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Laatin America on

the threshold of
the 1980s

Enrique V. Iglesias*

With the end of the 1970s at hand, by way of drawing
up a general balance the author sketches the main
teatures of Latin American development in the re-
cent past and notes the main challenges which the
region will have to face in the years to come. He
begins by recognizing that since the war, and
especially during the 19605 and the beginning of the
present decade, Latin America achieved vigorous
economic growth, but he stresses that this did not
succeed in solving some of the most serious social
problems, while it also brought with it a growing
internationalization of the economies of the region,
with a consequent increase in their external vul-
nerability. Furthermore, towards the middle of the
1970s there was a reversal of the expansive cycleas a
result of the flagging performance of the central
economies, the changes in the international prices of
some goods, especially oil, and the internal difficul-
ties faced by the national development patterns
themselves.

In the light of this situation, he holds that
redoubled efforts must be made to ensure that in
the coming years the countries move towards an
equitable, dynamic and independent form of de-
velopment. The achievement of these objectives
involves, in turn, the capacity to overcome three
fundamental challenges: improving the social irra-
diation of economic growth, speeding up its rate and
making it more independent.

After the presentation of this framework of
analysis, the major part of the paper is devoted to
consideration of the requisites imposed by these
objectives, the potentiality of the region for achiev-
ing them, and some of the most suitable strategies
for doing so. The article concludes with some
reflections in which the writer sums up his views
and stresses the need for a systematic reappraisal
of the ideas about the economic and social develop-
ment of the region in order to adapt them to a rapidly
changing context.

*Executive Secretary of CEPAL.

Introduction

As on other occasions, I should like to take this
opportunity to express some thoughts on the
economic and social situation of the region, in
the light of our observation of the many diverse
facets of Latin American reality.

This meeting is taking place at a special
moment in our history, as one decade draws
to a close and another dawns. These moments
of transition have a particular attraction in the
historical evolution of our societies, for they are
suitable occasions for exercises of introspec-
tion which enable us, as we look at the recent
past, to put forward some hypotheses concern-
ing the major problems and challanges which
will face us in the 1980s. An exercise of this
kind is particularly timely and necessary at a
moment when the governments of the region
must turn to the task of laying the foundations
of what is to be the international development
strategy for the forthcoming decade, to be
discussed by the United Nations General As-
sembly in 1980,

This kind of analysis, however, is inher-
ently fraught with difficulties, for obvious
reasons. In the first place, we are living today
under the sign of change and uncertainty in
all spheres. This is clearly visible in the
international economic situation and the
violent changes in the political, economic and
social settings which affect the very values on
which we believed that post-war civilization
was firmly based. These changes transcend
the confines of economics, and call into ques-
tion in various ways man’s present and con-
tinued existence on this planet.

Furthermore, the growing interdepen-
dence among the nations of the globe —another
sign of our times— means that no-one can
escape the effects of these changes, and our
region has certainly felt their impact especially
strongly. One thing is sure, namely that follow-
ing a period of extraordinary prosperity and
confidence in a stable future, which began
some thirty years ago, we have entered a
dangerous period in which feelings of inse-
curity and anxiety about the future prevail at
every level.

It is therefore a hazardous business to
venture on hypotheses about the probable
course of future events. All forecasts which



CEPAL REVIEW N.° 9/ December 1979

go beyond the short term may become quite
unrealistic very shortly after being formulated.

It is equally difficult to formulate hypothe-
ses about the future of Latin America, again
for a number of reasons. Perhaps the most
important of these is the course followed by
the world economy, which has such a direct
effect on the development of the countries of
the region. Equally important are the great
changes which have taken place in Latin
America in recent years. New political situa-
tions, new economic experiences and new so-
cial factors have emerged, revealing profound
changes which in many respects are often in
keeping with those which have occurred at
the world level.

This has meant that the common traits of
the region have been overlaid by increasingly
clear and unmitigated disparities between
some of our countries, stemming partly from
their varying geographic and demographic
size, their different economic and social struc-
tures, or the particular way in which they are
linked with the world economy. This explains
why, despite the common denominators, it is
more difficult now thatpreviously to general-
ize about the problems of the region. Always
risky, such generalizations have now become
more dangerous than ever,

Despite these obstacles, however, re-
flection about the immediate past and possible
future scenarios for the region as a whole is

particularly necessary and opportune. The
speed with which events are taking place in the
modern world often obliges us to give priority
to immediate problems. Thus, by force of
circumstance, there is a growing tendency at
all levels to focus on the short term, a tendency
which should be overcome from time to time,
however, in order to draw on the wealth of
regional experience for guidelines to orient
future action.

This, indeed, has been the role of CEPAL
over its many years of existence. We therefore
feel bound, on occasions such as this, to express
our thoughts to the governments of the region
— in all honesty, and fully aware of the limita-
tions of the undertaking— in order to let them
know our views on the fundamental problems
of the day and the great challenges of the
approaching decade.

It is in this spirit that I wish to make a
number of comments on three major areas of
concern:

—PFirstly, the main lessons to be learned
from the economic and social evolution of the
1970s.

—Secondly, the balance-sheet of the
achievements and shortcomings of the process
of change observed in the region in recent
decades.

—Lastly, what we consider to be the main
challenges of the near future.

I

The 1970s: culmination of a cycle, interruption
and advance towards the unknown

A. The turnaround of the 1970s

Anyone looking at the main feature of the world
economic situation in the 1970s must conclude
that the decade will be remembered for two
fundamental aspects: the culmination of a
cycle of unprecedented progress which began
in the 1950s, and the profound change of
direction in this trend which occurred in the
middle of the 1970s.

If, looking back, the period between 1970
and 1973/1974 represented the euphoric
culmination of the post-war cycle of expansion,
the succeeding years saw the interruption of
that process and the beginning of a stage of
substantial adjustments which are still continu-
ing, and whose complexity, intensity and dura-
tion make it impossible to discern as yet the
nature of the new stage which may take shape
after this interregnum.
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Some tend to view the 1973 rise in oil
prices as the decisive element in this uneven
evolution. However, it is important not to
exaggerate its importance, or to ignore other
significant factors, for in reality this rise in
prices was superimposed, in the central eco-
nomies, on a variety of monetary and financial
upheavals which date from the final years of
the previous decade, and which emerged
clearly in 1971.

Even at that time the embryonic symptoms
of “stagflation” had already been diagnosed,
and deep thought was being given to the
possible consequence of the policies designed
to remedy it by decreasing growth rates.! Thus
the “oil trauma” should be regarded more as
the spark which precipitated and aggravated
a worsening situation than as the sole or basic
cause of it.

The fact is that, for a complex set of
reasons, a significant break took place in a trend
of progress and economic growth which had
begun two and a half decades previously and
which had begun to seem indefinite.

If the problem is viewed from the stand-
point of our region, a similar evolution can be
identified in the economic field: the culmina-
tion of a dynamic cycle of growth in the product
at the beginning of the decade, followed by a
decline in the expansionary cycle in the second
half of the period.

The first essential element in the decline
in the region’s former buoyant trend was, of
course, the performance of the central eco-
nomies. The document presented to the
CEGAN meeting by CEPAL records with
startling clarity how growth in the region has
followed the ups and downs in the central
countries, and particularly the downward
tendency starting in 1974/1975 (see figure 1).

Notwithstanding slight differences in
trajectory, intensity and performance in spe-
cific cases —to which I shall refer below—
this parallelism confirms the long-standing
conception of the reflex character of the cycli-
cal movements at the periphery —a fact which

ISee, for example, CEPAL, Economic Survey of Latin
America, 1971 (United Nations publication: Sales N.¢
E.731I1.G.1).

we must not forget in our current discussions
on interdependence.

At the same time, one can also see with
clarity the impact of the realignment of inter-
national prices, and particularly the rise in
the price of petroleum. The latter has had very
different effects depending on the country in
question: so much so that it has necessitated a
systematic differentiation between countries
which export fuels and the remaining non-fuel-
exporting countries —the majority— which
have had to face up to different degress of
dependence on imports.

It is worth while emphasizing that the
serious problems of the latter have not led to
conflicts or animosity vis-@-vis the former, the
fundamental reason being that the affected
countries have not forgotten two very impor-
tant aspects of the matter.

Firstly, it is almost beyond doubt that no
other primary commodity —in this case non-
renewable— had suffered such a damaging
deterioration in its price in the post-war period.
In fact, as is demonstrated in a recent CEPAL
publication, the real price of petroleum
dropped by almost half between 1950/1951 and
1973, before it was readjusted.? This process
might well be regarded as a clear demonstra-
tion of the historical short-sightedness of the
traditional policy on raw materials and its
consequences. In that context the following
statement by the President of the European
Economic Community, Mr. Roy Jenkins, is
telling:

“For far too long the industrialized world
assumed that it had a divine right to indefinite
supplies of cheap energy. We finally seem to
be learning from our mistakes, although the
learning process is still too slow.”

Secondly, leaving aside possible reserva-
tions concerning the form of the price readjust-
ment and the use made of the increased
revenue, the affected countries could not but
appreciate the potential implications of joint

2See J. W. Mullen, World oil prices: prospects and
implications for energy policy-makers in Latin America’s
(l)g%céeficit countries. Cuadernos de la CEPAL, Santiago,

3Europe and the Developing World, speech delivered
to the Overseas Development Institute in London on 8
March 1979.
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action in favour of an adequate return for their
commodity exports.

Finally, it is also clear that the upsets of
the recent period are linked with the inherent
characteristics of national forms of develop-
ment and the policies adopted to deal with
them. Despite the favourable climate for
expansion which prevailed until 1973/1974 in
Latin America, one cannot forget that even then
many countries were encountering serious
difficulties and uncertainty concerning the
continuation of the process of transformations
in production and the form of that process,
especially as regards its social impact. Al-
though it had specific features in each country,
this situation was repeated both in the larger
economies and in the medium-sized and
smaller economies.

