 
which the government spends more than its in­
come. The following is a typical example; there 
is a fiscal deficit financed by the Central Bank; 
the excess monetary emission generates an ex­
cess of money supply over demand; and this 
excess of money supply is manifested in the 
rest of the markets through excess demand 
for goods and securities. The excess demand 
for goods corresponds to a deficit on the 
current account of the balance of pay­
ments, while the excess demand for securities 
has its counterpart in an outflow of capital from 
the country, so that in turn it is reflected in a 
deficit on the capital account of the balance of 
payments. A global deficit is thus produced 
which the authorities have to finance. Excessive 
public spending, then, financed by emission by 
the Central Bank, means a loss of foreign ex­
change and the State has to go outside the coun­
try, normally through the Central Bank, in 
order to obtain the resources needed to finance 
this deficit. This is where the phenomenon 
known in the United States as ‘crowding out’ 
takes place: that is to say, when the State goes 
out looking for loans it pushes the private sector 
aside into a corner and the latter sector is not 
able to obtain the credits it needs. Such is the 
traditional or orthodox case.

e) Excessive private sector spending

It also seems appropriate, however, to 
briefly analyse some non-traditional or what we 
might call heterodox cases, where the ‘crowding 
ouf takes place in the opposite direction: here, 
it is the private sector which crowds out the pub­
lic sector. Let us look at an example. Suppose 
that for some reason the private sector decides 
to increase its expenditure and finds possibilities 
of financing this increased expenditure abroad. 
The increase in private spending will then be re­
flected in a deficit on the current account, since
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the private sector seeks to buy more goods than 
are available in the market and must therefore 
import the additional goods. A deficit is caused 
on the current account, and this is automatically 
financed because the private sector itself seeks 
the necessary financing for its excess spending 
abroad. It might happen, however, that not all 
this financing goes to buy imported goods, but 
part of it is also used to buy domestic products, 
so that in this case part of the financing obtained 
would cover the current account, while the rest 
would increase the country’s reserves.

Thus, through excessive private spending, 
a phenomenon of current account imbalance 
and external indebtedness is created which is 
identical to that occurring in the case of the pub­
lic sector. Where there are possibilities of fi­
nancing it abroad, excessive private sector 
spending can be just as dangerous as excessive 
public sector spending financed from the re­
sources of the Central Bank.

The increase in the external debt in order 
to finance private spending will be reflected in 
the statistics, and it is probably to be expected 
that in those countries where the increase in the 
debt was due above all to excessive private 
spending, the external debt or the increase in it 
will be fundamentally of a private nature. In 
contrast, in those countries where the increased 
expenditure was due basically to excessive pub­
lic spending, it is the Central Bank or the gov­
ernment itself which will have to seek financing, 
and consequently the external debt or the in­
crease in it will be mainly of a public nature. If 
we look at the statistics of those countries which 
observe ‘good conduct’ in fiscal matters in the 
traditional sense of maintaining a relatively bal­
anced budget, but where there is excessive pri­
vate spending, we will mainly find an increase in 
the external debt of the private sector, whereas 
in those cases where the fiscal deficit predomi­
nates, it will be seen that the increase in indebt­
edness is essentially public.

In cases where there is an imbalance on the 
current account due to an increase in private ex­
penditure financed from inflows of capital, then 
if part of these dollars is not used to finance im­
port but to finance domestic expenditure, the 
prices of the so-called ‘non-tradeable’ goods will 
tend to go up, meaning that in reality the ex­
change rate is lagging behind. We thus observe

that there is an increase in the debt and that, by 
lagging behind, the exchange rate accentuates 
the current account imbalance. We then have a 
phenomenon where excessive private spending, 
financed by indebtedness which increases the 
reserves but leaves the exchange rate lagging 
behind, will again increase the imbalance on 
current account.

2. Reasons on the supply side

Let us leave aside at this point the reasons on the 
demand side which explain the indebtedness 
and look for a moment at the reasons on the 
supply side which show how this high indebted­
ness was able to take place.

The elements on the supply side are basi­
cally linked with the two ‘impacts* of the oil price 
rises. These two great increases, in 1973-1974 
and in 1978-1979, generated enormous 
surpluses on the accounts of the oil-exporting 
countries. These surpluses affected both the 
supply of funds and the demand for them. On 
the one hand, they generated a supply of funds, 
since the oil-exporting countries, especially 
those of the Middle East, have a great prefer­
ence for liquidity in their holdings of foreign as­
sets and they have preferred to put their liquid 
resources in bank accounts rather than in other 
types of investments, especially at the beginning 
of this process. At the same time that these 
countries were depositing these resources in the 
banking system, however, the oil-importing 
countries needed to finance their accounts, 
which had been unbalanced by the deficit.

There were thus simultaneous increases in 
both the supply of funds in the international 
field and in the demand for them. The oil-ex­
porting countries deposited these resources in 
the private banking system operating at the in­
ternational level, and this system expanded with 
striking speed. For a moment, it seemed that the 
system would not be capable of achieving the so- 
called ‘recycling’, that is to say, the reallocation 
of the funds from the oil-exporting countries to 
the oil-importing countries, yet this recycling 
grew between 1970 and 1981 at an annual rate 
of 20%. Almost all the available indicators, 
whether regarding the total assets of the inter­
national private banking system, its external as­
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sets or its foreign exchange assets, show growth 
rate averages of 20% per year.

The surplus accumulated by the oil-ex­
porting countries between 1974 and 1981 came 
to US$ 433 billion, while the total net external 
assets of the banks reporting to the Bank for In­
ternational Settlements in Basle are of the order 
of one million dollars.

With these resources, the Euromarkets ex­
panded rapidly, at an average of 20% per year; 
the European banks expanded by 18%, the 
Eurocurrency market by 19%, the total assets of

the banks reporting to the Bank for Interna­
tional Settlements in Basle by 21.5%, etc.; all 
these rates of similar magnitude point to an un­
precedented expansion in external financing.

Thus, on the one hand, our countries 
found themselves needing more resources, 
while on the other hand they had greater re­
sources available to them: indeed, many foreign 
banks offered loans even when traditionally 
they would have taken the opposite view. This 
custom was reversed in thè following years, 
however.

IV
The consequences o f the increase in indebtedness

Let US now look at the consequences of the in­
crease in indebtedness, the main figures for 
which we gave earlier. In order to analyse them, 
we should perhaps think in terms of an enter­
prise facing its banker. Let us assume that it is a 
solvent enterprise dealing with a banker with 
whom it has been working for many years, but 
that it now has a relatively high level of in­
debtedness. It is possible that in these cir­
cumstances the banker may say that before the 
enterprise undertakes new investments or ex­
pansion programmes, it should inform him in 
detail regarding its situation, because since it has 
quite a high level of indebtedness it is com­
promising a high proportion of the bank’s re­
sources, so that the bank is beginning to take a 
very close interest in the enterprise’s evolution 
and risks.

From the point of view of a country, this 
means that certain restrictions on domestic poli­
cies come into being through the mere fact of 
having a large debt which has to be continually 
renewed. We may recall in passing that debts 
now have much shorter maturities than they 
had ten years ago, because they are mainly from 
private and not official sources. Ten years ago, 
most of the Latin American debt — perhaps 
80% of the total— came from institutions like 
the World Bank, the Inter-American Develop­
ment Bank, AID, etc.; all official institutions 
which loan for long periods at fixed interest

rates. Now, however, the relationship has been 
completely reversed; 80% of the debt is with pri­
vate institutions which, by their very nature, 
loan for shorter periods and at floating interest 
rates whose consequences we shall analyse later.

1. The restrictions on domestic policy

In the first place, the level of the debt imposes 
certain restrictions on domestic policy. Obvi­
ously, it is not possible to apply whatever policy 
one likes; the policies must be such as to make 
possible the regular renewal of at least the level 
of credit already received, and this imposes re­
strictions on monetary, exchange and interest 
rate policies; it is not that these restrictions are 
directly imposed by the creditor banks, but they 
result from the force of circumstances, since the 
banks are looking at certain indicators to decide 
whether the economic management of a coun­
try will allow it to pay its commitments or not: if 
these indicators give a negative answer to this 
question, the bank will become very reluctant to 
renew its commitments and will begin to de­
mand payment or increase the guarantees re­
quested, just as it would do if it were dealing 
with an enterprise; in contrast, if these indi­
cators give favourable answers, the bank will 
probably prove to be quite willing to grant new 
credits, to renew existing ones, etc. It is worth 
repeating that it is not a question of the bank
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making direct demands to the authorities, but 
rather that the banks take into account the way 
certain indicators are evolving. For example, if 
the international reserves are going down, this is 
a bad sign to the bank, and if a country has a 
very large debt it can therefore hardly apply 
policies which involve the reduction of its re­
serves. The banks also consider the situation of 
the balance-of-payments current account; if 
this shows much of a deficit, it will be more diffi­
cult to renew credits or obtain new ones. In 
short, countries must seek policies which do not 
give rise to excessively large deficits on their 
current accounts. These are just a few examples, 
since the range of possibilities is very wide. At all 
events, the main point which I wish to bring out 
is that a high level of indebtedness, by its very 
nature, imposes restrictions on domestic policies 
and it is only possible to apply those which cause 
the indicators of solvency examined with such 
care by the banks to move in favourable direc­
tions which will make it possible to renew credits 
or obtain new ones.

2. The real transfer o f resources 
to the exterior

A second consequence of a large debt is that it 
makes a real transfer of resources to the ex­
terior a definite probability. Asking for loans 
means obtaining more resources than one pos­
sesses; a country which asks for loans does so in 
order to spend more than it has. In this way, a 
loan from abroad means a real transfer of re­
sources from the exterior to the debtor country. 
At the same time, however, when the debt is 
paid back to the exterior the real transfer of re­
sources is reversed. Transferring real resources 
means having fewer shoes, less clothing, less 
food; it is not something vague but something 
very concrete and effective; transferring real re­
sources to the exterior means sending abroad 
assets which are then no longer available for 
consumption within the country, just as assets 
were received from the exterior when a loan was 
obtained. The developing countries are tradi­
tionally recipients of capital, however, and by 
the nature of their development they are in a 
position to offer better investment conditions or 
terms than others, so that for a very long time 
they will be receiving net capital from the ex­

terior, that is to say, real resources which are 
added to their own, in order to keep up levels of 
consumption and investment.

When the debt becomes very high, a coun­
try runs the imminent risk that the debt will 
have to be reduced, and this means that there 
will have to be domestic restrictions in order to 
send to the exterior the real resources with 
which the debt is paid.

Furthermore, the higher the debt, the 
higher too will be the interest, and this forms 
part of the current payments of a country, so 
that the greater the debt, the greater the proba­
bility will be of a deficit on current account due 
to the interest payments, and consequently 
there will also be greater probability that it will 
not be possible to obtain as many loans as before 
and that it will be necessary to transfer resources 
to the exterior. To take an example, let us as­
sume that the external debt of a country is equal 
to its national product, that this product is grow­
ing at a rate of 5% per year, and that the real in­
terest on the debt is also 5% per year; this would 
mean that the country would have to pay to the 
exterior real resources equivalent to the entire 
growth of its economy for ever, since these are 
payments of interest and not of capital.

3. A new source of external vulnerability

Furthermore, and as a consequence of the rapid 
growth of the debt, this has been contracted for 
shorter terms, because the commercial banks 
lend for shorter periods than AID or IDB, and 
also at higher costs, because they must not only 
cover their costs but also make a profit. Since 
the debt is for a shorter term and is more 
costly, this increases the possibility of a real 
transfer of resources to the exterior when the 
countries have to pay interest or pay back the 
capital of the debt itself. What makes the situa­
tion even more complex, however, is that the in­
terest on private debts is not fixed like that on 
loans from IDB or AID, but floating, that is to 
say, it is usually varied every three or six months 
in line with the market. This means that the ef­
fects of the interest rate do not fall only on new 
loans. When a rate is fixed —9%, for example— 
and afterwards the rate is raised to 10%, this 
does not increase the rate on existing loans, 
which remains at 9%, since the rate of 10% is
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only applied to new loans obtained. When the 
rate is floating, however, a rise in it from 9% to 
10% means that the latter rate will be applied to 
the entire debt, and not only to the new debt 
contracted. Since nowadays practically 80% of 
the Latin American external debt is subject to 
floating interest rates, this means that a rise in 
the rate from 9% to 10% involves an extra ex­
pense of US$ 2 400 million for Latin America as 
a whole.

In addition, however, the fact that the en­
tire debt is subject to floating interest rates con­
stitutes a new way for the international trans­
mission of imbalances. The traditional ways in 
which international imbalances are transmitted 
are very well known. When the United States is 
going through a recession, for example, the 
prices of commodity exports fail even though 
those of the developing countries’ imports keep 
on rising, and the deterioration in the terms of 
trade means that we receive less for our exports, 
so that the imbalance is transmitted to our 
economy through the terms of trade.

During a recession, the imports of the de­
veloped countries often go down, which means 
that our exports go down too. Thus, the effects 
of the international recession are also transfer­
red to our economies through the volume of ex­
ports.