In this way the particular problems posed
by the international economic situation were
added to the specific problems of each country
and were either exacerbated or alleviated
depending on the countries’ degree of vul-
nerability and the capacity of national policies
to deal with them.

B. The pressures of the conjuncture: new
faces for old problems

The upheaval in the middle of the decade took
place against this background, and economic
policies had to face, in addition to the tradi-
tional challenges, the more pressing problems
arising from the international economic situa-
tion.

On the one hand, the countries most
affected by the situation were obliged to tackle
simultaneously problems on their external
accounts, the repercussions of inflation, and
their depressive consequences for production
activity, employment and income distribution.
The policies differed according to the coun-
tries, but all of them had to take dramatic steps,
combining and re-ordering their defensive
policies in very different ways. The three-way
choice between growth rates, external borrow-
ing and the degree of inflation was as frequent
as it was painful, and old problems reappeared
which the region thought it had overcome in
the euphoria of the beginning of the decade.

Secondly, the countries which benefited

from a rise in their foreign currency earnings
had to cope with the task of assimilating the
additional resources in such a way as to ensure
maximum impact on development and mini-
mum effect on inflation. Their position was
more favourable than that of the former, but it
undoubtedly put the tools of economic policy
to the test.

It whould be mistaken to liken this crisis
of the mid-1970s to previous crises, for two
reasons which, it seems to us, should be
underlined with particular emphasis in order
to describe the new situation correctly.

(a) The ‘international financial permis-
siveness’ which, as a result of the unpre-
cedent abundance of financial resources
arising from the oil surpluses and the crisis in
the industrial centres, made it possible to
moderate the effects of the payments imbal-
ances and postpone many of the costs of the
adjustment in international prices. Of course,
this also led to considerable borrowing, which
by the end of 1978 was estimated at about
US$ 100 billion for the region as a whole.

This financial permissiveness was a com-
pletely new factor in the historical experience
both of the region and of the world as a whole.
While in most cases the balance-of-payments
crisis did not have a dramatic impact on
internal development, it did make it necessary
to adjust growth rates and incur substantial
loans to which we shall refer again below.

( b) The region’s ‘new capacity to defend its
interests’, which manifested itself in many
ways. There is no doubt that vital importance
was assumed by the progress achieved in
previous decades in the broadening and diver-
sification of the structure of production: that is
to say, industrialization in its widest sense. In
this regard, and with reference to the coun-
tries which best managed to cope with the
setbacks produced by the economic situation,
a recent report submitted to the Group of 24
points out very correctly that:

“...Their capacity for adjustment was subs-
tantial because of earlier progress that they
had made towards the diversification of the
domestic economy in general and of the struc-
ture of exports in particular.”™

1UNDP/UNCTAD, The Balance of Payments Adjust-
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On the other hand, due recognition should
also be given to the high degree of maturity
and flexibility achieved by national economic
policies as a result of the greater experience
acquired in managing the economy at both the
public and private levels.

As a result, adjustment policies of greater
or lesser scope were introduced in the different
countries; a high rate of expansion of exports,
particularly non-traditional exports, was
maintained; and high levels were attained in
trade within Latin America, which functioned
as an anti-cyclical factor at a time of weakness
in international markets.

No less significant for the region was the
marked capacity to secure resources from pri-
vate financial markets and the continuation
of a high rate of direct foreign investment by
the transnational corporations, as is indicated
by recent secretariat studies.

The combination of plentiful external
financing and the improvement in the defence
capacity of the economies meant that although
in the majority of the Latin American countries
the growth rates of the product decreased,
they did not do so as much as might have been
expected in view of the crisis in the central
economies.

The cost that this implied in terms of
indebtedness has already been mentioned, but
it was certainly not the only one. In social
matters there were large-scale setbacks resul-
ting from the policies of readjustment and also
from the rate of inflation, which regained
momentum in many countries., Both these
types of costs had regressive effects on the
poorer sectors and on rates of investment.

C. The external factor conditioning the
immediate prospects: the evolution of the
central economies

It is clear from several points of view that the
immediate prospects of the regional situation
will be strongly influenced, in the case of the
great majority of the countries of the region,
by the behaviour of the international economy,
which in turn is basically determined by the

ment Process in Developing Countries: Report to the
Group of Twenty-four, New York, January 1979, p. 6.

behaviour of the central economies, i.e., by
the recovery of their growth rate and the
attainment of acceptable levels of price sta-
bility and equilibrium in their balance of
payments,

This is not the place to attempt to analyse
the significance and the projections of the
present weak level of activity of the indus-
trialized countries, on the subject of which
thousands of pages have been written in recent
years. It is, however, both necessary and
possible to highlight some aspects of vital
interest to our region and to the Third World
in general.

Some mistaken analogies have now been
dispelled, such as the attempt to characterize
the present crisis by evoking the Great Depres-
sion of the 1930s or the assumption made that
this crisis was yet another of the transient
upsets of the post-war period. Neither is the
case.

Instead, the predominant view is that a
deep-seated, difficult and lasting readjust-
ment is taking place at the level of the central
economies and the relations between them, on
the one hand, and their links with the rest of
the world on the other.

As far as the first element is concerned,
the contradictory features of this crisis
spawned by the economic system of the indus-
trial market economy countries are much in
evidence.

In addition to the elements which are
common to all crises —decline of private
investment, reduction of real rates of profits,
increase in unemployment, growth of idle
installed capacity— there are others such as
active and persistent inflation, which repre-
sents a notable contrast to the situations of
detlation typical of such conjunctures in the
past. The well-known scenario of “stagflation”
has created a dilemma which is too much for
the Keynesian therapies used to solve the
problem on other occasions and overwhelms
them completely: any effort to secure growth
through traditional policies appears to be frus-
trated by the activation of inflationary pres-
sures, while policies directed at reducing such
pressures tend to aggravate the slowing down
of production.

Although the disequilibria in the external



LATIN AMERICA ON THE THRESHOLD OF THE 1980s / Enricque V. Iglesias 13

accounts have played a substantial role in some
countries, it is equally true that the same dilem-
mas also occur in countries with surpluses, and
this contradictory situation constitutes another
of the seemingly insoluble problems raised by
the impotence of the policies so feverishly
sought or attempted.

What are the options available in the light
of the immediate prospects of the international
conjuncture?

Some main options —which are not neces-
sarily mutually exclusive in all aspects— may
be deduced from the variety of analyses and
opinions on the short- and medium-term pros-
pects of the present situation.

The first is that the situation of the last few
years will continue its precarious existence,
with recurring ups and downs in the priority
assigned to and the successes and failures
achieved in the reactivation of growth and the
control of inflation and external disequilibria.

The second is that the obstacles to the
more rapid growth of the production process
and of external trade and financial transactions
will get worse, opening the way for more
clearly restrictive policies and a situation at
least resembling that of a traditional or “clas-
sical” crisis.

The third possibility —and certainly the
most favourable— is that the present crisis will
culminate in a transition towards a more favour-
able scenario in which the central economies
will succeed in making the necessary structural
and institutional adjustments, and that this will
facilitate new forms of insertion in external
trade and better opportunities for the devel-
opment of the periphery.

This option reminds us of the lucid defi-
nition given by our fondly remembered master,
José Medina Echavarria, who said that in the
strict etymological sense a crisis should be
understood as a certain moment in the evolu-
tion of a system which shows sufficient signs of
fluctuation and upheaval to indicate a state of
transition, but which does not exclude either
the system’s strengthening and recovery or its
final breakdown and ruin.

Letus adopt the relatively optimistic hypo-
thesis that we are living in a period of readjust-
ments which will later evolve into a broader and
more favourable course for the world economy.

It seems reasonable to suppose that even
in such a case the transition will involve some
years of risks and sacrifices which will be very
different for countries of the periphery like
those of Latin America. These risks will
perhaps be more serious than those experi-
enced in the last part of the present decade, and
it is consequently essential to prepare for
tackling and overcoming them.

The first risk arises out of the continuing
situation of slow growth and persistent infla-
tion in the central countries. This stands in the
way of the necessary growth of our exports and
makes imports continually more expensive,
This general effect becomes worse in propor-
tion as the industrial countries resort to policies
which aim at the reduction of growth and trade
rather than their necessary expansion through
the structural adjustments required in their
domestic economies.

In this respect itis of interest to recall some
recent statements. At a meeting of the Group of
24 held in March this year, the communiqué
issued by the Ministers present expressed
dismay at the proliferation of trade restrictions
in the developed countries. Another forum
carrying considerable weight —the Interim
Committee of the Board of Governors on the
International Monetary System— announced
that since its last analysis of the world eco-
nomic situation in September 1978 there had
been some worsening of the prospects for
economic growth in the industrial countries,
increasing inflation, a slow rate of expansion in
international trade and a tendency in some
countries to resort to protectionist measures.

These developments in external condi-
tions are already being reflected in the eco-
nomies of the countries of the region, although
with notable differences between one country
and another: not only between the oil-export-
ing countries and the rest but also within each
group.

Thus, it can easily be seen that, despite the
efforts made, the deficits on current account
still stand at very high levels compared with
the beginning of the decade, while there has
been a continuous increase in the amounts of
indebtedness in respect of private credit,
which has constituted the bulk of the net inflow
of capital (see table 1).
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Table 1

LATIN AMERICA: BALANCE ON CURRENT ACCOUNT AND NET CAPITAL INFLOW
(Millions of dollars)

Balance on current account

Net capital inflow

1970 1975 1977  1978a 1970 19753 1977 1978
Latin America -3103 —14046 —10361 —14622 4660 15011 14694 21583
Oil-exporting
countries -272 2047 -2362 -5034 358 1041 2795 3 568
Non-oil-exporting
countries -2831 -16093 -7999 -9588 4302 13970 11899 18015

Source: CEPAL, on the basis of official data.

“Preliminary figures.

In global terms, the situation does not
appear alarming at this stage in the light of such
current relations as the ratio of payments of
interest and amortization on the external debt,
plus remittances of profits, to the value of
exports, but —exceptions apart— it is nonethe-
less true that there is good reason to be
concerned that these trends may continue.

The second risk lies in the fact that the
relatively abundant supply of external credit
cannot be considered a prop on which it will be
possible to rely indefinitely. This is so because
the high liquidity of the market and the easy
access to it are the result of exceptional condi-
tions which can hardly continue in the future,
quite apart from the fact that the terms and costs
of such credit are frequently not in keeping
with the requirements of development fi-
nancing.

This means that we must recognize that
the chances of continued use of international

-credit by the debtor countries necessarily
depend on their ability to rectify the basic
imbalances in their external accounts by taking
the positive approach of increasing and diver-
sifying their exports rather than severely res-
tricting their purchases abroad.

As is well known, this second option would

also harm the industrialized economies by
weakening or eliminating one of the factors
which have stimulated their shaky economic
growth in recent years: namely, the demand
stemming from their sales to the periphery.

The third risk, as we already noted, is the
impact of the present situation of the central
economies on the region’s growth rate and on
inflationary pressures.

While the region is today better able to
defend itself than in the past, it would face a
much more severe challenge if the restrictive
effects stemming from the central economies
were to continue for a protracted period.

The picture is even gloomier if one con-
siders the potential inflation. Although in 1977
and 1978 the rate of price increases declined in
comparison with the high levels of earlier
years, it is nevertheless true that inflation
continues to pose difficult problems of control
and management in a sizeable number of
countries which have considerable weight in
the regional total. The picture is therefore very
unfavourable as regards the objective of keep-
ing up the growth rate, and in addition it
involves sacrifices and social inequalities
which hinder the concerted determination
required to advance towards a solution.
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The great challenges of the coming decade

The basic question which emerges as we stand
on the threshold of a new decade is what major
challenges Latin America will face during the
next ten years.

It an adequate answer is to be given to this
question, the analysis of the main features of
the economic conjuncture in recent years is not
enough. A longer retrospective view is also
required, to enable us to make an appraisal of
the economic and social evolution of the region
in the context of a long-term historical pers-
pective.

This appraisal would lead to the following
main conclusions:

1. Since the war, and particularly during
the 1960s and the early years of the present
decade, the region as a whole —with excep-
tions which this is not the moment to anal-
yse— achieved vigorous development of its
forces of production.

This development was analysed in some
detail in previous presentations by the Exe-
cutive Secretariat, so that only its most es-
sential features need ‘to be summed up here.
These were, firstly, the sustained growth of the
Latin American economy, which meant that in
1975 the joint product of the region had
increased fivefold since 1950; secondly, the
growth and diversification of Latin American
exports, which continued even through the
recent recession in the world economy; and
lastly, the improvement of the capacity for
handling economic policy observable in the
Latin American countries, to which I referred,
earlier.

2. This definite substantial material pro-
gress, however, was not able to solve some of
Latin America’s most acute and serious social
problems. Moderization and progress, in fact,
only benefited certain strata of society. Others,
particularly the great masses, remained outside
this progress or only received its benefits
marginally. Owing to this basic feature of the
development style which tended to prevail in
the majority of the region’s economies, the
number of people affected by critical poverty

continued to be intolerably high, unemploy-
ment and particularly underemployment did
not decrease significantly, and some social
indicators improved only slowly or even show-
ed signs of deterioration.

The development of the last thirty years
was thus marked by a basic ambivalence. While
on the one hand it revealed the region’s
capacity for increasing its material output at a
fairly high rate, on the other it reflected a
flagrant inability to distribute fairly the results
of this more rapid material progress. It is this
essential ambivalence in the development
style which explains the contrast between the
optimistic conclusions which may be drawn
from the evolution of some conventional eco-
nomic indicators, such as those referring to the
growth rate of the product, exports or inter-
national reserves, and the sometimes discour-
aging conclusions arising out of certain social
indicators which show that in many countries
of the region acute problems of malnutrition,
poverty, illiteracy and underemployment con-
tinue to exist. In some cases their solution is
desperately slow, and in others it is even more
distressing to note that there has actually been
a worsening of the situation.

3. These features of internal economic
change were accompanied by an increasing
internationalization of the Latin American
economies which strengthened the links be-
tween their development processes and chan-
ges in the world economy.

The process of internationalization repre-
sented a new dynamic growth factor for certain
countries but also involved a new and perilous
vulnerability. The latter took shape with par-
ticular clarity when, in the middle of the
present decade, the great growth cycle of the
world economy which had begun early in the
1950s was interrupted and the trend towards a
liberalization of international trade was simul-
taneously paralysed. In recent years, as a result
of these closer links with the exterior, the rates
and forms of growth of the central countries
have become basic conditioning factors of the
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rate of internal development of many of our
economies,

The relative importance of the three basic
characteristics of Latin American development
which 1 have just mentioned has, of course,
varied greatly in the different countries of the
region. All the same, these three basic features
which sum up the achievements, shortcomings
and vulnerable points of the development
process in the last 30 years are repeated to some
extent in the experience of the great majority of
our economies and become evident when their
evolution is viewed from the perspective of the
last few years of this decade.

What we consider to be the three funda-
mental challenges which the countries of Latin
America will have to face in the next decade
thus emerge very clearly and can be expressed
in the form of three questions:

(1) Is it possible to improve the social
spread of the development style which pre-
dominates in the region?

(2) Is it possible also to maintain and if
possible speed up the rate of economic growth?

(3) Is it possible to design defence mecha-

nisms against the inestability and uncertainty
which characterize the present world scenario,
so0 as to reduce the effects of the new external
vulnerability of the Latin American devel-
opment process?

An affirmative answer to each of these
questions would mean that in the next decade
the region can indeed progress towards fair,
dynamic and autonomous development.

I should now like to go on to make some
brief remarks on the possibilities of and requi-
sites for achieving each of these three basic
objectives.

A. THE FIRST CHALLENGE AND
REQUIREMENT: BROADENING THE
SOCIAL IMPACT OF GROWTH

As I mentioned earlier, it is a widely accepted
factthat the dynamic growth of the region in the
post-war period bypassed, in relative or abso-
lute terms, a sizeable part of the population.

I do not intend to dwell on this topic, but I
think it is worth recalling that a recent CEPAL
study, covering six countries which account for

Table 2

ESTIMATES OF THE INCIDENCE OF EXTREME POVERTY IN SOME LATIN AMERICAN
COUNTRIES AROUND 1970°

Percentage of house-

Percentage of house-

Country holds below the holds below the
poverty line indigence line
Urban - Rural National Urban Rural National

Argentina 5 19 8 1 1 1
Brazil 35 73 49 15 42 25
Chile 12 25 17 3 11 6
Colombia 38 54 45 14 23 18
Costa Rica 15 30 24 5 7 6
Honduras 40 75 65 15 57 45
Mexico 20 49 34 6 18 12
Peru 28 68 50 8 39 25
Uruguay 10 4
Venezuela 20 36 25 6 19 10
Latin America 26 62 40 10 34 19

Source: Oscar Altimir, La dimension de la pobreza en América Latina, E/CEPAL/L.180, 1978, p. 81.
2The ten countries considered account for 84% of the population of Latin America.
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70% of the population and an equal proportion
of the gross product of Latin America, found
that in those countries per capita income rose
by 26% in the period 1960-1970, a figure which
is certainly satisfactory. Only 10% of this
growth, however, benefited those who were
below a given poverty line in 1960, while 60%
of it was absorbed by the richest 20% of the
population. Thus, in absolute terms the 40% of
the population who were poor in 1960 in-
creased their per capita income by only 20
dollars between then and 1970. Furthermore,
according to the latest available data, in 1970
about 40% of the Latin American population
suffered from extreme poverty and almost half
of these could be considered indigent. Al-
though the incidence of poverty varied enor-
mously from country to country, as may be seen
from table 2, this percentage means thatin 1970
the poor of the region numbered almost 110
million, of whom 54 million were indigent.

With all the limitations involved in making
a projection, and merely in order to be able to
visualize the urgency of the changes that must
be made in the forms of development which
have so far characterized Latin America, it may
be noted that if recent trends continue, by the
year 2000 the poor of our region will have
increased in absolute figures, although they
will represent a smaller proportion of the total
population. And what is more serious, the
income gap between rich and poor will have
increased alarmingly: a fact which runs counter
to basic moral principles, has no justification in
economics and constitutes an evident threat to
social coexistence,

The other fact of capital importance to
which I should like to refer is that unquestion-
ably most of the managing cadres —in gover-
ment, professional and intellectual circles, po-

litical parties and basic institutions suchs as

churches, the armed forces, trade unions and
business associations —agree on the urgent
need to tackle this specific problem with the
utmost priority. This implies that there are few
people who still believe that a dynamic growth
process will suffice for the problem to solve
itself.

Naturally enough, there are differences,
sometimes profound, in the diagnoses and re-
medies suggested or adopted, but this overall

consensus is certainly of fundamental impor-
tance, for the collective awakening to the prob-
lem is not only a new development but also the
prime and most essential condition for begin-
ning to solve it.

The nature of the challenge facing us is
certainly very complex, since without losing
sight of the growth objective, which I will dis-
cuss later, we must find a means of achieving
social justice; without renouncing the modern-
ization of society we must give preferential
treatment to the groups which have not yet ben-
efited from technological progress; and with-
out neglecting the excellence necessary in the
training of certain groups in our communities,
we must broaden and improve the system of
opportunities and rewards in such a way as to
secure the active involvement of large groups
in Latin American society who are still ex-
cluded from the decisions which directly affect
their living conditions.