When the developed countries are apply­
ing a restrictive monetary policy, interest rates 
go up, and a higher rate of interest tends to 
bring about a reduction in investments in our 
countries, so that, because of the smaller expen­
diture brought about by high international in­
terest rates, this is another way in which part of 
the recession is transferred to our economies. 
When there is a recession in the United States, 
the exchange rate of the dollar improves with 
respect to other currencies, and as our curren­
cies are normally linked to the dollar this consti­
tutes a kind of revaluation through which inter­
national imbalances are also transmitted to our 
economies.

Now, however, with the floating interest

rates which affect the whole of the debt, there is 
a new and non-traditional way for the interna­
tional transmission of imbalances, namely, 
through movements in interest rates. When in­
terest rates rise in the United States because that 
country is applying a restrictive monetary pol­
icy, two things happen at once: the United 
States economy is slowed down, so that all the 
other traditional effects already mentioned take 
place, yet at the same time interest rates rise, 
thus directly increasing the interest payments 
on current account. Consequently, interest rates 
not only have an indirect effect through the 
spending of the economy, but also a direct effect 
through the current account imbalance caused 
by the need to make larger interest payments.

4. Another new source of vulnerability

Given the importance of the external debt and 
its level, there is another non-traditional 
mechanism for the transmission of international 
imbalances: deterioration in the portfolios of 
banks in the exterior. Let us suppose, for exam­
ple, that there is a recession in the United States; 
this leads to a deterioration in the portfolios of 
the banks of that country, so that they are much 
more reluctant to lend money and thus reduce 
the level of their loans. A country with a high 
level of indebtedness, however, has to pay high 
interest rates which it needs to finance, and it 
must renew its credits in order at least to keep 
up the level of its debt, yet it is precisely at this 
time that the banks become reluctant to lend, 
when interest rates are simultaneously rising be­
cause of the external recession. Thus, at one 
and the same time there is a deterioration in the 
terms of trade, all the other traditional ways of 
transmitting imbalances make themselves felt, 
and moreover the non-traditional methods of 
transmission of imbalances, which operate 
through the deterioration of the bank portfolios 
with consequent forced reduction of their lend­
ing activities, also come into action, leading to 
contraction in the international financial system.
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V
Is the present level of indebtedness sustainable?

After looking at all these negative aspects, it 
would seem appropriate to analyse the question 
of whether the present level of indebtedness of 
Latin America can be sustained or not. 1 shall 
then suggest what could be done to deal with the 
situation. For the moment, however, it is worth 
stopping at this point to determine under what 
conditions the level of Latin American external 
indebtedness can be sustained.

1. The growth rate o f the world economy

The first condition in order for this level to be 
sustainable is that the world economy should re­
cover, that is to say, that it should have a steady 
growth rate. Indeed, the National Security 
Council of the United States estimates that if the 
economies of the OECD countries grew at a rate 
of 4,2% per year, the problem of the external 
debt would be perfectly bearable for the debtor 
countries taken as a whole. Naturally, there are 
cases where the difficulties in doing so would be 
greater, but taking the countries as a whole, a 
sustained 4.2% growth rate by the OECD coun­
tries would make it possible to face up to this 
level of indebtedness because it would mean 
higher prices for exports, bigger exports for the 
debtor countries, lower interest rates, etc.

2. The level o f external real interest rates

The second condition is that interest rates 
should go down in real terms to their traditional 
level. If  we look at the last few decades in the 
United States and Europe, we see that real inter­
est rates were between 1% and 2%, with the ex­
ception of Japan, where real rates were higher 
because of the great productivity of that coun­
try’s economy. Economies cannot resist long 
periods in which real interest rates are much 
over 1% or 2%, because in such an event the de­
positors in banks would be the owners of the en­
tire national wealth within the relatively short 
space of three or four generations; since interest 
keeps building up, after less than a century a 
million dollars would be turned into a thousand

million dollars if the interest rate were 7% per 
year. Real interest rates, which were quite low in 
the past, are now of the order of 7%, which is 
an absolutely abnormal level. Thus, if the 
growth rate of the world economy were between 
4% and 5% and real external interest rates were 
more than 1% or 2%, the debt would be per­
fectly sustainable.

3. Continuity in the flow o f external credit

A third condition is that the flow of bank credit 
should be relatively continuous and not inter­
rupted. Another problem arises here, because 
numerous banks which are relatively small by 
international standards have entered the field 
of international financing and are operating be­
hind the big banks or in conjunction with them. 
These small banks entered this field because 
there was great liquidity in the system and this 
enabled them to find a safety valve for their re­
sources, but they do not have the capacity to 
evaluate clients in other countries; they lack a 
team of experts who can maintain an updated 
view of the economies of other countries and of 
individual foreign clients, so that they have to 
rely on the judgement and criteria of the big 
banks. The small banks are also weak, however, 
and a small error in their portfolio can mean 
very serious difficulties for them, so that they go 
in together behind the big banks and also leave 
the field together at the first sign of difficulties. 
The big banks, which have their own teams for 
evaluating the situation, do not display such er­
ratic reactions, or at any rate would have fewer 
reasons to do so, whereas the smaller banks 
enter and leave the field en masse. This attitude 
causes difficulties with regard to the flow of 
bank credit resources, and in particular it causes 
serious difficulties in the present renegotiation 
of the debt. The banking system shows a strong 
gregarious instinct, acting together one way or 
another. Thus, it acted in one direction between 
1975 and 1981, and in the opposite direction in
1982.
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4. The expansion o f  exports

A nother necessary condition is that there  
should be a steady expansion o f the exports of 
debtor countries. If  the econom ies o f the other 
countries in the world are growing, this will en­
able exports to be expanded, but in order to do 
this it is necessary to have production capacity. 
In o th er words, it is necessary to have m ade in­
telligent use o f  the resources obtained through  
dom estic saving and indebtedness. It cannot, 
however, be asserted that these resources have 
been intelligently used in all cases. In reality, 
when we look closely into the m atter we find 
that in various cases external saving was used as 
a substitute for dom estic saving instead o f being 
a com plem ent to it: that is to say, external saving 
led to a reduction o f dom estic saving. Invest­
m ent did not grow as much as it should have 
done with these resources, so that not all coun­
tries are in a position to increase their exports, 
even if the world were to grow at a sufficient 
rate to absorb them .

It is also necessary to take into account the 
m arked protectionist trends observed in almost 
all countries o f the world. Although govern­
ments try to resist protectionist pressures, the 
combination o f unem ploym ent and external im­
balances in the O ECD  countries causes these 
pressures to be successful. In recent years world 
trade has practically stagnated, and in reality for 
at least the past year world trade has been going  
down, in term s o f  both volume and prices, for 
the first time in a great many years.

U nfortunately, protectionist tendencies in 
countries are not easy to reverse. O nce estab­
lished, a series o f vested interests are created in 
connection with them : those o f the workers and  
owners o f the enterprises receiving protection, 
the enterprises connected w'ith them , the inter­
ests o f  the geographical areas where these are  
located, etc. This makes it very difficult to do  
away with protectionist measures once they have 
been adopted.

5. Fulfilment o f  the conditions

As a result o f  the world recession, these four 
conditions which are necessary in ord er for the 
external debt to be sustainable in a norm al m an­
ner are not being fulfilled. U nfortunately, the

world econom y is not growing, or else is only 
doing so very slowly. T h e gross national product 
o f the industrialized countries as a whole, which 
grew by 1.3%  in 1980 and 1.2% in 1981, shrank  
by 0.3%  in 1982, and while in 1983 some growth  
is hoped for, this is at present nothing but a 
hope, so that it is clear that the world econom y  
is not growing at the rate o f 4%  o r 5%  which 
would be needed in o rd er to make the present 
level o f indebtedness bearable.

Furtherm ore, there has been an im portant 
change in the surplus/deficit distribution in the 
world. With the failure o f  the oil cartel, the oil­
exporting countries have ceased to register big 
surpluses; it will be recalled that they had ac­
cumulated almost US$ 500  billion in surpluses 
which they were mostly keeping on deposit in 
the banking system. Now, however, these coun­
tries have a deficit: the figures show that in 
1982, for exam ple, the oil-exporting countries 
had a deficit o f  US$ 2 billion on their external 
accounts, and a deficit o f US$ 27 billion is e x ­
pected for 1983, so that these countries will no 
longer be making extra  contributions to world 
liquidity. In 1982, the industrial countries regis­
tered a deficit o f US$ 1 40 0  million, while the 
non-oil-exporting developing countries showed 
a deficit o f US$ 87 billion. F or 1983, the indus­
trial countries expect a surplus, thus changing  
the cu rrent account situation, but these coun­
tries are much less inclined than the oil-exp ort­
ing countries to keep their resources in liquid 
form  in the banks. It is therefore improbable 
that the latter can expect additional liquid re­
sources, and it is also consequently improbable 
that the international financial system will grow  
again at the rates at which it had been expand­
ing, Indeed, in the last few months o f 1982, the 
international financial system showed a slight 
decline in its figures, instead of growth.

As a result o f the world recession (trade  
stagnation and protectionism were already re ­
ferred  to earlier), world trade declined in term s 
o f volume by 2.5%  in 1982 , and by 4%  in terms 
o f unit values. It may be noted that up to 1981 
it had grown steadily. Real interest rates, for 
their part, have risen from  1% o r 2%  to around  
7% .

In short, it is becom ing increasingly diffi­
cult to exp ort; real interest rates are rising in the 
exterior; and domestic and foreign bank
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portfolios are  deteriorating so that the supply of  
external credit is shrinking. O ne set o f  figures 
serves to illustrate the im portance o f several o f  
these factors for the Latin Am erican countries: 
if the term s of trade had kept the levels they had 
in 1 9 6 5 -1 9 6 9  and interest rates had not varied 
from  the average level o f  1978, then the current 
account deficit of the 18 main Latin Am erican  
n on-oil-exporting countries would have gone 
down from  the US$ 25 billion which it reached  
at the end o f 1982 to only U S$ 1 billion. O f  
course, if the term s o f  trade and interest rates

had been different, then many other things 
would have been different too. This calculation  
at least gives us an ord er o f  m agnitude by which 
to appreciate the im portance o f  the figures in­
volved, however.

This set o f factors means that, because o f  
its form , maturities and am ounts o f interest pay­
ments, the present level of indebtedness is not 
sustainable and dem ands priority attention on 
the part o f Ministers o f Finance and Presidents 
o f Central Banks.

VI
How is the problem to be faced?

A problem of the m agnitude, scope and com ­
plexity o f  the present one does not admit o f sim­
ple o r rapid solutions. On the contrary, it calls 
for action on various planes and for the adop­
tion o f m easures whose effects will take place at 
different moments in time. Any orderly solution 
o f the problem o f indebtedness calls, in the first 
place, for the adoption o f certain em ergency  
measures which will give time for the measures 
o f a m ore definitive nature to com e into effect.

1. Emergency actions

a) Renegotiation o f  the debt

Many countries have initiated action de­
signed to reprogram m e, refinance or re ­
negotiate (however one wishes to call it) their 
com m itm ents in respect o f the external debt 
which fall due in the next twelve m onths o r two 
years. T h ro u gh  such action, in agreem ent with 
creditors, it is hoped to reduce the amortization  
burden on the balance o f payments during the 
next year o r two years. It is spread out over the 
future, with some period o f grace, because it is 
expected that the conditions o f the national and  
world econom y will be m ore favourable in the 
years to com e.

T h e first experiences o f renegotiation  
show a m arked increase in the cost o f the re ­
negotiated debt. This increase is based on the

argum ent that the risk for the creditor has in­
creased. In reality, however, it may be asserted  
that such risk has perhaps even gone down, 
since the renegotiations have been accom panied  
by sharp increases in the guarantees provided  
by the debtor countries, at the dem and o f the 
creditor institutions. Furtherm ore, the real op­
tion which the creditor has is not the choice be­
tween obtaining punctual payment or renegotia­
ting, but rather the choice between renegotiating 
or not collecting the amounts due at all. This sit­
uation is not due to the ill will o f the debtors, but 
to the material impossibility o f paying in the 
m anner originally agreed. T h e initial cost o f the 
credit already included a certain ‘risk prem ium ', 
in line with the normal conditions o f the credit 
market. Consequently, when the risk 
materializes the debtors should content them ­
selves with the premium which has already been 
paid, and not increase the cost o f the credit still 
further with higher spreads, flat surcharges, etc.

T he renegotiation will lead the creditor  
banks to take a great interest in the domestic 
policies of the country concerned, because it is 
im portant for them to know whether such poli­
cies will ensure that the debt can eventually be 
paid o ff promptly on norm al term s. This is 
where the real restrictions on domestic policies 
appear when the debt is large, as already noted. 
It is worth adding that in normal relations be­
tween debtors and creditors, when the form er
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cannot pay their debts as scheduled an agree­
m ent is reached which lightens the burden of  
the debt fo r the debtor, thus sharing the prob­
lem with the creditor. In the present cir­
cum stances there is no m achinery for achieving 
such an objective, although such machinery  
existed in the past, before the Second W orld  
W ar, when most o f  the external debt took the 
form  o f  bonds sold on the London and New 
York markets. If  the debtors ran into difficul­
ties, the price o f  the bonds fell and the debtors 
could buy back the bonds they had issued {i.e., 
their debt) at a fraction o f  their original value, 
so that the burden o f  the debt was shared be­
tween creditors and debtors. Bank portfolios, 
however, cannot easily be bought and sold on  
the m arket, and this type o f  m achinery for shar­
ing the burden o f the debt has consequently dis­
appeared.