1. The size of the social challenges

One factor closely linked with the situations of
critical poverty encountered in the region is
that of demographic trends. The projections
made by CELADE indicate that although there
will be a slight drop in the population growth
rate from 1980 onwards, in the remainder of
this century the Latin American population
will increase by 75% (see table 3). At the same
time, migration from the countryside to the
towns will continue, especially in the countries
where the percentage of the population living
in rural areas remains very high, and where the
incidence of critical poverty is greatest. All this
will increase the pressures on services and
physical space in the urban zones.

Furthermore, due to changes in the age
structure of the population, the proportion of
the total population represented by persons of
active age will increase, and this, combined
with higher rates of participation by women,
will generate an increase in the labour force
estimated at an annual average of nearly 3%,
with the total rising from 170 million in 1975 to
345 million at the end of the century.

A number of studies of the region show that
if the current style of development continues
unchanged, the growth rate needed to prevent
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Table 3

LATIN AMERICA: TOTAL POPULATION, BY COUNTRIES
(In thousands of inhabitants at mid-year)

1950 1978 2000
Latin America 160 271 344 168 601 247
Argentina 17 150 26 395 32 861
Bahamas 79 220 330
Barbados 211 249 285
Bolivia 2 703 5 285 9 299
Brazil 52 901 119 477 212 507
Chile 6 091 10732 14 934
Colombia 11 597 25614 42 441
Costa Rica 958 2111 3377
Cuba 5 858 9718 12717
Dominican Republic 2 361 5 653 9333
Ecuador 3307 7 543 14 596
El Salvador 1940 4 524 8708
Guatemala 2 962 6 839 12 739
Guyana 423 846 1256
Haiti 3097 5534 9 860
Honduras 1401 3439 6 978
Jamaica 1403 2115 2726
Mexico 26 606 65 421 132 244
Nicaragua 1109 2 559 5154
Panama 825 1 808 2 823
Paraguay 1371 2 888 5274
Peru 7 832 16 821 29 468
Suriname 215 461 904
Trinidad and Tobago 632 1041 1280
Uruguay 2194 2 886 3 448
Venezuela 5145 13 989 25 705

Source: CELADE, Boletin Demogrifico, Afio XII, N.¢ 23, Santiago, Chile, January 1979.

a rise in current unemployment levels would
be well above the rates achieved by most of
the countries of the region in recent decades
—rates which were actually the highest ever
recorded.

The rapid growth of the labour force
certainly represents an important challenge to
the capacity for job creation of the countries of
the region, and this challenge increases still
further if it is recalled that it will also be
necessary to increase the productivity and
incomes of those who are currently vegetating
in backward activities or are suffering from dif-
ferent forms of underemployment. In this latter
respect, the estimates of the International
Labour Office show that underemployment
affects nearly 30% of the labour force. In short,

the problem is not only one of reducing
unemployment but also of absorbing under-
employment so as to ensure opportunities for
productive and well-remunerated work for the
entire labour force.

As will be understood, however, there are
other social challenges which must urgently be
dealt with: education, for example. Frequent
reference is made to the major advances
achieve here, but the shortcomings which still
exist are overlooked.

It is a fact that considerable progress has
been made in increasing the access of the
population to the educational system. Between
1960 and 1975, the coverage of primary edu-
cation doubled in absolute terms, secondary
enrolment increased five-fold and enrolment
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in higher education increased more than six-
fold. It is also true, however, that despite the
substantial effort made, illiteracy in a consider-
able number of countries of the region was still
very high in 1970, while the average education-
al level of the labour force was still low and the
proportion of workers without schooling was
very high (see table 4). This last fact is par-
ticularly important since, as may be observed
from recent CEPAL studies, the great majority
of heads of households in situations of poverty
have three years of schooling or less. It may also
be noted that the incidence of poverty drops
drastically when the head of the household has
completed full primary education.

Table 4
LATIN AMERICA: EDUCATIONAL

INDICATORS OF THE LABOUR FORCE
AROUND 1970

Average level of
education of the

Proportion of the
economically active

Country economically active population without
population (years of schooling
schooling) (percentage)

Argentina 72 4.0
Brazil 3.1 36.0
Chile 5.8 8.2
Colombia 39 21.6
Costa Rica 4.8 10.8
Honduras 2.5 42.5
Mexico 3.5 27.1
Panama 5.2 17.1
Peru 4.5 19.3
Uruguay 3.7 4.9
Venezuela 3.6

Source: Data taken from the CEPAL/UNICEF project on
social stratification and mobility in Latin America,
1975,

The foregoing is a reflection of the fact that
the proportion of students who complete the
primary cycle in Latin America is still very low
although there are substantial differences be-
tween countries. A study of 18 countries shows
that around 1975 less than 50% of the students
who had enrolled in primary education 6 years
previously had completed the cycle, while
more than half the drop-outs were in the first
three years of schooling and thus ran a great

risk of becoming illiterates from lack of prac-
tice.

From another standpoint the tendency
towards a predominantly urban labour force
and the increasing numbers of persons grad-
vating from the educational systems mean
that new job-seekers come up against a labour
market which offers fewer opportunities than
are required at nearly all levels, and this creates
insecurity and frustration, both among young
people with little education and those who
have succeeded in completing their secondary
education. Indeed, in some countries this
situation is emerging even among graduates
from higher education, who are not succeeding
in finding jobs in keeping with their training
and aspirations.

2. Mission: possible!

Although these and other related facts give
some idea of the vast size of the tasks to be face,
I am convinced that these are not insuperable.

The economic growth of the region in
recent decades, the noteworthy progress in
technical knowledge, and the incorporation of
increasingly large numbers of professionals
trained in the management of public affairs
constitute a group of factors which, united with
a firm political will, may well remedy the social
inadequacies that cause us so much concern.
My optimism is thus not purely rhetorical.

Recent studies on the problem show that
the additional income which would have been
required around 1970 to bring the income of
the poor groups up to the estimated minimum
for covering the basic overall consumption
budget was equivalent to approximately 6% of
the total disposable income of Latin American
households or 12% of the disposable income of
the richest 10% of the population. From ano-
ther standpoint, it would have represented
about 22% of total public expenditure for the
region as a whole.

These values, of course, hide wide varia-
tions between countries, where the deficit
expressed as a proportion of total personal
income ranged from 0.6% to 20%, while as a
proportion of public expenditure it varied
between 3% and over 100%.

These relationships between the mag-
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nitude of the problem and the amount of
national income or total disposable household
income clearly shows that when a point has
been reached, as has happened in Latin Ameri-
ca, where average per capita income is four
times the figure corresponding to the poverty
line, the eradication of poverty appears as an
economically feasible task?

If the problem is examined from the stand-
point of some basic deficiencies, much the
same conclusions are reached.

{(a) It is estimated that between one-third
and two-fifths of the population of Latin Ameri-
ca suffer from nutritional deficiencies since
their calorie consumption is below the mini-
mum requirements laid down by specialized
international agencies. Taking as a reference
the cost of the basket of foodstuffs used to
determine the poverty line, it is estimated that
Latin America’s nutritional deficit represents
between 1 and 2.5% of the regional gross
product;

{b) As regards the educational deficit it is
estimated that the additional cost of providing
six years of primary schooling for the future
cohorts would amount to somewhere between
0.3 and 0.5% of the region’s gross domestic
product, while the additional expenditure re-
quired to finance an adequate health system
would absorb 1 to 1.5% of the regional gross
product;

(c) Finally, with respect to housing, it is
assumed that about 1% of the gross national
product would have to be transferred to the
poorest families in order for their expenditure
on housing to equal that of families whose
income is equal to the poverty line.

In short, to solve those deficits would
involve reassigning income amounting to be-
tween 3.3 and 5.5% of the regional total, which
does not seem too ambitious an objective.

Obviously, however, it is not a question
here of merely transferring income from one
destination to another, or from the rich to the
poor. After the financial transfer —and the
difficulties which by its very nature this invol-

5The per capita gross domestic product in 1970,
expressed in dollars at that year’s prices, was US$ 886 and
the estimated poverty line at that time was a little over
US$ 200.

ves— real and perhaps bigger and more com-
plex obstacles arise. The operation really re-
quires the transformation of some structural
profiles and, in the final analysis, of the mode of
operation of the economic, social and political
system. Only thus can the existing distribution
patterns be permanently altered in a context of
adequate productive dynamism which will
guarantee higher real incomes on a stable basis
for the poorer groups, without jeopardizing
economic growth to the point of frustrating the
income distribution attempt,

It is not surprising, therefore, that the
consideration of these problems should have
opened an active discussions on the nature of
the policies and expedients capable of ap-
preciably improving the distribution of the
fruits of technical progress and eradicating
situations of critical poverty.

3. Approaches to a redistribution strategy

In this discussion —which takes place today in
every kind of international forum — there
emerge three lines of action and thinking: one
deals basically with the problem of critical
poverty; a second enlarges on this concern and
extends it to the field of basic needs; and a third
integrates those objectives and subordinate
them to the formulation of a global strategy for
change, capable of modifying the original bases
of the situations of deficiency and inequality.
It is not possible to enter into a detailed
examination of these positions, all of which are
perfectly worthy of respect. Let us merely say
that from our own point of view we see no
absolute contradictions between them, but
only stages of a process which should integrate
them according to the material, social and
political conditions prevailing in each country.
We have no doubt that only a strategy
which alters the structural bases and mode of
operation of the global system can provide a
complete answer to the complex problem we
have before us. This does not mean, however,
that we cannot propose and pursue more
restricted and specific aims such as those
linked with the campaigns against poverty or
for the satisfaction of basic needs, which will
help the collective conscience to clarify and
mature, and provide concrete experience that
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will facilitate the attainment of more ambitious
goals.

Let us examine some features of these
three courses of action,

(a} The critical poverty approach

It will take time for the permanently favourable
effect of the radical changes which must be
introduced in the distribution patterns to be
felt by the poorest population groups. There-
fore, it is necessary to design specific policies
with a view to satisfying the most elementary
needs of poor families as efficiently as possible
and within the shortest possible time.