In short, renegotiation is the first 
em ergency action to be taken, but it should be 
subject to a warning: neither creditors nor 
debtors should take an exaggerated  attitude as 
regards the cost o f the debt.

b) Expansion o f  the resources o f  the International
Monetary Fund and the need fo r  an even-
handed attitude by it to both creditors and
debtors

A  second type o f  em ergency action consists 
o f the expansion o f the International Monetary  
Fund, which has just increased its regular re ­
sources by 47 .5% , representing the addition o f  
some U S$ 15 billion to the resources which it 
has available for lending. This sum, however, is 
insignificant com pared with the m agnitude of  
the problem, so that if the Fund does not act in 
other ways also, it will very soon find itself with­
out resources once again. T he International 
M onetary Fund is an absolutely essential institu­
tion in this process, and in my opinion it has 
played a key role in completing o r helping to 
com plete the renegotiations which have been ef­
fected so far. T h e  M anaging D irector o f the 
Fund has personally seen to it that the banks 
agree to assemble the additional resources 
needed to make up what each country requires 
to finance its needs.

This situation means that the Fund must 
take into account the fact that there are limits to

the policies which a country can adopt in ord er  
to make its program m e acceptable. H ere, there  
is a certain bias in the situation; in the present 
circumstances I consider that the Fund is not in 
a position to apply the same pressure to creditor 
countries as to debtors, so that there is a reces­
sive bias in the Fund’s policy. If  it could apply 
the same pressure to creditor countries, it would 
tell them that they must apply expansive policies 
in order to make the world econom y grow and  
perm it an increase in the trade o f the develop­
ing countries, especially Latin Am erica. If  this 
could be done, the burden o f adjusting the 
Latin Am erican econom y to the new situation 
would be considerably lightened. In my p er­
sonal opinion, the International M onetary Fund  
needs to seek extra  resources quickly and to find 
some system which will enable it to exert pres­
sure on the creditor countries in the same way 
that it exerts it on debtors. I consider that m uch  
still remains to be done in this respect.

c) The growth o f  world liquidity

W hen we look at the figures, we see that 
the world’s international reserves are  going  
down. In the case o f Latin Am erica, its gross re ­
serves went down by US$ 12 billion in a little 
over one year, without counting the changes in 
the price o f  gold. T h e world as a whole has lost 
an even larger sum and continues to lose re ­
serves, so that a substantial additional allocation 
o f Special Drawing Rights would be justified  
from  every point o f view. T hese Rights were 
created precisely in ord er to supplement inter­
national liquidity at a time when the other  
sources o f  liquidity were not capable o f satisfy­
ing requirements. Today they are clearly not 
capable o f doing so either, and in my opinion  
there is therefore every justification for issuing 
Special Drawing Rights. T h e argum ent origi­
nally given for not continuing to issue them was 
that the banking system was growing so rapidly 
that it could take care o f all financing needs, but 
this is no longer the case. T he growth o f  the 
banking system has been paralysed, and there  
therefore does not seem to be any convincing  
argum ent against an additional allocation of 
Special Drawing Rights.

This would solve many problems. Firstly, it
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would raise the level o f  world liquidity to sup­
port the continued expansion o f  trade; sec­
ondly, it would tend to redistribute the debt 
paym ent burden since, to the extent that a coun­
try receives as a ‘gift’ a certain am ount o f  re ­
sources, it is being perm itted to transfer fewer 
real resources in ord er to pay its external debt. 
F u rth erm ore, it is my understanding that in­
creasing the am ount o f Special Drawing Rights 
does nor require special legislation in any coun­
try, including the United States, where it does 
not even need to be submitted to Congress, as is 
required in the case o f an increase in the In ter­
national M onetary Fund quotas.

It is well worth supporting the studies 
which are being em barked upon at this m om ent 
in the Fund to consider the possibility o f making 
a fresh issue o f Special Drawing Rights.

fit o f  all the countries. In ord er to do this, it will 
be necessary to strengthen the regional co -o p er­
ation m achinery in both its trade and financial 
aspects. This topic is quite well known and has 
been studied by various bodies, so that it is not 
appropriate to consider it in detail here. 
M oreover, there is evidence that some subre­
gional bodies are already acting in this direction.

A t the regional level, a further expansion  
o f the Inter-A m erican Development Bank, its 
regular capital and its additional funds would be 
particularly im portant. T h ere  are  some difficul­
ties standing in the way o f  expanding the regu ­
lar capital o f  the Bank, but it is to be hoped that 
these will be overcom e and that the countries 
which have encountered problems in this re ­
spect will be able to eliminate the restrictions 
limiting its growth.

2. Medium-term solutions c) At the international level

a) At the national level

Let us now look at the m edium -term  solu­
tions and the panoram a offered by the future. 
T hese m edium -term  solutions call for action at 
both the national and the regional and interna­
tional levels.

At the national level, I consider that the 
com ing year will witness policies aimed at p ro ­
moting the growth of exports and im port sub­
stitution. This is one way o f assigning m ore re ­
sources to the so-called tradeable goods sector 
and thus accum ulating greater resources for re­
ducing the debt in relative terms. In reality the 
objective should not necessarily be to reduce the 
level o f  the debt in absolute terms, but an effort 
should be m ade to reduce it as regards its rela­
tive m agnitude with respect to exports and the 
national product, which are the indicators most 
com m only used in this respect.

b) At the regional level

A second elem ent which will probably 
make its appearance in national policies will be 
the use as far as possible o f the regional markets 
and the regional and subregional integration  
agreem ents. This represents a still unexplored  
field which could be used for the com m on bene-

At the international level, I believe that the 
expansion o f  the International M onetary Fund  
would be an extrem ely faivourable elem ent, pro­
vided that this expansion was m uch greater 
than recently agreed upon: US$ 15 billion is a 
drop in the ocean com pared with the present fi­
nancial difficulties; probably the size o f  the 
Fund ought to be doubled, or m ore than dou­
bled, yet so far it is only being increased by 
47.5% .

T he expansion o f the W orld Bank would 
also be very favourable, provided that the Bank  
eliminates or ceases to apply a principle which it 
has been using in recent years: namely, the 
‘principle o f  graduality’ whereby, in proportion  
as the per capita incom e o f a country rises, that 
country ceases to be eligible for obtaining W orld  
Bank loans.

O ne o f the im portant elements for the fu­
ture is that there should be a change in the com ­
position o f  the external liabilities o f the coun­
tries. In other words, instead o f having so much  
debt from  private sources, as they do now, the 
countries should have m ore external investment 
and less external debt, while there should be rel­
atively m ore debt from  official sources and con­
sequently less from  private sources. An external 
liability structure in which there is relatively 
m ore investment and loans from  official sources
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offers m uch greater stability for the total finan­
cial resources and the total portfolio o f external 
liabilities o f the countries. Changes in interest 
rates would not then affect them  so m uch, since 
official loans normally carry  a fixed interest 
rate, and a problem o f instability would thus be 
relieved. A t the same time, foreign investment 
should behave in keeping with the econom ic cy­
cles, that is to say, when a country suffers 
econom ic difficulties it should not have to pay 
profits to the exterior. T hus, rem ittances of  
profits on investments would be smaller when 
the econom ic situation was unfavourable, and  
greater when it was favourable, o r at least incen­
tives could be established to encourage this ap­
proach, which would help to relieve the external 
financing problem instead o f  complicating it.

3. New instruments fo r  co - operation

Generally speaking, probably what is needed  
are not new institutions for co-operation, but 
merely new instrum ents for it. In this respect, I 
should like to mention first o f all the question of  
exchange systems. It would be desirable that ex­
change rates should not float as m uch as they do 
now, but should be m ore ‘viscous’ as Giscard 
D’Estaign called them  o r ‘guided’ as Carlos San- 
guinetti suggested. These two terms imply an ex­
change system which does not fluctuate sharp­
ly o r erratically in the world but has some d e­
gree o f inertia, so that these fluctuations do not 
discourage the allocation o f  resources to ac­
tivities connected with international trade.

In the case o f Latin Am erica, consider­
ation could be given to new instruments o f  co ­
operation such as the possibility o f establishing a 
com m on unit o f  account for the paym ent o f ser­
vices. Let as assume that the countries agree to 
establish a unit o f account with a well-defined  
physical existence with which they could make 
their paym ents in respect o f tourism, for exam ­
ple, with these payments being settled am ong  
the countries at the end o f a certain length of

time. Each country would issue its own units o f  
account, and each one would treat them as 
though they were foreign exchange, subject to 
the same restrictions and regulations. At the 
end o f a certain length o f time, such as three or  
six months, there would be a settlement o f  ac­
counts in respect o f these resources and only the 
outstanding differences would be paid in fo r­
eign exchange. This could save a really consid­
erable volume o f foreign exchange resources 
and consequently relieve the pressure on the re ­
serves.

Furtherm ore, it is necessary to exchange  
financial inform ation, for the countries know 
little o r nothing about what is happening in 
other countries. T h e result o f this is, for exam ­
ple, that at a given m om ent a country decides to 
com e on the m arket with a bond issue on the 
same day that this is being done by another 
country, thus causing a drop in the price o f the 
bonds and an increase in the cost for the issuer. 
If  they had exchanged inform ation they would 
simply have com e to an agreem ent not to com e  
on to the m arket at the same time. T h e m anner 
o f negotiation o r renegotiation with the exterior  
could also be known by the countries, so that 
after a prior exchange o f inform ation they can  
each negotiate their own situation with fuller 
knowledge o f the circum stances. T hus, some 
form ula for the exchange o f inform ation could  
be extrem ely useful for all. T h ou gh t could also 
be given to the possibility o f  com ing on to exter­
nal markets not as individual banks, but perhaps 
as multinational enterprises. Why not form  mul­
tinational enterprises in the financial field which 
can com e on to international financial m arkets 
in that form  instead o f doing so, as happens at 
present, as individual banks which have m uch  
less capital, much less backing and run m uch  
greater risks because they are linked to the fate 
o f a single country? In contrast, if multinational 
enterprises were form ed, they would have be­
hind them a group o f countries which could di­
versify the risk m uch better.
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VII
The future prospects

A fter taking due account o f the nature o f the 
possible short and m edium -term  solutions, I 
consider that in looking forward to the future  
we must have in mind one im portant concept: 
austerity. I have the impression that, in view of  
our level o f  imbalance, our level o f indebtedness 
and the likelihood o f a slow recovery o f the 
world econom y, our countries must necessarily 
look forw ard to a period o f austerity. T h e  way 
out o f  this problem will not be rapid, but slow 
and difficult. It is necessary to increase domestic 
saving, and in o rd er to do this public and pri­
vate consum ption must suffer, in ord er to leave 
a m argin for the growth o f production in the 
area of tradeable goods and take advantage of  
the prospects o f an eventual recovery o f  the 
world econom y. T h e need for efficiency in the 
allocation o f resources and in the social evalua­
tion o f projects will, 1 believe, becom e quite 
painfully evident- T h e  m ore difficulties there 
are in a family, the greater care is exercised in 
the use o f resources, and the same occurs with 
an enterprise o r a country. This implies obliga­
tions and responsibilities not only for the gov­
ernm ent but also for each and every one o f the 
citizens.

Finally, m ore austerity also calls for great 
concern to ensure the social distribution o f the 
burden. If  austerity and dem ands for effort and 
sacrifice are imposed in a m anner which lacks 
equity, they will not be sustainable: they could 
be maintained for six months or a year, but fi­
nally the countries would not accept a type of 
austerity which only affects some citizens but 
not all.

In the final analysis, however, 1 am op­
timistic. Latin A m erica has gone through diffi­
cult times in the past; we may recall that this is 
not the first crisis faced by the world econom y. 
T h ere  was another very great crisis in the 1930s, 
and although it is true that the circum stances 
were different, that crisis left some lessons for 
us. It began at the end o f  1929, yet in 1939, at 
the beginning o f  the war, unem ploym ent in the 
industrialized countries was still very great. In 
1941, when the United States entered the war, 
unem ploym ent in that country was still running  
at 14% o f the labour force although ten years 
had passed by then. W e have learnt m ore now 
than we knew then, and we have other institu­
tions, so that it will not be ten years this time, but 
even so the time needed to em erge from  this 
problem must be reckoned in years rather than  
months.