Nutrition, education, health, housing and
sanitary conditions are among the areas of
intervention in which experience in Latin
America has shown a greater or lesser degree of
success. Notwithstanding the efforts made,
these can be said to have been insufficient,
both because of the volume of resources assign-
ed to those aims and because of the relatively
limited proportion that has reached the extrem-
ely poor sectors. It is therefore necessary to
revise the criteria for assigning public re-
sources, especially in the social sectors, and
also to make a genuine effort to increase the
taxation of those groups which have reaped
most benefit from economic growth, with the
object of providing the resources required to
face the extreme poverty emergency.

Furthermore, the prevailing institutional
structure and bureaucratic and administrative
practices are not the most suitable to take care
of the poor population. This is because the
decisions adopted in the social sectors are
generally poorly co-ordinated and the “target
groups’ are not clearly defined. As regards the
bureaucratic and administrative aspects, com-
pliance with the rules and regulations calls for
educational and other conditions which are not
easily fulfilled by the population ultimately
meant to be favoured.

These assistance-oriented policies, even if
their coverage increases and their implementa-
tion improves, are not of course the solution to
the poverty problem but merely help to palliate
its most degrading features. The objective of
overcoming extreme poverty is therefore mere-

ly the first stage of a development strategy
aimed at achieving greater social equality.

(b) The basic needs approach

A second approach, which diftfers from the first
because of its broader objectives, the means
that have to be utilized and its dynamic con-
cept, consists of the satisfaction of basic human
needs. These do not refer only to the deficien-
cies found in extreme poverty, measured in
absolute terms; but to corrective measures
which, including that minimum stage, permit
self-sustaining development through the crea-
tion of productive employment and levels of
income which permit the persons concerned to
be integrated in the economic, social and
political life of their national societies. In other
words, besides satisfying certain minimum
material needs the aim is to cover needs which,
although not of a material kind, constitute
essential elements of a society providing great-
er participation, equality and solidarity.

A first problem which arises in the satisfac-
tion of basic needs is the choice of a criterion for
defining them. Obviously, no universally valid
prescription can be given, but the criteria must
be determined according to the conditions
prevailing in each country and even within the
national frontiers some of those needs will vary
from one region to another. This determination
depends on the sovereignty criterion of each
country, a fact which must be made perfectly
clear.

Once a criterion for identifying the basic
needs to be satisfied and the groups to be
favoured has been adopted by the political
authorities, the strategy should specify the
direct and indirect means for attaining the
objectives. In this stage it is especially im-
portant to make sure that the policies designed
to increase the income of the poor are not
counteracted by arise in the prices of the goods
and services they consume, or that the produc-
tivity increments are not reflected merely in
monetary income. What is really needed is for
the increased purchasing power in the hands of
the poor to be converted into greater per-
manent well-being based on changes in the
magnitude and structure of supply.

In view of the limited resources of the
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Latin American countries, the satisfaction of
basic needs should be compatible with other
objectives, such as the need for sustained
growth, the diversification of the production
system, less external dependence in terms of
both products and markets, the maintenance of
certain basic equilibria and the legitimate
consumer aspirations of the middle income
groups.

(¢) The integral change approach

The foregoing approaches necessarily lead to a
third stage, which consists of their incorpora-
tion in a global development strategy aimed at
eliminating contradictions between objectives
and making the policies consistent with one
another.

The approaches based on the two primary
objectives of eradicating poverty and satisfying
basic needs must be integrated, in the dynamic
and structural change approach, in a strategy
which will simultaneously achieve the capital
formation required to sustain the expansion of
productive capacity. Experience shows that the
spontaneous action of market forces tends to
reproduce the inequalities of the existing dis-
tribution pattern and, of course, fails to assign
the resources to the production of goods and
services consumed by the poorest groups be-
cause of the small percentage of income they
manage to obtain. Moreover, in many cases,
private investment does not respond as quickly
as it should to purely economic incentives.

These considerations justify more active
participation by the State, both in fulfilling the
redistribution objectives and in achieving the
level of accumulation and structure of invest-
ment suited to the growth objectives and the
reorientation of the production structure. This
in no way implies ignoring the important role of
the market: it merely points to the need to
recognize that the State fulfils an irreplaceable
function in a strategy which assigns priority to
the eradication of poverty and the satisfaction
of basic needs.

It is an empirically proven fact that the
great social inequalities are linked with the
structural heterogeneity of the productive sys-
tems, that is to say, the co-existence of big
informal or traditional sectors, where technical

progress has not yet arrived, with modemn
activities in which advanced technologies are
used. Therefore, ifit is desired to compatibilize
growth with a reduction of the existing inequa-
lities, the expansion of the modern sectors
should be such as to sustain a growing demand
for employment, and a proportion of its sur-
pluses should be used to help to raise produc-
tivity in the backward and informal activities.
Let us recapitulate, then: the greatest
challenge facing the governments of the region
is the need to assign preferential and im-
mediate attention to the most seriously afflict-
ed groups; to promote the creation of employ-
ment in order to make full use of the labour
force at sufficient levels of remuneration to
satisfy its basic needs; and to incorporate the
marginalized sectors in the production process,
mainly through the proper generation and
channelling of investment resources.

B. THE SECOND CHALLENGE AND
REQUIREMENT: TO ACCELERATE
THE ECONOMIC GROWTH RATE

1. The economic growth imperative

The more equitable distribution of the fruits of
progress and the eradication of critical poverty
in a historically short time are, then, in our
view, basic objectives of Latin America’s de-
velopment policy. Clearly, however, in order to
achieve them the region will require not only to
raise its modest rate of economic growth of the
past four years, but systematically attain a very
high rate of expansion.

Please understand me. To propose this
does not, of course, mean to subscribe to the
ingenuous theory that the evident situations of
lack or inequality prevailing in the region will
right themselves with economic growth. Very
much to the contrary. As CEPAL has always
maintained, to grow is important, but growth is
not enough. No less important, in fact, is how to
grow and for whom. We have therefore repeat-
edly advocated that in order to attain genuine
and fair economic growth in Latin America it is
indispensable that not a few of the styles of
development prevailing in most countries of
the region should be changed.
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To accept this by no means implies, how-
ever, underestimating the prime significance
of the rapid and steady expansion of the
production base of the economy, nor over-
looking the decisive contribution it can make
towards a development strategy aimed at im-
proving the well-being and the employment
opportunities and progress of the traditionally
underprivileged groups.

From this point of view, the rapid and
sustained growth of the economy is essential in
order, first, to provide productive well-paid
employment for the huge contingents annually
joining the labour force and, secondly, to raise
the productivity and income of the consider-
able proportion of the labour force which is
currently affected by the various forms of
under-employment. The achievement of these
two objectives constitutes, as is well known,
one of the most fundamental conditions of any
policy aimed at satisfying the basic needs of the
population and permanently ensuring a more
equitable distribution of income. But, as we
have said, in the remainder of the century the
region’s labour force will increase very rapidly,
and at present about 30% of it suffers the effects
of under-employment. Consequently, in order
to satisfy the minimum but essential require-
ments of providing productive well paid em-
ployment for the whole labour force, the eco-
nomy will necessarily have to expand at a very
high rate.

The need for intensive and sustained
economic growth is also evident if the implica-
tions of a redistributive policy are analysed
from the angle of the real production structure.
A more equitable distribution of income would
lead to substantial changes in the composition
of domestic demand in favour of essential
goods, and in order that the prices of these
goods should not rise out of all proportion
—thus largely cancelling out the effects of
redistribution of monetary income— it would
be necessary to increase their production signi-
ficantly and continuously.

Moreover, in order really and effectively to
improve the living levels and productive capa-
city of the poorest sectors, it would be impera-
tive to increase education, health, recreation
and housing services also to a marked extent.
All this would in itself create important pres-

sures on the production system. Added to them
would be the pressures generated by increased
demand for these goods and services and also
by the demand for other less essential goods
and services from the middle-income groups,
whose importance and growing significance in
the majority of the countries of the region
should not be overlooked.

In these circumstances, the maintenance
of a high rate of economic growth is also
indispensable in order to cover effectively,
permanently and simultaneously the basic
needs of the hitherto underprivileged groups,
and the needs deriving from the legitimate
aspirations of the middle-income sectors.

Finally, continuous and rapid expansion of
the economy would help to increase the polit-
ical viability of a development strategy aimed
at eradicating extreme poverty and improving
the distribution of income. These objectives,
by definition, imply that the more unfavour-
able is the initial situation of the various
groups, the more rapidly their levels of income
and consumption must grow. In a static econo-
my or one which grows only slowly, such a
relative differentiation in the growth rate of the
income of the various sectors would require an
absolute decrease in the income of the richest
groups, which would certainly contribute to
their opposition to the redistribution program-
me. This political obstacle would, in contrast,
be much less of a hindrance in a society in
which global production expanded steadily
and rapidly. In that event, the relative differ-
ence in the rates of increase in income of the
various groups would be compatible with the
increase in the absolute amount of income in all
sectors, including the richest, and therefore the
political viability of the redistribution strategy
would be greater.

Accordingly, whether redistribution is
analysed from the angle of its employment
requirements, or of the changes it assumes in
the real structure of production, or its political
determinants, the achievement of a high and
persistent rate of growth is an indispensable
although insufficient requisite of a programme
aimed at eradicating extreme poverty and
distributing the benefits of general economic

‘progress on a more equitable basis.
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2. Possibility of growth: the region’s potential

The rapid summary I have made of some of the
main reasons why the accelerated expansion of
the economy constitutes an essential com-
ponent of a redistributive strategy in the Latin
American context naturally leads to the ques-
tion of whether such accelerated economic
growth is possible in the region.