Fortunately, signs of recovery o f the world 
econom y are already to be glimpsed. They are  
neither very m arked nor very brilliant or  
dram atic, but they are nevertheless there. O rd er  
books are growing in the United States, stocks 
are dropping and have probably reached their 
lowest level, while housing construction is begin­
ning to show some recovery. These are positive 
symptoms: o f course they do not herald an easy 
o r trium phant outcom e, but they do represent 
an incentive for setting about the inevitable task 
o f austere and equitable sacrifice so necessary 
for supporting us in our present difficulties.
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p r o b le m s  e x a m in e d  in  th e  s e c o n d  s tu d y  lies  a b o v e  all in  

th e ir  p r o g r e s s io n  f r o m  th e  g e n e r a l  to  th e  p a r t ic u la r , ' f h e  
s tu d y  o n  lite r a c y  a n d  b a s ic  e d u c a t io n  h a s  b e e n  s e le c te d  to  a c ­
c o m p a n y  th e  g lo b a l d ia g n o s is  b e c a u s e  it is c o n s id e r e d  th a t  

th e s e  to p ic s  c o n s t i tu te  th e  b ig g e s t  p r o b le m s  fa c e d  b y  th e  r e ­

g io n  a t  p r e s e n t .

América Latina y la economía mundial del café (L a tin  
A m e r ic a  a n d  th e  w o rld  c o f f e e  in d u s tr y ) , “C u a d e r n o s  

d e  la  C E P A L "  s e r ie s , N o . 4 2 ,  S a n tia g o , C h ile , 1 9 8 2 , 

4 6  p a g e s .

'I 'h is  s tu d y  s e e k s  to  g iv e  th e  fu lle s t  p o ss ib le  p ic tu r e  o f  th e  
m e c h a n is m s  a n d  re la t io n s  g o v e r n in g  th e  p r o d u c t io n , t r a d ­
in g , p r o c e s s in g  a n d  c o n s u m p tio n  o f c o f f e e  a t th e  w o rld  lev e l.

F o r  la ck  o f  d a ta , it h as  n o t  b e e n  p o ss ib le  to  a n a ly se  in 
d e p th  c e r ta in  a s p e c ts  o f  th is  e x t r e m e ly  c o m p le x  s itu a tio n , 
b u t a t  le a s t th e  p r o c e s s e s  o f  p r ic e  fo r m a tio n  a n d  d is tr ib u tio n

o f  p r o f its  a t  th e  w o rld  le v e l h a v e  b e e n  fu lly  c la r i f ie d , w h ich  
w as th e  m a in  o b je c t iv e  o f  th e  s tu d y .

T h e  c o n c lu s io n s  d ra w n  f r o m  th is  a r c  a p p lic a b le  a t  th e  
d o m e s tic  a n d  th e  in te r n a t io n a l  le v e ls . A t th e  d o m e s t ic  le v e l, 
it w o u ld  a p p e a r  th a t  th e  L a t in  A m e r ic a n  p r o d u c e r  c o u n tr ie s  

s u f f e r  c o n s id e r a b ly  f r o m  th e  w e ig h t o f  tr a d it io n , w h ich  is 
fe lt  p a r t ic u la r ly  in te n s e ly  in  th e  ca s e  o f  c o f f e e .  T h u s ,  th e  

d o m e s tic  m a r k e t in g  s t r u c tu r e s  h a v e  r e m a in e d  p r a c tic a lly  

u n c h a n g e d , e x c e p t  in  a  v e ry  few  c a s e s , f o r  s e v e ra l d e c a d e s . 

S o m e  o f  th e  u n d e s ir a b le  e f f e c t s  o f  th is  p r e d o m in a n t  in e r t ia  
a r e  c o n n e c te d  w ith : i) th e  p e r s is te n c e  o f  th e  o ld  law s o f  th e  

‘c o f f e e  cycle* ( lo n g  c r is e s  o f  o v e r p r o d u c t io n  in te r r u p te d  b y  
s h o r t  p e r io d s  o f  e x c e s s iv e ly  h ig h  p r ic e s ) , th e  h a r m fu l  n a tu r e  

o f  w h ich  f o r  th e  p r o d u c e r  c o u n tr ie s  h a rd ly  n e e d s  to  b e  d e m ­
o n s tr a te d ; ii) c o n tr o v e r s ie s  o v e r  th e  d o m e s t ic  d is tr ib u tio n  

o f  th e  p r o f its  f r o m  c o f f e e  g ro w in g , e s p e c ia lly  in  p e r io d s  o f  
h ig h  p r ic e s ; a n d  iii) th e  a p p a r e n t ly  v e ry  l im ite d  a d a p ta b ility  

o f  th e  m a r k e t in g  sy stem s ( h ig h e r  d e g r e e  o f  p r o c e s s in g , p r o ­
d u c e r s ' a s s o c ia t io n s , ‘o p e n  m a r k e t  o p e r a t io n s ’).

A t th e  in te r n a t io n a l  lev e l, th e  o lig o p o lis t ic  s t r u c tu r e  
o f  th e  c o f f e e  in d u s tr y  in  th e  c o n s u m e r  c o u n tr ie s  is m a d e  
c le a r . T h u s ,  a lth o u g h  th e  t r a n s n a t io n a l  c o r p o r a t io n s  d o  n o t 

in te r v e n e  in  th e  p h a s e s  p r io r  to  th e  im p o r ta t io n  o f  c o f f e e  

b e a n s , th e y  h a v e  a  v e ry  h ig h  d e g r e e  o f  c o n tr o l  o v e r  th e  c o n ­

s u m e r  m a r k e t , w h ich  th e y  m a n ip u la te  la rg e ly  th r o u g h  v ery  
h ig h  e x p e n d itu r e  o n  p r o m o t io n  a n d  p u b lic ity . T h e  e f fe c ts  

o f  th is  s itu a tio n  a r e  c le a r ly  sh o w n  by  th e  fa c t  th a t  in  th e  
p e r io d  1 9 7 6 - 1 9 7 9  th e  ‘in d u s try  s p r e a d ’ f o r  th e  c o f f e e  in d u s ­
try  in c re a s e d  o u t  o f  a ll p r o p o r t io n  to  th e  in c r e a s e  in  raw  m a ­
te r ia l  co s ts .

'I 'h e  fo r e g o in g , to g e th e r  w ith  th e  e v o lu tio n  o f  p r ic e s  
a n d  th e  sca n ty  p a r t ic ip a t io n  o f  th e  p r o d u c e r  c o u n tr ie s  in  th e  
f in a l re ta il p r ic e ,  in  s p ite  o f  th e  s m a ll a m o u n t  o f  in d u s tr ia l  
p r o c e s s in g  g iv e n  to  a  p r o d u c t  s u c h  as c o f f e e ,  m a k e s  u p  a 
s itu a tio n  w h ich  is p r e ju d ic ia l  to  th e  in te r e s ts  o f  th e  e x p o r t ­

in g  c o u n tr ie s . S o lu t io n s  m u s t th e r e f o r e  b e  s o u g h t  a t  th e  
lev e l o f  lo n g - te r m  a g r e e m e n ts  (w h o se  re v ita liz a tio n  w o u ld  

m a k e  it p o ss ib le  to  o v e r c o m e  th e  p r e s e n t  p r o b le m s  o f  o v e r ­
p r o d u c t io n )  a n d  n ew  fo r m s  o f  in te r v e n tio n  in  th e  m a r k e t  b y  

th e  p r o d u c e r  c o u n tr ie s , w h ich  s h o u ld  h a v e  a  m o r e  c o n c r e te  
p r e s e n c e  in  th e  c o n s u m e r  c o u n tr ie s .

A m o n g  th e s e  la t te r  s o lu tio n s , o n e  m u s t n o t  r e je c t  o u t  
o f  h a n d  th e  id e a  o f  o n c e  a g a in  p r o p o s in g  th e  e s ta b lis h m e n t  

o f  a  p r o d u c e r s ’ a s s o c ia t io n , m a k in g  th e  fu lle s t  p o ss ib le  u se  

o f  th e  e x p e r ie n c e  a c c u m u la te d  by  th e  B o g o tá  g r o u p , e s p e ­
c ia lly  i f  th e  In te r n a t io n a l  C o f f e e  A g r e e m e n t  r u n s  in to  d i f f i ­
c u lt ie s  w h ich  r e d u c e  its p r a c t ic a l  e f fe c t iv e n e s s .

E v e n  o u ts id e  th e  s tr ic t  c o n te x t  o f  a  p r o d u c e r s ’ a s s o c i­
a t io n , it w o u ld  b e  v e ry  d e s ira b le  f o r  th e r e  to  b e  g r e a te r  c o l ­

la b o r a t io n  a m o n g  th e  d e v e lo p in g  c o u n tr ie s ,  b o th  o f  L a t in  
A m e r ic a  a n d  o f  o t h e r  re g io n s , w ith in  th e  fr a m e w o r k  o f  th e  

I n te r n a t io n a l  C o f f e e  A g r e e m e n t  a n d  in  th e  fo r m u la t io n  o f  
g lo b a l p o lic ie s  f o r  th e  c o f f e e  s e c to r  a t  th e  w o rld  lev e l.

El ciclo ganadero y la economía argentina ( 'l 'h e  s to c k -r a is ­
in g  cy c le  a n d  th e  A r g e n tin e  e c o n o m y ), “E s tu d io s  e
In fo r m e s  d e  la  C E P A L ” s e r ie s . N o . 4 3 ,  S a n tia g o ,
C h ile . 1 9 8 3 .

'F h e  s to c k -r a is in g  c y c le  is m a n ife s te d  th r o u g h  th e  r e c u r r e n t  

f lu c tu a tio n s  in  a  s e t  o f  in te r r e la te d  p h e n o m e n a , a m o n g
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th e m  th e  sixe a n d  c o m p o s it io n  o f  th e  s to ck s  o f  c a tt le , 

s la u g h te r in g  a n d  th e  d e s t in a t io n  o f  th e  m e a t p r o d u c e d , a n d  

re la tiv e  liv e s to ck  p r ic e s .

'I 'h e s e  f lu c tu a t io n s  p r o d u c e  d is tu rb a n c e s  in  th e  
A r g e n tin e  e c o n o m y . W ith in  t h e  s e c to r ,  t h e r e  a r e  r e c u r r e n t  
c h a n g e s  in  th e  a llo c a t io n  o f  r e s o u r c e s , w ith  u n d eru tilii^ a tio n  
o f  th e  la t te r , c a u s in g  s h o r t  a n d  l o n g - te r m  e f fe c t s  o n  s u p p ly  

a n d  o n  th e  s p e c ia liz a t io n  o f  e n te r p r is e s ,  w h ile  in  th e  e c o n ­
o m y  as a w h o le  th e  f lu c tu a t io n s  m a k e  th e m s e lv e s  fe lt  
m a in ly  th r o u g h  th e ir  e f f e c t s  o n  e x p o r t s  a n d  p r ic e s : m e a t 
p r ic e s  r is e , e s p e c ia lly  in  p e r io d s  o f  re d u c e d  s la u g h te r in g , 

th e  c o s t  o f  l iv in g  in c r e a s e s , a n d  th e  p r o f i t  m a rg in s  o f  th e  e x ­
p o r t  m e a t p a c k in g  in d u s tr y  g o  d o w n  { f o r  g iv e n  le v e ls  o f  th e  

e x c h a n g e  r a te  a n d  o f  in te r n a t io n a l  p r ic e s ) . 'I 'h e s e  fa c to r s  
c o n d it io n  e c o n o m ic  p o lic y , w h ich  h a s  f r e q u e n t ly  h a d  to  

c h o o s e  b e tw e e n  d o m e s t ic  c o n s u m p tio n  a n d  e x p o r t .

'I 'h e  im p o r ta n c e  o f  th is  p h e n o m e n o n  h a s  g iv en  r is e  to  

n u m e r o u s  s tu d ie s  f r o m  th e  1 9 6 0 s  o n w a rd s . O n  th is  b asis , 
u s in g  m o r e  d e ta i le d  p r im a r y  in fo r m a t io n  a n d  e m p lo y in g  

p r o c e s s in g  m e th o d s  w h ich  a r e  c o n s id e r e d  to  b e  m o r e  e f f i ­
c ie n t  in  v iew  o f  th e  c h a r a c te r is t ic s  o f  th is  in fo r m a t io n , th e  

E C L A  O f f ic e  in  B u e n o s  A ir e s  h a s  p r e p a r e d  th e  p r e s e n t  s p e ­
c ia l s tu d y  w h ich  fo r m s  p a r t  o f  a  m o r e  g e n e r a l  a n a ly sis  o f  

tr e n d s  a n d  f lu c tu a t io n s  in  a g r ic u ltu r a l  s e c to r  a c tiv itie s .

A n a ly s is  o f  th e  s to c k -r a is in g  c y c le  in v o lv es  th e  p r io r  
s o lu tio n  o f  s o m e  p r o b le m s  o f  in fo r m a t io n  a n d  m e th o d o l­
o g y . In  th e  f ir s t  p la c e , th e r e  is a  lack  o f  r e lia b le  d a ta  s e r ie s  

o n  c a tt le  s la u g h te r in g  a n d  s to ck s  fo r  lo n g  p e r io d s . S e c o n d ly , 
i f  it is d e s ir e d  to  an aly .se p e r io d s  o f  less  th a n  o n e  y e a r  

(m o n th s , q u a r te r s ,  e t c .)  b e f o r e  1 9 7 0  it is n e c e s s a ry  f ir s t  o f  a ll 
to  c o m p ile  a n d  p r o c e s s  s e r ie s  o n  s la u g h te r in g  ta k e n  fro m  

d i f f e r e n t  s o u rc e s . F in a lly , it is n e c e s s a ry  to  so lv e  so m e  
m e th o d o lo g ic a l p r o b le m s  in  o r d e r  to  c o n s t r u c t  in d ic a to rs  

w h ich  m a k e  it p o ss ib le  to  d e s c r ib e  th e  c y c le  (s e r ie s  o n  e x ­
p o r ts , c o n s u m p tio n , p r ic e s , e tc .) . In  th is  r e p o r t ,  a s o lu tio n  is 
o f f e r e d  fo r  th e s e  p r o b le m s , th e  r e s u lt  b e in g  s e r ie s  o f  b a sic  
d a ta  o n  s la u g h te r in g  a n d  s to ck s  — c o r r e c te d  in o r d e r  to  
m a k e  th e m  m u tu a lly  c o m p a t ib le —  a n d  a  set o f  in d ic a to rs  o n  
th e  s to c k -r a is in g  cy c le .

In  a d d it io n , a  f i r s t  a n a ly sis  o f  th e  f lu c tu a t io n s  in  

s to ck s  is m a d e  o n  th e  b a s is  o f  th e  in d ic a to rs  th u s  c o n s t r u c te d  

a n d  s o m e  c o m m e n ts  a r e  g iv e n  o n  lo n g - te r m  g ro w th .

El fínanciamiento de las exportaciones en América Latina
(E x p o r t  f in a n c in g  in  L a tin  A m e r ic a ) , “E s tu d io s  e  I n ­

fo r m e s  d e  la C E P A L ” s e r ie s . N o . 1 8 , S a n tia g o , C h ile , 
1 9 8 3 , 2 1 2  p a g e s .

A  fu n d a m e n ta l  c h a r a c te r is t ic  o f  th e  d e v e lo p m e n t  o f  L a t in  
A m e r ic a n  e x p o r t s  in  th e  last few  y e a r s  h a s  b e e n  th e  g ro w in g  

im p o r ta n c e  o f  e x p o r t s  o f  m a n u fa c tu r e s .  'I 'h is  c h a n g e  in  th e  

s t r u c tu r e  o f  th e  r e g io n ’s e x p o r t s  h a s  a c c e n tu a te d  th e  n e e d  

f o r  th e  a v a ila b ility  o f  in c re a s in g ly  b r o a d  a n d  h ig h ly  p e r ­

fe c te d  m a c h in e r y  to  p r o v id e  fin a n c ia l s u p p o r t  fo r  th e  e s s e n ­

tia l e x p a n s io n  a n d  d iv e r s if ic a t io n  b o th  o f  th e  g o o d s  a n d  s e r ­

v ices o f f e r e d  a n d  o f  th e  L a tin  A m e r ic a n  e x t e r n a l  m a rk e ts .

In  o r d e r  fo r  e x p o r t e r s  to  b e  a b le  to  c o m p e te  o n  s im i­
la r  te r m s  to  th o s e  p r e v a ilin g  o n  th e  in c re a s in g ly  d e m a n d in g  

in te r n a t io n a l  m a r k e ts , th e  c o u n tr ie s  a n d  v a r io u s  r e g io n a l 

b o d ie s  h a v e  b e e n  a d o p tin g , w ith in  th e ir  e x p o r t  p r o m o t io n

p o lic ie s , a s s is ta n c e  m e a s u r e s  in  th e  f in a n c ia l  s p h e r e  w h ich  

h a v e  g iv e n  rise  to  v a r io u s  sy stem s fo r  p r o m o t in g  e x p o r t  f i ­

n a n c in g  a n d  c r e d it  in s u ra n c e .

'r h e  m a in  o b je c t iv e  o f  th is  stu d y  is p re c is e ly  to  d e ­
s c r ib e  th e  s itu a tio n  as r e g a r d s  th e  d i f f e r e n t  f in a n c ia l  a ss is t­
a n c e  s c h e m e s  w h ich  e x is t  in  L a tin  A m e r ic a . I t  is h o p e d  th a t  

th e  c o n tr ib u tio n  it m ay  m a k e  to  th e  k n o w le d g e  a n d  w id e r  
a w a re n e s s  o f  th e  s c h e m e s  in  fo r c e  m ay  h e lp  to  im p ro v e  a n d  
e x p a n d  th e  u s e  o f  th e s e  m e c h a n is m s  a n d  in te n s ify  r e g io n a l  
c o -o p e r a t io n  in  th e s e  im p o r ta n t  m a tte rs .

'F h e  d o c u m e n t  is d iv id e d  in to  f o u r  c h a p te r s  a n d  tw o  

a n n e x e s .
'I 'h e  f ir s t  c h a p te r ,  “ G e n e r a l  c o n s id e r a t io n s  o n  e x p o r t s  

o f  m a n u fa c tu r e s  a n d  th e ir  f in a n c in g ” d e s c r ib e s  th e  g e n e r a l  
te n d e n c ie s  o b s e r v e d  in  th e  r e g io n ’s e x p o r t s  o f  m a n u fa c tu r e s  

a n d  th e  m o st s a lie n t  f e a tu r e s  w h ich  m ay  b e  e x p e c te d  in  th e  

y e a rs  to  c o m e . I t  a ls o  d e s c r ib e s  th e  l im ita tio n s  a n d  d e m a n d s  
im p o s e d  by  th e  w o rld  e c o n o m ic  s itu a tio n , w ith  s p e c ia l e m ­

p h a s is  o n  th e  c o n s id e r a b le  g ro w th  w h ich  h as  ta k e n  p la c e  in 

f in a n c ia l  a s s is ta n c e  a s  a  sa les  p r o m o t io n  m e c h a n is m  o n  e x ­
te r n a l  m a rk e ts ,

I 'h e  s e c o n d  c h a p te r , “E x p o r t  f in a n c e  a n d  c r e d it  in ­
su ra n c e  p ro m o tio n  sy stem s" is th e  lo n g est, s in ce  it d e scrib es  

th e  in s tr u m e n ts  a n d  m o d a lit ie s  o f  n a t io n a l, s u b r e g io n a l  a n d  

r e g io n a l  a r r a n g e m e n ts  f o r  th e s e  tw o fo r m s  o f  f in a n c ia l  s u p ­
p o r t  f o r  e x p o r t s . T h e  c h a p te r  b a se s  its d e s c r ip t io n  o n  th e  

w h o le  set o f  m e c h a n is m s  a n d  c o r r e s p o n d in g  c r i te r ia  a p p lie d  

in  th e  d i f f e r e n t  sy stem s a n d  d o e s  n o t c o n s is t  o f  a n  in d iv id u a l 
d e s c r ip t io n  o f  e a c h  o n e  o f  th e m . S u c h  a  d e s c r ip t io n  is g iv e n  

in  a n n e x  I.

In  th e  th ird  c h a p te r ,  " S c o p e  o f  e x p o r t  f in a n c e  a n d  

c r e d it  in s u r a n c e  p r o m o t io n  sy ste m s” , a n  e x a m in a t io n  is 
m a d e  o f  v a r io u s  e le m e n ts  w h ich  e n a b le  a  b e t te r  id e a  o f  th e  

s ig n if ic a n c e  o f  th e s e  sy ste m s to  b e  g a in e d . In  th is  c o n n e c ­

t io n , th e  m a in  lim ita tio n s  o b s e r v e d  in  th e  fu n c t io n in g  o f  th e  
sy ste m s a r e  a n a ly se d .

O n  th e  b asis  o f  th e  e x p e r ie n c e  d e s c r ib e d  e a r l ie r ,  th e  
fo u r th  c h a p te r  “L in e s  o f  a c tio n  f o r  r e g io n a l c o - o p e r a t io n "  

u n d e r l in e s  th e  im p o r ta n c e  o f  jo i n t  L a tin  A m e r ic a n  a c tio n  
fo r  f u tu r e  p r o g r e s s  in  th e  e x p a n s io n  a n d  d iv e r s if ic a t io n  o f  

e x p o r t s  a n d  s u g g e s ts  th e  m a in  a re a s  w h e r e  f in a n c ia l c o - o p ­

e r a t io n  c a n  p ro v id e  th e  L a tin  A m e r ic a n  c o u n tr ie s  w ith  i n te r ­

e s tin g  m u tu a l b e n e f its  in  th e  s h o r t  te r m .

A n n e x  1, “ N a tio n a l, s u b re g io n a l a n d  r e g io n a l  e x p o r t  
f in a n c in g  a n d  c r e d it  in s u r a n c e  p r o m o t io n  sy ste m s” , p r e ­
se n ts  tw elv e  m o n o g r a p h s  s e tt in g  fo r th  in  a  s c h e m a t ic  m a n ­

n e r  th e  m ain  ch a ra cteris tics  o f  ea c h  o f  th e  p r e fe r e n c e  system s 
e x is t in g  in  th e  r e g io n . A n n e x  I I ,  f o r  its p a r t , r e p r o d u c e s  th e  
A r tic le s  o f  A s s o c ia tio n  o f  th e  L a tin  A m e r ic a n  A s s o c ia tio n  o f  
E x p o r t  C re d it In s u r a n c e  B o d ie s  (A L O S E C E ), w h ose re c e n t 

e s ta b lis h m e n t  m a rk s  a n  im p o r ta n t  s te p  fo r w a rd  in  re g io n a l  
f in a n c ia l c o -o p e r a t io n .

The measurement of rural employment and income, “E s ­

tu d io s  e  In fo r m e s  d e  la C E P A L ” s e r ie s . N o , 1 9 , S a n ­
tia g o , C h ile , 1 9 8 3 .

P la n n e rs  c o n c e r n e d  w ith  e m p lo y m e n t  a n d  liv in g  c o n d it io n s  

a n d  so c ia l s c ie n t is ts  e n g a g e d  in th e  stu d y  o f  th e s e  s u b je c ts  in  
th e  c o u n tr ie s  o f  L a tin  A m e r ic a  h a v e  re p e a te d ly  e x p r e s s e d
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th e ir  d is s a t is fa c t io n  w ith  th e  re s u lts  o f  m e a s u r e m e n ts  o f  e m ­

p lo y m e n t a n d  in c o m e  in  r u r a l  a r e a s  c a r r ie d  o u t  th r o u g h  
c e n s u s e s  a n d  s u rv e y s . T h i s  s tu d y  se e k s  to  id e n tify  th e  ca u se s  
o f  s u c h  d is s a t is fa c t io n  by  c o n tr a s t in g  th e  s ta tis tica l r e q u ir e ­

m e n ts  d e r iv in g  f r o m  th e  a n a ly tic a l p u r p o s e s  w h ich  h a v e  
g u id e d  th e  c o n s t r u c t io n  o f  th e  c o n c e p tu a l  f r a m e w o r k s  u se d  
f o r  th e  a n a ly sis  o f  r u r a l  e m p lo y m e n t  a n d  in c o m e  w ith  th e  

m e a s u r e m e n ts  o f  th o s e  v a r ia b le s  o b ta in e d  th r o u g h  

e c o n o m ic  c e n s u s e s , h o u s e h o ld  su rv e y s  a n d  e c o n o m ic  s u r ­

v ey s , w h ich  in  p r a c t ic e  s e r v e  a s  th e  m a in  s o u r c e s  o f  s ta tis tica l 
in fo r m a t io n  o n  th e s e  s u b je c ts  in  th e  r e g io n . T o  th is  e n d , th e  
s tu d y  d is cu s se s  th e  a d a p ta t io n  o f  th e  n o m in a l a n d  o p e r a ­

t io n a l c o n c e p ts  a n d  d e f in it io n s ,  r e s e a r c h  te c h n iq u e s , a n d  
d a ta  c o l le c t io n  in s tr u m e n ts  m o s t f r e q u e n tly  u se d  in  th e  in ­
v e s tig a tio n  o f  r u r a l  e m p lo y m e n t  a n d  in c o m e  to  th e  a n a ly ti­
c a l a n d  p o lic y  p u r p o s e s  w h ich  p r o v id e  th e  m o s t  im p o r ta n t  
f r a m e w o r k s  f o r  th e  o r ie n ta t io n  o f  su ch  r e s e a r c h s . O n  th is  
b a s is , s u g g e s tio n s  a r e  m a d e  a n d  a lte r n a t iv e  p r o c e d u r e s  p r o ­

p o s e d  fo r  o v e r c o m in g  s o m e  o f  th e  m o s t o u ts ta n d in g  o b s ta ­
c le s  h in d e r in g  th e  a d v a n c e  o f  r e s e a r c h  in  th is  fie ld .