As recent experience has clearly shown,
the answer to that question partly depends on
factors which are external to the region and are
mainly linked with the evolution of the central
economies, the policies they adopt (particular-
ly in connexion with trade), and the progress
made by the world community towards estab-
lishing a new international economic order
which will be fairer and more favourable to the
development of the economies of the Third
World. Furthermore, any answer to this ques-
tion would have different meanings for the
various countries of the region, whose growth
possibilities and prospects are, of course, very
different.

Be that as it may -—and taking these
limitations into account— I consider that the
answer to this fundamental question is essen-
tially affirmative. In my opinion, a rapid and
sustained process of economic growth is not
only necessary in Latin America but is also
possible.

This view —one of hopetul but realistic
optimism— is based fundamentally on the re-
gion’s vast potentialities and on the evident
—though still insufficient— progress made
recently in utilizing them more fully than in the
past.

This vast potential —whose full realization
constitutes one of the great challenges which
Latin America will have to face in the remaind-
er of the century— is based on four fundamen-
tal factors: the region’s natural resources base,
the magnitude and skill of its human resources,
its capital goods production potential, and the
size of the market.

Let us briefly recall some basic data on
each of these factors and formulate, also very
briefly, some considerations on their signifi-
cance for the attainment of an accelerated
growth rate.

{(a) The natural resource base

It is common knowledge that in the last few
years, particularly since the historic oil price
adjustment at the end of 1973, there has been
an evident and fully justified revaluation of the
role of natural resources in the development
process. This has led to the rediscovery of the
obvious principle —often forgotten in the
recent past— that the availability of a broad and
varied natural resources base constitutes a
condition which, while not in itself guarantee-
ing the attainment of a high rate of growth,
greatly facilitates this task to the extent that it is
accompanied by policies leading to the rational
utilization of such resources.

From this viewpoint, and if consideration
is given to the region as a whole, Latin America
is obviously in a privileged position. As distinct
from other areas of the Third World and the
majority of the industrialized countries, Latin
America possesses a realtive abundance of
arable land and some countries of the region
still have unexploited agricultural potential.
Thus, according to preliminary calculations, it
is estimated that the potentially cultivable area
for the whole of Latin America is close to 575
million hectares, of which only some 170
million are cultivated at present. Naturally,
these figures are subject to a wide margin of
error and it would be a mistake to conclude
from them that the cultivated area can expand
rapidly and easily within the short term. Clear-
ly, however, the existence of a considerable
area which can gradually be incorporated in the
land under cultivation is a relatively exception-
al possibility in the world context, and its
economic significance should not be under-
estimated.

Latin America also possesses a broad and
varied base of mineral resources. Although it
must be borne in mind that there are huge areas
of the region whose mining potential has not
yet been explored by means of modern techni-
ques, the known reserves of some minerals are
impressive. Thus, for example, Latin America’s
reserves of copper represent one-third of the
world total, those of bauxite more than one-
quarter, and those of iron one-fifth. At the
present rate of production, the known reserves
of iron are expected to last 225 years, those of
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bauxite nearly 200 years, those of copper one
century, and those of nickel over 80 years (see
table 5).

Moreover, in the last few years Latin
America’s position has improved dramatically
as regards petroleum and gas reserves and the
region also possesses an enormous hydroelec-
tric potential. Suffice it to recall that this
hydroelectric potential is one-third greater
than that of the Soviet Union, it is more than
double the combined potential of the United
States and Canada, and it is four times the total
potential of Europe. No less important, not
more than 15% of the potential is utilized at
present and there are therefore great develop-
ment possibilities in this field too.

(b) The new labour force

The availability of abundant and diversified
natural resources is undoubtedly a propitious
factor for achieving rapid and stable economic
growth. It is not less evident, however, that the
realization of the development potential impli-
cit in that natural resources base depends on
the simultaneous existence of other factors,
particularly the work aptitudes, skills and
vocation of the population and its savings.

If we consider the world scene, we will

find that among the countries which have
reached satisfactory levels of economic devel-
opment there are some which have possessed
rich and varied natural resources, and others
which, on the contrary, have had a somewhat
modest and undiversified base of primary
resources. All of them, however, whatever their
politico-institutional régime, have had one
fundamental feature in common, and that is
that the prolonged process of economic expan-
sion and continuous increase in productivity
has been preceded, or at least accompanied, by
a substantial rise in educational levels and,
above all, by a genuine universalization of
basic education.

From this standpoint, there is still much to
be done in the countries of Latin America. On
the other hand, it would be neither fair nor
realistic to ignore the progress achieved in this
field. These advances —imperceptible per-
haps if viewed within a short-term perspective
and more marked in some countries than in
others— have transformed and substantially
improved the structure of skills of the Latin
American population.

As a result of this progress the labour
force of the region is now radically different
from that which existed, for example, barely a

Table 5

LATIN AMERICA: RESERVES OF MAIN MINERALS

Latin American Latin America’s Annual (4) = (1)/(3)

reserves share in world production Duration of
Minerals (millions total in 1977 reserves®

of tons) (percentages) (thousands (years)

of tons)

Bauxite 4 360 000 26.0 22 082 197
Copper 150 000 33.0 1494 100
Tin 1 597 16.0 40 40
Iron 19 800 000 20.0 87 834 225
Nickel 5 500 9.0 67 82
Lead 12 000 70 440 27
Zinc 14 000 9.0 936 15

Source: Mineral Facts and Problems: Metal Statistics 1967-1977. Metallgesellschaft Aktiengesellschatft.

Frankfurt am Main, 1978.
aAt the 1977 rate of production.
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generation ago. Thus, it includes —to mention
only a few striking instances— a much higher
proportion of specialized workers employed in
a modern and far more extensive and diver-
sified urban sector and such specialized person-
nel is beginning to be found too in the more
developed strata of commercial agriculture.
This new style labour force also includes the
new entrepreneurs, who are more dynamic and
innovating than their predecessors and are in-
creasingly often found in manufacturing, agri-
culture, mining, construction, basic services,
commerce and financial activities. It also in-
cludes new professionals and technical cadres
whose influence is increasingly evident in
public administration and the management of
State enterprises.

It was largely due to this multifaceted
transformation of the region’s human resources
that Latin America was able significantly to
raise its growth rate in the decade prior to the
start of the world recession, so that, in spite of
the recession’s negative effects and the grow-
ing protectionism of the industrialized coun-
tries, the region continued to expand and di-
versify its exports and increase its competitive
capacity on the world markets.

Recognition of these positive facts should
not, of course, course us to adopt a passive and
complacent attitude. On the contrary, it should
lead us to emphasize the priority which ought
to be assigned to measures for improving
the skills and, especially, the versatility of the
labour force, which are characteristics that —in
a dynamic world subject to sharp changes—
are perhaps the most essential conditions that
must be satisfied in order to achieve rapid and
persistent economic growth.

(¢) Capital goods production potential

This qualitative transformation of the labour
force has been accompanied by a continuous
rise in the investment coefficient. This grew
slowly but steadily from 18% in 1950 to 20% in
1960, to a little less than 22% in 1970, and
much more rapidly thus far in the present
decade, to a level around 26% in the last few
years.

Two of the main results of this investment
process have been, first, the growth and diver-

sification of the manufacturing sector and, sec-
ondly, the equally considerable expansion and
diversification of the store of capital. Thanks to
this, Latin America’s present capacity to pro-
duce its own equipment, machinery and inputs
of basic importance for capital formation is
much greater than in the past.

Thus, for example, the steel industry
—which is generally taken as a symbol of that
capacity and which undoubtedly constitutes a
fundamental component of any reasonably self-
sufficient industrial system— produced 23.5
million tons of steel in 1978, which is 80% more
than in 1970 and five times the 1960 output.

In its turn, the production of cement —a
product which may in some degree be consid-
ered as an indicator of the capacity to make a
broad range of infrastructural investments—
was also 80% higher in 1978 than in 1970,
which indicates that, as has been happening
regularly since 1950, it will also double during
this decade.

The increase in the generation of electric
energy —another key factor of the capacity to
support growth and structural change in the
economy— has been even greater. After in-
creasing fivefold between 1950 and 1970, it
has continued to expand at a very high rate so
far in this decade, to the point where by 1978
it has already almost doubled the figure for
1970.

Lastly, the metal manufactures and ma-
chinery industry —which has decisive signifi-
cance in the manufacture of machinery and
equipment— expanded its production at an
annual rate of about 10% between 1950 and
1970, and its growth was even more rapid in
the first half of the present decade. As a result,
its production in 1975 was 1,000% higher than
in 1950 (see table 6).

For a better appreciation of the strategic
significance of these figures it is useful to
compare them with those for some of the indus-
trial systems developed not too many years
ago. Thus, if consideration is given to the group
composed of the Federal Republic of Germany,
France and Italy in 1960, that is, when these
three economies, following their recovery from
the ravages of war, had almost completed a
decade of rapid growth and constituted one of
the most important industrial nuclei in the
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Table 6
LATIN AMERICA: EVOLUTION OF SOME MACROECONOMIC VARIABLES
AND SELECTED INDUSTRIAL PRODUCTS
Physical volume Annual growth rates
1950 1960 1970  1978* 1950- 1960- 1970- 1950-
1960 1970 1975 1975
Gross domestic
product® 489 805 137.1 2125 51 5.7 6.4 5.5
Manufacturing
product? 93 173 336 579 6.5 6.9 7.2 6.8
Production
Steel ingots
(millions of tons) 14 4.8 13.0 235 133 10.6 6.8 10.9
Cement
{millions of tons) 7.3 16.5 32.1 57.7 8.6 6.8 7.6 7.7
Metal manufactures
and machinery¢
(1970 = 100) 16.0 41.0 100,0 173.04 9.9 9.3 11.6 10.0
Electrical energy
(billions of kWh) 27.0 67.6 1476 2717 9.6 8.1 84 8.8

4Preliminary figures.

bBillions of dollars at 1970 prices at factor cost, using the import exchange rate. Not including Cuba or the English-

speaking Caribbean countries.
¢Excluding basic metal industries.
d1975.

world, it will be noted that Latin America’s
electric energy generation in 1978 was 15%
greater than that echieved by those three
economies in 1960, and that Latin America’s
cement production in 1978 also exceeded the
output of that group of countries in 1960.
Moreover, Latin America’s output of cement,
electric energy and steel in 1978 was 150, 135
and 9% higher, respectively, than that achieved
in 1960 by Japan, which was already by that
year another of the most important and dy-
namic industrial systems in the world. Finally,
the region’s cement production in 1978 was
about 30% higher than that of the Soviet Union
in 1960, while its electric energy generation
was only 7% less.