T h e  s tu d y  co n s is ts  o f  sev e n  c h a p te r s  a n d  an  a n n e x  o f  
ta b le s . T h e  f i r s t  c h a p te r  a n a ly se s  th e  p la c e  o c c u p ie d  by  r e ­

s e a r c h  o n  e m p lo y m e n t  a n d  in c o m e  in  th e  fra m e w o r k  o f  th e  

g e n e r a l  c o n c e r n  fe l t  in  d e v e lo p in g  s o c ie tie s  f o r  g ro w th  a n d  

e q u ity . I t  a ls o  d is c u s se s  th e  m o s t im p o r ta n t  a n a ly tica l p u r ­
p o se s  d e r iv in g  f r o m  th is  g e n e r a l  c o n c e r n , n a m e ly , d e te r m i­

n a tio n  o f  th e  w e ll-b e in g  o f  th e  p o p u la t io n , th e  lev e l a n d  e f ­
f ic ie n c y  o f  u t il iz a tio n  o f  th e  la b o u r  fo r c e ,  th e  a v a ila b ility  o f  
la b o u r , a n d  im b a la n c e s  in  th e  la b o u r  m a rk e ts . S in c e  th e  
m o r e  g e n e r a l  c o n c e p tu a l  f r a m e w o r k  a n d  th e  p u r p o s e s  
w h ich  o r ie n t  a n d  g iv e  th e ir  s ig n if ic a n c e  to  re s e a r c h  in  th is  
f ie ld  a r e  e q u a lly  p e r t in e n t  in  th e  m e a s u r e m e n t  o f  e m p lo y ­

m e n t a n d  in c o m e  in b o th  u r b a n  a n d  ru r a l  a r e a s , n o  d is t in c ­
t io n  is d ra w n  b e tw e e n  th e s e  a re a s  in  th is  f ir s t  d is c u s s io n . In  

c o n tr a s t ,  th e  d e s c r ip t io n  o f  th e  sp e c ia l fe a tu r e s  o f  r u ra l 
a r e a s  a n d  th e  p a r t ic u la r  c h a r a c te r is t ic s  a s s u m e d  th e r e  by  th e  

p r o b le m s  o f  w e ll-b e in g , u t iliz a tio n  a n d  a v a ila b ility  o f  la b o u r  

a n d  la b o u r  m a rk e ts  c o n s t i tu te  th e  c e n tr a l  p u r p o s e  o f  th e  
s e c o n d  c h a p te r , ' f h e  th ird  c h a p te r  is d e v o te d  to  a n  a n a ly sis  

o f  th e  c r i t e r ia  fo r  id e n tify in g  th e  a g r ic u ltu r a l  la b o u r  fo r c e ,  
w ith  p a r t ic u la r  e m p h a s is  o n  d iscu ssio n  o f  th e  b o u n d a r ie s  o f  
p r o d u c t io n  a n d  th e  d iv id in g  lin e s  b e tw e e n  e c o n o m ic  activ ity  
a n d  in a c tiv ity , f h e  fo u r th  c h a p te r  e x a m in e s  th e  c o n v e n ­
tio n a l c la s s if ic a t io n s  o f  b r a n c h e s  o f  ac tiv ity , o c c u p a tio n s  a n d  
o c c u p a tio n a l  c a te g o r ie s ;  s o m e  c h a n g e s  a r e  th e n  p r o p o s e d  in 

th e  p r e v a il in g  c la s s if ic a t io n s  a n d  a d d it io n a l c la s s if ic a tio n s  

a r e  s u g g e s te d  w h ich  w o u ld  m a k e  it p o ss ib le  to  im p ro v e  th e  
r e g is t r a t io n  o f  c e r ta in  a s p e c ts  o f  a g r ic u ltu r a l  w o rk  in L a tin  

A m e r ic a  w h ich  a r e  s ig n if ic a n t  in  th e  lig h t  o f  th e  d iscu ssio n s  

d e s c r ib e d  in  th e  e a r l ie r  c h a p te r s . In  th e  f i f th  c h a p te r , an  e x ­

p la n a tio n  is g iv e n  o f  th e  c o n c e p ts  c u r r e n t ly  u se d  to  m e a s u re  
t h e  p h e n o m e n a  o f  u n d e r u ti l iz a t io n  o f  la b o u r  a n d  th e y  a r e  
re v ie w e d  in  th e  lig h t o f  th e  s p e c if ic  p r o b le m s  ra ise d  by th e ir  

a p p lic a t io n  to  th e  stu d y  o f  a g r ic u ltu r a l  s e c to r  e m p lo y m e n t , 
w h ile  s o m e  n ew  a p p r o a c h e s  f o r  c o n c e p tu a l  fo r m u la t io n  in 
th is  f ie ld  a r e  p r o p o s e d , sp e c ia lly  th o s e  p la c in g  g r e a te r  e m ­
p h a sis  o n  a s p e c ts  c o n n e c te d  w ith  th e  a v a ila b ility  o f  la b o u r . 
'I 'h e  s ix th  c h a p te r  d e a ls  w ith  th e  m e a s u r e m e n t  o f  ru ra l in ­
c o m e  f r o m  a  v ie w p o in t w h ich  in te g r a te s  its in v e s tig a tio n  

w ith  th a t  o f  a c tiv itie s  a n d  e m p lo y m e n t . T h e  c o n c e p tu a l 

f r a m e w o r k  to  w h ich  th e  m e a s u r e m e n ts  s h o u ld  r e f e r  is

e x p la in e d  a n d  th e  d i f f e r e n t  fo r m s  o f  r u r a l  in c o m e  a n d  th e  

p r o b le m s  ra is e d  by  th e ir  m e a s u r e m e n t  a r e  a n a ly se d . In  th e  
s e v e n th  c h a p te r ,  th e  p o ss ib ilit ie s  a n d  lim ita tio n s  o f  d i f f e r e n t  

s o u rc e s  a r e  c o n s id e r e d  a n d  s o m e  a c tio n s  a r e  s u g g e s te d  f o r  
fa c ilita t in g  th e ir  l in k in g  u p  a n d  p o ss ib le  in te g r a t io n , a s  a  

w ay o f  o v e r c o m in g  th e  lim ita tio n s  ra is e d  by  e a c h  o f  th e m  
s e p a r a te ly  f o r  th e  m e a s u r e m e n t  a n d  in v e s tig a tio n  o f  ru r a l  
e m p lo y m e n t  a n d  in c o m e . In  o r d e r  to  fa c ilita te  th e  re a d in g  

o f  th e  s tu d y , th e  ta b le s  d e s c r ib in g  th e  m a in  n a tio n a l m e a ­

s u r e m e n t  p r a c t ic e s  in  th is  f ie ld  in  th e  c o u n tr ie s  o f  L a t in  
A m e r ic a  fo r  th e  d e c a d e  b e g in n in g  in  1 9 7 0  a r e  a s s e m b le d  in  

a n  a n n e x .

Efectos macroeconótnicos de cambios en Las barreras al 
comercio y al movimiento de capitales: un modelo 
de simulación (M a c r o e c o n o m ic  e f fe c t s  o f  c h a n g e s  in 

b a r r ie r s  to  tr a d e  a n d  to  th e  m o v e m e n t  o f  c a p ita l ; a 

s im u la tio n  m o d e l) , “ E s tu d io s  e  In fo r m e s  d e  la  
C E P A L ” s e r ie s . N o . 2 0 ,  S a n t ia g o , C h ile , 6 8  p a g e s .

In  r e c e n t  y e a r s  th e r e  h a s  b e e n  re n e w e d  in tere .st in  th e  p r o b ­
le m  o f  th e  o p e n in g  u p  o f  n a tio n a l e c o n o m ie s  to  th e  w o rld  

e c o n o m y  th r o u g h  th e  lib e ra liz a tio n  o f  t r a d e  a n d  c a p ita l  

m o v e m e n ts  in  th e  d e v e lo p in g  c o u n tr ie s , in c lu d in g  m a n y  
L a t in  A m e r ic a n  o n e s . A lth o u g h  th e r e  a r e  a  n u m b e r  o f  d i f ­
f e r e n t  r e a s o n s  f o r  th is  in te r e s t ,  th e r e  a r e  th r e e  w h ich  c a n  
re a s o n a b ly  b e  c o n s id e r e d  as o f  o u ts ta n d in g  im p o r ta n c e .

F ir s t  o f  a ll, th e r e  is th e  s o -c a l le d  ‘d e m o n s tr a t io n  e f ­
f e c t ’ e x e r te d  by  th e  e c o n o m ic  p e r fo r m a n c e  o f  a  sm a ll g r o u p  
o f  d e v e lo p in g  c o u n tr ie s ,  a b o v e  all in  S o u th e a s t  A s ia , in  
w h ich  th e  g ro w th  o f  tr a d e  h a s  p la y e d  a  le a d in g  ro le . S e c ­

o n d ly , in  s o m e  c o u n tr ie s  th e r e  h as  b e e n  a  m o v e m e n t  a im e d  

a t e n h a n c in g  th e  im p o r ta n c e  o f  th e  r o le  o f  th e  m a r k e t  fo r c e s  
in  th e  fu n c t io n in g  o f  th e  e c o n o m ic  sy stem , a n d  th is  h as  led  

to  re n e w e d  in te r e s t  in  th e  th e o ry  o f ‘t r a d e  b e n e f i t s ’. ' I ’h ird ly , 
th e  g r e a te r  in te g r a t io n  o f  th e  w o rld  e c o n o m y , b o th  in  th e  

m a rk e ts  f o r  g o o d s  a n d  f o r  c a p ita l , h as  m e a n t  th a t  w h e th e r  

c o u n tr ie s  lik e  it  o r  n o t  th e y  h a v e  h a d  to  e s ta b lis h  c lo s e r  in ­
te r n a t io n a l  lin ks.

I t  c o u ld  b e  sa id  th a t  a  c o m b in a t io n  o f  th e s e  fa c to rs  

h as  le d  s e v e ra l L a tin  A m e r ic a n  c o u n tr ie s  to  in c r e a s e  th e  
o p e n n e s s  o f  th e ir  e c o n o m ie s  to  in te r n a t io n a l  c o m p e tit io n . 
M o s t d e v e lo p in g  c o u n tr ie s , h o w e v e r , a r e  r e lu c ta n t  to  e m ­
b a r k  o n  th e  lib e ra liz a tio n  o f  th e ir  sy stem s o f  t r a d e  a n d  o f  in ­

te r n a t io n a l  c a p ita l  f lo w s ; a m o n g  th e  re a s o n s  f o r  th is  r e lu c ­

ta n c e , m e n tio n  m ay  b e  m a d e  a b o v e  all o f  th e  fa c t  th a t  m an y  
g o v e r n m e n t  p o lic ie s , in c lu d in g  c o n tr o ls  o n  t r a d e  a n d  th e  

m o v e m e n t o f  c a p ita l , m ay  h a v e  b e e n  c a r r ie d  o u t  in  fu ll 
aw aren ess o f  th e  fa c t th a t th ey  w ould p rob ab ly  h av e ad v erse 

e f f e c t s  o n  th e  a llo c a tio n  o f  r e s o u r c e s  a n d  o n  e f f ic ie n c y , i f  
m e a s u re d  in te r m  o f  m a rk e t  p r ic e s . E q u a lly  im p o r ta n t  a re  
th e  a r g u m e n ts  b a se d  o n  th e  e x te r n a li t ie s  c r e a te d  by  o f f e r in g  
in c e n tiv e s  fo r  d o m e s tic  p r o d u c t io n  in s te a d  o f  im p o r ta t io n , 

th u s  a c h ie v in g  m in im u m  lev e ls  o f  in d u s tr ia liz a tio n .
d 'h e r e  c a n  b e  n o  d o u b t  th a t  lo n g - te r m  fa c to r s  su ch  as 

th o se  in d ica te d  ab o v e m ay  in h ib it th e  o p e n in g  u p  o f  an  e c o n ­
o m y , b u t o n e  m u s t n o t r e je c t  o u t  o f  h a n d  th e  s h o r t  a n d  
m e d iu m -te r m  e f fe c t s  w h ich  a lso  d e r iv e  f r o m  th e  a d o p tio n  

o f  s u c h  a  s tra te g y . T h e  m o s t c u rs o r y  o b s e r v a t io n  sh o w s th a t  
h ea v y  co sts  a r e  in c u r r e d  w h en  a  c o u n tr y  m o v e s  fro m  a r e la ­
tiv ely  d o s e d  e c o n o m y  to  a  m o r e  o p e n  o n e , a m o n g  th e s e
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co s ts  b e in g  to sse s  o f  p r o d u c t io n  a n d  e m p lo y m e n t , b a la n c e - 
o f -p a y m e n ts  c u r r e n t  a c c o u n t  d e f ic i t s , d r o p s  in  f is c a l r e v e ­
n u e , in c r e a s e s  in  e x t e r n a l  in d e b te d n e s s , e tc . W h a te v e r  th e  
l o n g - te r m  e f f e c t s  in  n e t  te r m s , th e s e  s h o r t - t e r m  co s ts  m ay  
r e p r e s e n t  a n  e f fe c t iv e  o b s ta c le  to  in it ia t in g  a  p r o c e s s  o f  
o p e n in g  u p  th e  e c o n o m y  to  th e  e x t e r io r .  T h e  id e n tif ic a t io n  
o f  s u c h  c o s ts , b o th  a t  th e  m a c r o e c o n o m ic  a n d  m ic r o -  

e c o n o m ic  le v e ls , a n d  th e  d e te r m in a t io n  o f  th e ir  g e n e r a li ty  
o r  s p e c if ic ity  b y  c o u n tr ie s  is th e r e f o r e  o f  th e  g r e a te s t  im p o r ­
ta n c e , b u t in fo r m a t io n  o n  th e s e  m a tte r s  is v e ry  s c a r c e .