It seems clear, therefore, that thanks in
particular to the development of the region’s
manufacturing sector in the past quarter of a
century, Latin America has today a relatively
broad and diversified industrial base which
ensures at least one of the conditions for a

more accelerated and autonomous process of
capital formation.

(d} Size of the market

It is a well-known fact that the existence of
broad and homogeneous markets constitutes a
favourable condition for growth. They enable
economies of scale to be fully utilized, with a
resulting reduction in production costs: a fact
which is of decisive importance in the present-
day scene and which has undoubtedly con-
stituted the basic economic reason underlying
the regional integration systems in various
parts of the world.

From this standpoint, too, taking the re-
gion as a whole, Latin America’s situation and
prospects are most interesting, Thus, in 1978
Latin America’s total gross domestic product
was equal to over 80% of the combined product
of the Federal Republic of Germany, France
and Italy in 1960, it was only slightly lower than
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the product obtained that year by the Soviet
Union, and it was three times Japan’s total
product in 1960.

Furthermore, if from this year to 1990 the
region were to grow at an average annual rate
of 7.4% ——a rate which is only slightly over that
actually obtained in the period 1970-1974 —
Latin America’s total product in 1990 would be
20% higher that the combined product of the
Federal Republic of Germany, France and
Italy in 1970, 10% higher than that of the Soviet
Union for that year, and 150% higher than
Japan’s 1970 product.

It is true that these figures relate to Latin
America as a whole, which unfortunately is far
from being a unified market today. However,
they have a dual and far-reaching significance.

On the one hand, they provide a first
indication of the actual benefits obtainable in
the medium term if the countries of the region
were to progress decisively towards closer
economic integration. In that case, the consid-
erable size of the regional market would make
possible the installation in Latin America of
plants which, for technological reasons, re-
quire a very high production volume in order
for the goods produced by them to be able to
compete on the domestic market with those
imported from outside the area, given a reason-
able and gradually decreasing degree of pro-
tection.

On the other hand, the figures given on the
size of the regional market also serve to provide
an idea of the much greater bargaining power
our countries would have on the international
scene if, instead of acting independently, they
adopted a joint, or at least a co-ordinated, stand.

3. Four requirements for a growth strategy

As we have seen, the growth potential of Latin
America is considerable, for the region pos-
sesses abundant and varied natural resources,
has a labour force with far better qualifications
than before, has succeeded in establishing an
industrial sector of some size, and taken togeth-
er constitutes a market of sizeable dimensions.

This potential, however, does not of itself
guarantee that Latin America will in the future
actually arrive at a high and sustained rate of
growth. To achieve this it must conceive and

apply a coherent set of policies which will also
enable it to secure a fairer distribution of the
fruits of this growth and a greater degree of
autonomy.

It would naturally be impossible to sum
up here the essential characteristics of a devel-
opment strategy which would pursue these
objectives. Obviously, they would also vary
very much in the different countries of the
region and would have to take into account the
different political situations of each of them.

For these reasons I only wish to mention
what, in my opinion, are the important require-
ments for progressing towards and achieving
the above-mentioned objectives. [ would, how-
ever, stress that they do not in any way con-
stitute an exhaustive list, and I am also fully
aware that they have very different relative
importance in the different economies of the
region.

(a) Increasing domestic savings

A first condition for achieving rapid, equitable
and autonomous development is to increase
domestic savings. Although in the recent past
numerous Latin American countries have in-
creased their savings coefficients, these will
have to be much larger in the future in order
simultaneously to boost the growth rate and
reach a state of relatively less dependence on
external financing.

It will not be easy, of course, to comply
with this requirement, for as I already said, if it
is really desired to progress in the fields of the
redistribution of income and the eradication
of extreme poverty it will be necessary to
allocate far more resources than in the past to
the production of basic consumer goods and
essential services such as education and health.
In order to enable domestic savings to be
increased at the same time, it will be necessary
to cut down the rate of growth of luxury con-
sumption, improve the institutional machinery
and incentives which promote private savings
and increase public sector savings. This latter
will in turn require an increase in taxation, the
elimination or at least the reduction of non-
essential fiscal spending and the efficient
management of State enterprises.
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(b} The expansion of exports

A second basic requisite for achieving the
proposed objectives is to increase the growth
rate of exports. It is particularly important to
fulfil this condition if faster and continuing
economic growth is to be achieved in the rela-
tively smaller countries, for their exports ac-
count for a fairly high percentage of final
demand and their export growth rate therefore
has a greater direct impact on the growth of
production. Moreover, generally speaking the
natural resources of the relatively small coun-
tries are less extensive and diversified, while
they also have a smaller and less varied indus-
trial base than the larger Latin American
economies. In view of these two circumstances,
the possibility of speeding up growth depends
heavily on their capacity to import a substan-
tial variety of raw materials, intermediate in-
puts, consumer goods and particularly machin-
ery and equipment, and this capacity to import
basically depends in the final analysis on their
volume of exports. In these countries the export
sector thus constitutes the activity which so to
speak “produces” a large proportion of the
capital goods they need, and for this reason the
continuing and rapid growth of exports is an
indispensable condition for being able to trans-
form plans for domestic savings into real invest-
ment.

Although it is less direct, the influence of
the rate of growth of exports on the overall
growth rate of the economy is also very impor-
tant in the largest and most developed eco-
nomies of the area. The import coefficients of
these countries are generally very low, and in
the majority of cases the structure of imports
includes only a small proportion of non-es-
sential goods. Consequently —except for rela-
tively brief periods— the growth rate of the
economy tends to be limited by the rate at
which the volume of imports increases, and
this rate in turn depends on the speed at which
exports increase. This last relationship may
not, of course, apply in the short-term and even
over longer periods if the net income from
loans and investment makes it possible to
finance imports whose value exceeds that of
exports during the period. This imbalance
between external sales and purchases, how-

ever, can only be maintained at the cost of a
growing external debt, whose adverse effect
on the degree of autonomy of development is
self-evident and the servicing costs of which
eventually make it essential to reverse the
disequilibrium-in external trade, so that finally
the global rate of economic growth is once
again conditioned by the rate of growth of
exports: hence the fundamental importance of
rapid and continuous growth of exports for
these economies.

(¢) Rural development and the growth of
agricultural production

The modernization of the rural sector and the
sustained growth of agricultural production
and productivity constitute a third basic com-
ponent of a strategy aimed at rapid, equitable
and autonomous development.

In the first place, rural development is
indispensable in order to achieve a fairer
distribution of social income, for in the majority
of our countries the most tlagrant gap is not
that between the incomes of the capitalists
and the workers in the modern urban sector,
but that existing between the levels of living
of the urban workers and those who live and
work in rural areas. Not only is this inequality
expressed in the different average incomes
received by the inhabitants of urban and rural
areas but it is reflected in a particularly clear
and dramatic manner in the health, education
and housing indicators, and in the fact that the
rural population includes an extremely large
proportion of the total number of families af-
fected by extreme poverty.

This basic gap between urban and rural
levels of living is, of course, a product of nu-
merous factors, some of which, like the very
unequal distribution of agricultural property
existing in many countries of the region, are
structural features of the rural economy itself.
To a large extent, this is also the result of the
effects of economic policies which in practice
have penalized the enterprises and workers of
the agricultural sector. It is a fact that in not a
tew cases exchange, tariff and price policies
have resulted in this sector receiving artifici-
ally low prices for its products while it has had
to pay excessively high prices for its inputs and
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for manufactures in general. It is also true that
the agricultural sector, and particularly the
smallest farmers, have received a very small
fraction of the total credit available. And lastly,
. it is also a tact that fiscal expenditure on educa-
tion, health, housing, public works, training
and technical assistance have benefited the
inhabitants of the cities to a disproportionate
extent, to the relative disadvantage of the rural
population. It is theretore essential to rectify
these discriminatory policies if the incomes of
the rural population are to be improved and ifa
fairer distribution of national income is to be
generated. Measures of this kind, aimed at
striking a better balance between urban and
rural levels of living, should be supplemented
by activities which, like those aimed at chang-
ing the distribution of agricultural property
and raising the organizational levels of the
rural workers, contribute to generating a fairer
distribution of income within the agricultural
sector itself.

The measures aimed at correcting exam-
ples of discrimination against the agricultural
sector and the rural population, however,
would not only be positive in that they would
contribute to the establishment of a fairer
distribution of national income, but would also
be of value in that they would help to increase
the profitability of investment in agriculture
and augment the productivity of the rural
labour force, thus also promoting more rapid
growth of agricultural production and conse-
quently helping to achieve more rapid overall
economic growth.

This contribution would be particularly
significant in the many countries of the region
where the agricultural sector still generates
the largest share of the total domestic product
and where its growth rate is in the final analy-
sis decisive in determining the speed at which
the economy grows as a whole,

In many of our economies the agricultural
sector also generates the greater part of total
exports, and we have already seen the funda-
mental influence that the growth of exports has
on the overall economic growth rate. Lastly,
increasing agricultural production is important
because the rate at which the supply of food
increases depends on it to a large extent, and
this in turn is one of the main conditioning

factors both for the level of real wages and the
stability of price levels.