T h i s  s tu d y  is th e r e f o r e  d e v o te d  to  a n  a n a ly sis  o f  th e  
s h o r t e r - t e r m  a s p e c ts  o f  l ib e ra liz a tio n  p o lic y , w ith  a  v iew  to  

s h e d d in g  s o m e  tig h t o n  t h e i r  m a g n itu d e  a n d  im p o r ta n c e .

La empresa pública en la economía: la experiencia argen­
tina (P u b lic  e n te r p r is e s  a n d  th e  e c o n o m y : th e  A r g e n ­
t in e  e x p e r ie n c e ) ,  “E s tu d io s  e  In f o r m e s  d e  la  C E P A L ” 
s e r ie s . N o . 2 1 ,  S a n tia g o , C h ile , 1 9 8 3 , 1 3 4  p a g e s .

T h e  s u b je c t  o f  p u b lic  e n te r p r is e s  fo r m s  a  d is t in g u is h e d  p a r t  
o f  th e  c u r r e n t  p o lit ic a l c o n tro v e rs y  in  L a tin  A m e r ic a . O n  th e  
o n e  h a n d , th e  ju s t i f ic a t io n  f o r  th e ir  e x is te n c e  is q u e s t io n e d , 

e v e n  in  th e  c a s e  o f  th o s e  w h ich  m ay  b e  c o n s id e r e d  as p a r t  o f  

th e  tr a d it io n a l  a c tiv itie s  o f  th e  S ta te ,  b e c a u s e  it is  h e ld  th a t  as 
p r o d u c t iv e  b o d ie s  th e y  d is tu r b  th e  n o r m a l fu n c t io n in g  o f  
th e  m a r k e t , o n  a c c o u n t  o f  th e  o lig o p o lis t ic  o r  m o n o p o lis t ic  
p o s it io n s  th e y  e n jo y , a n d  a lso  h a v e  a n  a d v e rs e  e f f e c t  o n  th e  

a llo c a t io n  o f  r e s o u r c e s ,  th u s  c a u s in g  th e  fu n c t io n in g  o f  th e  
e c o n o m y  to  b e  in e f f ic ie n t .  O n  th e  o th e r  h a n d , w h ile  r e c o g ­

n iz in g  th e  n e e d  to  r a t io n a liz e  th e ir  o p e r a t io n  a n d  in c re a s e  
th e ir  e f f ic ie n c y , th e y  a r e  c o n s id e r e d  to  b e  in d is p e n s a b le  in ­
s tr u m e n ts  fo r  a c h ie v in g  o b je c tiv e s  o f  e c o n o m ic  a n d  so c ia l 
d e v e lo p m e n t .

T h i s  c o n tr o v e r s y  h a s  b e e n  p r e s e n t  w ith in  th e  g e n e r a l  

to p ic  o f  e c o n o m ic  p o lic y  a n d  d e v e lo p m e n t  e v e r  s in c e  th e  
e n d  o f  th e  w a r , w ith  th e  to n e  v a ry in g  a c c o r d in g  to  th e  c o u n ­

tr ie s  c o n c e r n e d  a n d  a c c o r d in g  to  th e  p o lit ica l a n d  e c o n o m ic  
c ir c u m s ta n c e s  th r o u g h  w h ich  th e y  w e re  p a ss in g . N e v e r th e ­
less , th e  w e ig h t o f  p u b lic  e n te r p r is e s  in  th e  sy ste m  o f  p r o ­
d u c t io n  o f  th e  re g io n  g e n e ra lly  r e m a in s  a t  a  h ig h  a n d  s o m e ­

tim e s  g ro w in g  lev e l, e s p e c ia lly  in  th e  ca s e  o f  c e r ta in  s e c to rs  

su ch  a s  th o s e  o f  th e  e c o n o m ic  in f r a s t r u c tu r e  ( tr a n s p o r t , 
c o m m u n ic a t io n s  a n d  e n e r g y ) , e c o n o m ic  a n d  so c ia l s e rv ic e s  
(e le c tr ic ity , d r in k in g  w a te r , e t c .) ,  a n d  m in in g  (e sp e c ia lly  th e  
o il in d u s tr y ) , as w ell as in  th e  iro n  a n d  ste e l in d u s tr y , 
p e tr o c h e m ic a ls  a n d  th e  m a n u fa c tu r e  o f  m ilita ry  e q u ip m e n t , 
in  s o m e  o f  th e  m o st h ig h ly  d e v e lo p e d  c o u n tr ie s  o f  L a t in  

A m e r ic a .

F o r  th e s e  re a s o n s , th is  to p ic  is b e in g  in c re a s in g ly  c o n ­
s id e r e d  by  a c a d e m ic  a n d  g o v e r n m e n t  c ir c le s  in  L a tin  A m e r i­
c a , s in c e  th e y  a r e  o b lig e d  to  ta k e  d e c is io n s  in  w h ich  p u b lic  

e n te r p r is e s  p lay  a le a d in g  ro le . M a n y  o f  th e s e  d e c is io n s , 
h o w e v e r , a r e  b a s e d  o n  a  v e ry  sh a k y  k n o w le d g e  o f  th e  o p e r a ­
tio n  o f  th e s e  e n te r p r is e s  a n d  th e ir  lin k s  w ith  th e  re s t  o f  th e  
e c o n o m y , s in c e  th e  v a r io u s  e c o n o m ic  s tu d ie s  h a v e  n o t  g o n e  
in to  th e  a n a ly sis  o f  th e  S ta te  as a n  e n t r e p r e n e u r  as d e e p ly  as 
th e  im p o r ta n c e  o f  th is  s u b je c t  w a rr a n ts , d u e , inter alia, to  th e  

s c a r c ity  o f  s y s te m a tic  d a ta  w ith  th e  d e g r e e  o f  d e ta il , a c c u ra c y  
a n d  t im e lin e s s  n e c e s s a ry .

T h i s  s tu d y  r e p r e s e n ts  a q  e f f o r t  to  s e e k , f o r  th e  c a s e  o f

A r g e n tin a , to  m a k e  g o o d  th e  la ck  o f  s ta tis tica l d a ta  w h ich  

h in d e r s  a n a ly sis  o f  p u b lic  e n te r p r is e s .
W h ic h  a r e  th e  m a in  A r g e n t in e  p u b lic  e n te r p r is e s ?  

W h a t s e c to r s  d o  th e y  b e lo n g  to ?  H ow  a r e  th e y  l in k e d  w ith  
th e  p u b lic  s e c to r , w ith  th e  p r o d u c tiv e  s e c to r s  a n d  w ith  th e  

o v e ra ll  n a tio n a l e c o n o m y ?  H ow  a r e  th e y  f in a n c e d ?  T h e s e  
a r e  th e  q u e s t io n s  w h ich  th e  s ta tis tic s  c o n ta in e d  in  th is  s tu d y  

h e lp  to  a n sw e r .

Las empresas transnacionales en la economía de Chile 
(1974-1980) (T r a n s n a t io n a l  e n te r p r is e s  in  th e  C h i­
le a n  e c o n o m y  ( 1 9 7 4 - 1 9 8 0 ) ) ,  “ E s tu d io s  e  In f o r m e s  d e  
la  C E P A L ” s e r ie s . N o . 2 2 ,  S a n t ia g o , C h ile , 1 9 8 3 , 1 7 8  
p a g e s .

T h e  fo r e ig n  in v e s tm e n t p o licy  o f  th e  p r e s e n t  a d m in is tra tio n  

in  C h ile  is  b a se d  o n  th r e e  fu n d a m e n ta l  p r in c ip le s ; e q u a l 
t r e a tm e n t  f o r  n a tio n a l a n d  fo r e ig n  in v e s to rs ; f r e e  a cc e s s  to  
th e  v a r io u s  m a rk e ts  a n d  e c o n o m ic  s e c to r s  f o r  fo r e ig n  in v e s ­
to r s ; a n d  p a r tia l  w ith d ra w a l by  th e  S ta te  f r o m  in te r v e n tio n  

in  th e  a ctiv itie s  o f  fo r e ig n  in v e s to rs . 'F h is  is a  p o licy  fa v o u r ­
a b le  to  fo r e ig n  in v e s tm e n t  w h ich  is b a s e d  o n  a  s p e c if ic  d ia g -  

' n o sis  o f  th e  a d v a n ta g e s  w h ich  su ch  in v e s tm e n t is h e ld  to  
b r in g  f o r  th e  c o u n tr y : e x p a n s io n  o f  m a rk e ts , im p r o v e m e n t  

o f  th e  te c h n o lo g ic a l  le v e l, a n d  an  in c r e a s e  in  th e  r a te  o f  n a ­
t io n a l in v e s tm e n t.

T h e  o b je c t iv e  o f  th is  s tu d y  is to  a n a ly se  s o m e  re s u lts  
o f  th is  p o licy  by  e x a m in in g  th e  p r e s e n c e  a n d  im p a c t  o f  

tr a n s n a t io n a l c o r p o r a t io n s  in  th e  C h ile a n  e c o n o m y  d u r in g  
th e  p e r io d  1 9 7 4 - 1 9 8 0 .

' f h e  s tu d y  c o n s is ts  o f  th r e e  s e c tio n s . T h e  f i r s t  s e c tio n  
a n a ly se s  th e  g u id in g  p r in c ip le s  o f  g o v e r n m e n t  p o lic y  o n  f o r ­
e ig n  in v e s tm e n t , u s in g  a  c o n c e p t  o f  p u b lic  p o lic ie s  w h ich  in ­

c lu d e s  th e  v a r io u s  ty p es  o f  re g u la t io n s  d ir e c t ly  o r  in d ire c tly  
d e a lin g  w ith th is su b ject a n d  th e  c u r r e n t  a d m in istra tiv e  p ra c ­

tice s . T h e  s e c o n d  s e c tio n  g ives d e ta ils  o f  th e  m a in  v a r ia tio n s  

u n d e r g o n e  by  fo r e ig n  in v e s tm e n t a s  r e g a r d s  its  flo w  a n d  a c ­
c u m u la te d  v a lu e ; its s e c to r a l d is tr ib u tio n , n a tio n a l o r ig in  
a n d  c o m p o s it io n ; a n d  its d e s t in a t io n  by  e n te r p r is e s  a n d  th e  

ty p e s  o f  o rg a n iz a t io n  u s e d  by  t r a n s n a t io n a l  c o r p o r a t io n s ,  
' f h e  p o lic ie s  o f  th e  c o u n tr ie s  o f  o r ig in  o f  th is  in v e s tm e n t a re  

a lso  a n a ly se d . In  th e  th ir d  p a r t  o f  th e  s tu d y , th e  s ig n if ic a n c e  
o f  tr a n s n a t io n a l c o r p o r a t io n s  f o r  th e  C h ile a n  e c o n o m y  is 
e x a m in e d  a n d  a  s tu d y  is m a d e  o f  th e  p a r t ic ip a t io n  o f  s u ch  

e n te r p r is e s  in  s o m e  fu n d a m e n ta l  m a c r o e c o n o m ic  v a r ia b le s  
— c a p ita l, p r o f its , e m p lo y m e n t , s a le s , in v e s tm e n t, c r e d it  a n d  

w a g e s —  a n d  in  th e  n a tio n a l e x t e r n a l  s e c to r  a s  w ell a s  in  th e  
v a r io u s  s e c to r s  o f  th e  e c o n o m y : in d u s try , f in a n c e , m in in g , 
a g r ic u ltu r e ,  f is h e r ie s , e n e rg y  a n d  h o te ls .

La gestión y la informática en las empresas ferroviarias de 
América Latina y España (M a n a g e m e n t  a n d  in f o r ­
m a tio n  s c ie n c e  in  th e  ra ilw ay  c o m p a n ie s  o f  L a t in  

A m e r ic a  a n d  S p a in ) , “E s tu d io s  e  In fo r m e s  d e  la  
C E P A L ” s e r ie s , N o . 2 3 ,  S a n tia g o , C h ile  1 9 8 3 , 19.5 

p a g e s ,

' f h e  g ro w in g  im p o r ta n c e  o f  in fo r m a tio n  sy stem s as s u p p o r t­

in g  to o ls  fo r  th e  ta k in g  o f  m a n a g e m e n t  d e c is io n s  is th e  

re a s o n  f o r  th e  in te r e s t  o f  r e g io n a l  b o d ie s  s u c h  as th e  L a t in  
A m e r ic a n  R ailw ay s A s s o c ia tio n  (A L A F )  a n d  E C L A  in
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s t r e n g t h e n in g  c o -o p e r a t io n  b e tw e e n  th e  ra ilw ay  c o m p a n ie s  

o f  L a t in  A m e r ic a  a n d  S p a in  in  th e  s e a r c h  f o r  im p ro v e m e n ts  
in  th e  d e s ig n  a n d  a p p lic a t io n  o f  th e ir  in fo r m a t io n  sy stem s. 

'I 'h e s e  c o m m o n  in te r e s ts  h a v e  le d  th e s e  tw o  b o d ie s  to  u n d e r ­

ta k e  a  s e r ie s  o f  jo i n t  a c tiv it ie s , n o ta b ly  th e  in it ia t io n  in  1 9 7 7  

by  A L A F , th e  W o r ld  B a n k  a n d  E C L A  o f  a  h o r iz o n ta l c o ­
o p e r a t io n  p r o je c t  o n  ra ilw a y  in fo r m a t io n  sy stem s ( th e  
S I N F E R  p r o je c t ) .  T h e  v a r io u s  p a r ts  o f  th is  stu d y  a r e  m a d e  
u p  o f  c o n tr ib u t io n s  e f fe c te d  w ith in  th e  fr a m e w o r k  o f  th is  
p r o je c t .

'I 'h e  m o n o g r a p h  w h ich  fo r m s  th e  f ir s t  p a r t  o f  th is  
s tu d y  c o n ta in s  a  b r i e f  re v iew  o f  th e  c h a r a c te r is t ic s  o f  a  r a i l ­
w ay c o m p a n y  f r o m  t h e  p o in t  o f  v iew  o f  in fo r m a t io n  p r o ­
c e s s in g , h y p o th e tic a l m a n a g e m e n t  m o d e ls , a c c o r d in g  to  th e  

ty p e  o f  o b je c t iv e , a n d  d e ta ils  o f  th o s e  a lre a d y  in  u se  in  th e  

ra ilw ay  c o m p a n ie s  o f  L a t in  A m e r ic a  a n d  S p a in , all a g a in s t  
th e  b a c k g r o u n d  o f  a h y p o th e s is  w h ich  se e s  th e  in s titu tio n a l 

e n v ir o n m e n t  as a  c o n d it io n in g  fa c to r  in  ra ilw ay  m a n a g e ­

m e n t . A n  a n a ly sis  is th e n  m a d e  o f  th e  g e n e r a l  c o n s id e r ­
a tio n s  w h ich  it is d e s ir a b le  to  ta k e  in to  a c c o u n t  in  th e  d e s ig n  
o f  in fo r m a t io n  sy .stem s to  s u p p o r t  ra ilw ay  m a n a g e m e n t  in  
th e  lig h t o f  th e  e x t e r n a l  c o n d it io n in g  fa c to r s . F in a lly , th e  
p o ss ib ilit ie s  f o r  te c h n ic a l  c o -o p e r a t io n  b e tw e e n  th e  ra ilw ay s 
o f  L a t in  A m e r ic a  a n d  S p a in  a s  r e g a r d s  th e  d e v e lo p m e n t  o f  
th e ir  in fo r m a t io n  sy ste m s a r e  a n a ly se d  a n d  g u id e lin e s  a re  
set fo r th  fo r  th e  c o n t in u a t io n  o f  th e  S I N F E R  p r o je c t .

r h e  s e c o n d  p a r t  c o n s is ts  o f  th e  m o n o g r a p h s  p r e ­
s e n te d  a t  th e  f ir s t  e x p e r t  m e e t in g  by  s o m e  o f  th e  e n te r p r is e s  

p a r t ic ip a t in g  in  t h e  S I N F E R  p r o je c t .  'I 'h e s e  m o n o g r a p h s  d e ­

s c r ib e  s o m e  o f  th e  c o m p u ta t io n a l  a p p lic a t io n s  d e v e lo p e d  fo r  

m a n a g e m e n t  c o n tr o l  at th e  e x e c u tiv e  lev e l a n d  fo r  th e  
o p e r a t iv e  m a n a g e m e n t  o f  s u c h  a s p e c ts  as  p a s s e n g e r  s e a t r e ­
s e r v a t io n , w a g o n  c o n tr o l ,  a n d  m a n a g e m e n t  o f  s to ck s  o f  
s p a r e  p a r ts  a n d  m a te r ia ls .

In  a d d it io n , tw o a p p e n d ic e s  w e re  p r e p a r e d  w h ich  it 
w as fe lt  m ig h t b e  u s e fu l fo r  th e  c o m p a n ie s  p a r t ic ip a t in g  in 

th e  S I N F E R  p r o je c t ,  'F h e  f ir s t  o f  th e s e  sets  fo r th  a  m o d e l 
p r o g r a m m e  c o n tr a c t  d e s ig n e d  to  d e f in e  th e  re la t io n s  b e ­
tw e e n  th e  g o v e r n m e n t  a n d  th e  ra ilw ay  c o m p a n y , w h ile  th e  
o t h e r  d e s c r ib e s  a  c o n c e p tu a l  m o d e l f o r  th e  o r g a n iz a t io n  o f  a  

d a ta  b a s e .

PLANINDEX, Resúmenes de documentos sobre planifica­
ción ( P L A N I N D E X , S u m m a r ie s  o f  d o c u m e n ts  o n

p la n n in g ) , V o l. 3 , N o . L J u l y  1 9 8 2 , E C L A / C L A D E S /

I L P E S ,  S a n t ia g o , C h i le ,  1 9 8 2 , 3 2 7  p a g e s .

' f h i s  is a  s ix -m o n th ly  p e r io d ic  p u b lic a t io n  e a c h  is s u e  o f  
w h ich  a s s e m b le s  d e ta ils  o f  th e  d o c u m e n ta t io n  o n  p la n n in g  

p r o c e s s e d  a n d  e n te r e d  in to  th e  G L A D E S  d a ta  b a s e , w h ich  is 
f e d  th r o u g h  th e  jo i n t  e f f o r t s  o f  G L A D E S  a n d  th e  C a r ib b e a n  
D o c u m e n ta t io n  C e n t r e  (C D C ) o f  th e  E C L A  O f f ic e  in  P o r t  o f  

S p a in . F o r  th is  r e a s o n , th e  s u m m a r ie s  d e s c r ib in g  th e  c o n ­
te n ts  o f  th e  d o c u m e n ts  a p p e a r  in  e i t h e r  S p a n is h  o r  E n g lis h , 

a c c o r d in g  to  th e  s o u r c e  o f  th e  in fo r m a t io n .
D u r in g  th e  y e a r s  1 9 7 9  a n d  1 9 8 0 ,  th e  p r o c e s s in g  o f  

d o c u m e n ta t io n  w as r e s tr ic te d  e x c lu s iv e ly  to  th a t  p r o d u c e d  

by  c e n t r a l  p la n n in g  o ff ic e s ,  in  o r d e r  to  c r e a te  a  b a s ic  n u c le u s  

o f  in fo r m a t io n  o f  u s e  to  p la n n e r s .

T h i s  issu e  o f  P L A N I N D E X  r e f e r s  to  p a r t  o f  th e  
d o c u m e n ta t io n  e x is t in g  in  th e  c o lle c t io n s  o f  th e  E C L A  L i­

b r a r y , G L A D E S  a n d  th e  E C L A  D o c u m e n ta t io n  C e n t r e  in 

P o r t  o f  S p a in .
A s  th is  p u b lic a t io n  is a  w o rk in g  to o l th r o u g h  w h ic h  it 

is p o ss ib le  to  le a r n  o f  p u b lic a t io n s  w h ich  h a v e  b e e n  issu e d  

o n  t h e  s u b je c t  o f  p la n n in g  a n d  a ls o  s e le c t  in  a  m o r e  in ­
fo r m e d  m a n n e r  th e  in fo r m a t io n  n e e d e d  by  th e  p la n n e r ,  

C L A D E S  a n d  th e  C a r ib b e a n  D o c u m e n ta t io n  C e n t r e  
(C D C )*  o f f e r  th o s e  in te r e s te d  th e  p o ss ib ility  o f  re c e iv in g  

to ta l o r  p a r tia l  p h o to c o p ie s , d e p e n d in g  o n  th e ir  le n g th , o f  
th e  d o c u m e n ts  m e n t io n e d  th e r e in .

A s th e  d a ta  b a s e  is c e n tr a l iz e d  in  S a n tia g o , C L A D E S  
w ill b e  a b le  in  th e  fu tu r e  to  o f f e r  o t h e r  s e r v ic e s  r e s u lt in g  
f r o m  th e  u t il iz a tio n  o f  th is  b a s e , n a m e ly ;

a ) P r e p a r a t io n  o f  m o n th ly  lists o f  th e  in fo r m a t io n  

e n te r e d  d u r in g  th a t  p e r io d  in to  th e  c o m p u te r ,  a s  an  a d ­

v a n c e d  v e r s io n  o f  P L A N I N D E X . T h e s e  lis ts  w ill b e  d is ­
tr ib u te d  a t  th e  r e q u e s t  o f  th e  c o u n tr ie s .

b )  S p e c ia liz e d  b ib l io g r a p h ie s  p r e p a r e d  by  c o m p u te r  
s e a r c h  in  r e s p o n s e  to  e x p r e s s  re q u e s ts  f r o m  u s e rs .

I n  o r d e r  to  o b ta in  th e s e  se rv ic e s , a p p lic a t io n  s h o u ld  
b e  m a d e  to ;

E C L A / C L A D E S  
C a s illa  1 7 9 -D  
S a n tia g o , C h ile .

Boletín de Planificación (P la n n in g  B u l le t in )  o f  th e  L a t in  
A m e r ic a n  In s t i tu te  f o r  E c o n o m ic  a n d  S o c ia l P la n n in g  

( IL P E S ) ,  N o . 16 , S a n tia g o , C h ile , O c to b e r  1 9 8 2 , 1 8 8  

p a g e s .

T h i s  issu e  o f  Boletín de Planificación is d e v o te d  to  a s in g le  

c o u n tr y  a n d  s u b je c t . B e c a u s e  o f  its s p e c ia l fe a t u r e s  a n d  
p r o g re s s  in  th e  f ie ld  o f  p la n n in g  B r a z il  is a  c a s e  o f  p a r t ic u la r  

in te r e s t , a n d  th e  to p ic  o f  r e g io n a l d e v e lo p m e n t  r e p r e s e n ts  a 

p r io r ity  a r e a  w ith in  th e  g lo b a l o b je c t iv e s  o f  d e v e lo p m e n t.
B e tw e e n  3 0  N o v e m b e r  a n d  4  D e c e m b e r  1 9 8 1 , th e  

F ir s t  L a t in  A m e r ic a n  S e m in a r  o n  R e g io n a l  a n d  S ta te  P la n ­
n in g  w as h e ld  in  B r a s il ia  u n d e r  th e  a u s p ic e s  o f  th e  T r a in in g  
C e n t r e  f o r  E c o n o m ic  D e v e lo p m e n t  (C E N D E C ) , in  c o l la b ­
o r a t io n  w ith  I L P E S ,  E C L A , U N D P  a n d  th e  D e p a r tm e n t  o f  

L ia iso n  w ith  S ta te s  a n d  M u n ic ip a lit ie s  (S A R E M ). F h is  s e m i­

n a r  r e p r e s e n te d  th e  s e c o n d  s te p  a s  r e g a r d s  m e e tin g s  o n  th e  

p r o b le m s  o f  r e g io n a l a n d  S ta te  p la n n in g , th e  f ir s t  s te p  
h a v in g  b e e n  ta k e n  w ith  th e  In te r n a t io n a l  S e m in a r  o n  S ta te  
P la n n in g  h e ld  a t  G u a n a ju a to , M e x ic o , in  M ay  1 9 8 0  a n d  o r ­

g a n iz e d  jo in t ly  by th e  M e x ic a n  C e n t r e  fo r  D e v e lo p m e n t 
'F r a in in g  (C E C A D E )  a n d  IL P E S .

A t th e  B r a s il ia  S e m in a r ,  s o m e  g e n e r a l  p r o b le m s  o f  
s u b n a tio n a l p la n n in g  w e re  d is cu s se d  a n d  th e  e x p e r ie n c e  a c ­
c u m u la te d  in  th is  f ie ld  b y  c e r ta in  c o u n tr ie s  w as re v iew e d .

S in c e  it is im p o s s ib le  to  p u b lish  a ll th e  d o c u m e n ts  p r e ­
s e n te d , th is  issu e  o n ly  in c lu d e s  a  few  o f  th e m , b u t fu tu r e  is ­

su e s  o f  th e  Boletín de Planificación w ill r e p r o d u c e  o th e r  p a ­
p e rs  w h ich , b e c a u s e  o f  th e ir  s u b je c ts , a r e  o f  in te r e s t  f o r  th e  

re s t  o f  th e  re g io n .

'T h e  a d d re s s  o f  th e  C a r ib b e a n  D o c u m e n ta t io n  
C e n t r e  is P .O . B o x  1 1 1 3 ,  P o r t  o f  S p a in , 'F r in id a d  a n d  T o ­

b a g o .