(d) Need to secure a minimum of stability in
price levels

Finally, I consider that another condition for
rapid and above all continuing economic
growth is to maintain at least a minimum of
stability in price levels. Naturally, in the
present circumstances, when the economies
of the region have been obliged year after year
to face up to strong external inflationary pres-
sures, largely originating in the continuous
rises in price levels in the industrialized coun-
tries, this minimum stability cannot be inter-
preted in absolute terms.

In the light of Latin American experience,
however, it is also evident that inflationary
processes of any substantial intensity are es-
sentially incompatible with the maintenance of
a high and sustained rate of economic growth.
These inflationary processes may perhaps
stimulate the apparatus of production during
short periods and with apparent ease, but after
a short time this spurt in growth initially gen-
erated by inflation tends to fade out, while the
price increases simultaneously reach unac-
ceptable levels. The need to apply policies
aimed at easing inflation then becomes un-
avoidable, and as is evident from several in-
stances of regional experience, the stabiliza-
tion policies applied for this purpose tend to
depress the rate of economic growth for several
years and even cause considerable drops in the
level of overall production and particularly in
investment. Finally, when the cycle comes
full circle and inflation is reduced to more
normal levels, the average rate of growth
achieved during the period is seen to be very
low and the accumulation of production capital
minimal, thus adversely affecting the possi-
bility of substantial growth in the future.

Both at the stage of the acceleration in the
rate’of inflation and in the initial phases of the
stabilization programmes, real wages tend to
decline notably, so that income distribution is
also adversely aftected.

This is why we are convinced that the
maintenance of a modicum of stability in price
levels constitutes another basic requisite of a
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strategy aimed at achieving rapid, sustained
and equitable economic growth,

C. THE THIRD CHALLENGE AND
REQUIREMENT: STRENGTHENING THE
AUTONOMY OF GROWTH

The experience of recent years shows that
Latin America has pursued a more open form
ot development, more closely linked with the
international economy.

This is nothing new, as we are all aware, for
the influence of external factors has been a
historical constant in the region and in the
developing countries in general. What is new
are the forms this phenomenon has acquired,
we shall now go on to discuss.

To avoid misinterpretation, let us say that
we consider this evolution to be positive and
necessary for the internal development process
in so far as it enables activities requiring more
wide-ranging markets to be projected out-
wards, and the way ultimately opened for
another scheme of international division of
labour.

We must also recognize that not all the
effects of this relationship with the interna-
tional economy are positive, however. There
are also risks to be identified, and an attempt
must be made to lessen them. These risks are
manifested, on the one hand, in the condition-
ing factors which this relationship implies for
our development, and on the other in the un-
desirable fluctuations caused in our economies
by the course of international events.

Overcoming these two major liabilities
constitutes one of the essential tasks of eco-
nomic policy. This should foster the active
insertion of our economies into the interna-
tional economic scenario and at the same time
reduce the vulnerability and perils involved
in international interdependence. To the ex-
tent that these objectives are achieved, the
autonomy of Latin American growth will be
correspondingly strengthened.

What should we understand by “active”
insertion in the international economy? I think
we should understand it as the kind of insertion
which is fostered and selectively oriented by
the national authorities in keeping with the
objectives of national development. This does
not, of course, mean ignoring the role which

the forces of the market can and should play in
this selection. We do not, however, believe that
these forces should be the only factors deter-
mining the process. The linkage between the
region and the international economy condi-
tions domestic development right from the
start. It must therefore be oriented so as to
uphold the main objectives of the community.
Consequently, the linkage with the interna-
tional economy should not be entirely subject
to the forces of the domestic market or those of
the growing power of the transnational cor-
porations.

In other words, Latin America should
make the maximum possible use of the advan-
tages stemming from closer links with the rest
of the world, but without renouncing a form of
development defined in an autonomous man-
ner. Just as each of our societies has some form
of national development project, so also should
we set ourselves a national project for our
insertion in the international economy on a
selective basis in keeping with our own inter-
ests.

There is no single way of doing this, of
course. In the last analysis, the forms of inser-
tion which each country selects will be deter-
mined by the degree of development it has
achieved, its size and geographical location,
its traditional trade and financial relations and
its own economic or political ideology as
regards the development of its forces of pro-
duction and its social objectives.

The second basic objective in this area is to
lessen external vulnerability. In order to analy-
se the implications of this, it is essential first of
all to examine the new forms of the interna-
tionalization of the region.

1. The new forms of Latin America’s insertion
into the international sphere

I have already referred to the deep-seated
change which Latin America has undergone
during the last thirty years, and particularly
during the present decade: a change which
has substantially altered the forms of the re-
gion’s insertion into the international sphere
in at least four basic aspects.

The first of these changes occurred in the
structure of Latin American exports. In the
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1950s, more than 95% of these exports con-
sisted of primary commodities. Today, how-
ever, industrial goods account for nearly 20%
of the region’s total exports and are worth
around 10 billion dollars. These figures clearly
show that the Latin American countries have
learned to export, by placing their manufac-
tures —some of which have a high level of
technological sophistication— in their tradi-
tional markets and diligently seeking to open
up others. The growth and diversification of
exports thus constitutes a novel and basic
feature of the new Latin America.

The second change relates to the origin of
the external financing received by the region.
During the 1950s, the bulk of the capital en-
tering Latin America was of public origin and
only a small proportion came from private
sources. Nowadays, however, the percentages
have been inverted. Four-fifths of the capital
inflow is of private origin and only one-fifth of
public origin. Owing to the abundant financial
resources flowing into the region, the external
debt increased from 10 billion dollars in 1965
to more than 60 billion dollars in 1975 and then
continued to escalate until it reached an esti-
mated 100 billion dollars in 1978. Latin Amer-
ica has thus become an active seeker of capital
in the private banking markets —a situation
practically unknown in the past.

The third change concerns the participa-
tion of the transnational corporations. The
increasingly powerful presence of these cor-
porations in the countries of the region is
another manifestation of the transnationaliza-
tion of the Latin American economy. It is
estimated that in 1975 the accumulated invest-
ment of the OECD countries in Latin America
came to nearly 40 billion dollars, while the
overall sales by transnational corporations in
the region amounted to some 80 billion dollars
—nearly twice the total value of Latin Amer-
ican exports for that year.

The fourth change concerns the intensity
and the nature of Latin American demand for
technology. As a result of the diversification of
the apparatus of production and the progress
of industry, regional demand for new technolo-
gies has gone up enormously and its nature has
changed. This demand now covers the most
varied fields and in recent years has come to

include nuclear technology for peaceful pur-
poses. This trend has become progressively
more pronounced as the bases of the system of
production have been expanded and diversi-
fied and the region has begun to produce in-
creasingly sophisticated industrial goods.

These facts show the profile of the new
torms of Latin America’s insertion in the world
economy and reveal how its links with it have
become progressively stronger, with all the
advantages but also all the contradictions
which this involves.

It is therefore more than ever imperative
to answer the question we asked earlier: how
can we lessen the vulnerability which the
growing internationalization of the region cre-
ates in us?

2. Lessening external vulnerability:
the tasks of the region

Faced with this question, a clear distinction
must be drawn between what the region should
do and what is incumbent on the international
community —mainly the group of the indus-
trialized economies.

As regards the first responsibility, we have
already stressed that much of the action taken
in recent years has worked towards strength-
ening Latin America’s defence capacity vis-a-
vis the international economic conjuncture.
This is why our countries must keep up the
process of the diversification of production;
increase and diversify their exports, both in
terms of the number and variety of the goods
exported and the markets on which they are
sold; implement domestic policies of readjust-
ment so as to be able to cope with the trends
indicated by the interational conjuncture in
such important aspects as the price structure;
and define policies for dealing with the trans-
national corporations so as to adapt them to
national interests. We must also regard ques-
tions of regional co-operation and policies
aimed at closer links with and concertation of
our conduct vis-d-vis the international com-
munity as matters of interest falling within our
competence.

For many years CEPAL has stoutly main-
tained that regional co-operation should con-
stitute a basic element of our development. We
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consider that while this assertion continues to
be as valid as ever, such co-operation should
now play the additional role of serving to offset
and defend against the vicissitudes of the in-
ternational economic conjuncture.

This does not mean, of course, that we
should reduce our efforts to achieve an active
insertion in the world economy. It does, how-
ever, mean recognizing that regional co-opera-
tion is nowadays called upon to play a more
important role than in the past, in so far as Latin
America makes an effort to achieve the double
objective of reaping the benefits of its active
integration into the world economic system on
the one hand and maintaining the autonomy of
its growth process on the other.

There are, it is true, indications that re-
gional integration is passing through a period
of crisis or stagnation, Of the four formal inte-
gration schemes in existence, the Andean
Group has stood out during the present decade
on account of its greater dynamism, while the
Central American Common Market (CACM)
and the Caribbean Community (CARICOM)
continue to face major problems and the Latin
American Free Trade Association (LAFTA) is
approaching the end of the period of transition
set by the Caracas Protocol without having
achieved any revitalization of the integration
process.

Despite these circumstances, the relations
among the countries of the region have not
ceased to grow during recent years, both
through the increase in reciprocal trade and
through joint activities of specific types.

Between 1960 and 1977, intra-regional
exports grew nearly three times more rapidly
than exports to the rest of the world, so that
their share in total exports increased from 8%
in 1960 to 17% in 1977. The importance ac-
quired by regional trade is even greater if one
looks at its structure, in which manufactures
carry a far greater weight than in exports to the
rest of the world.

Moreover, the relative weakening of some
of the formal integration schemes has been
offset by a definite tendency towards the ex-
pansion of economic co-operation among the
countries of the region through partial activi-
ties of a specific nature. Thus, the integration

of the physical infrastructure has experienced
sustained and noteworthy progress both in the
tield of transport and in that of communications
and energy (especially hydroelectric energy).
The Latin American countries have also given
considerable impetus to the complementation
of their production sectors, not only through
anincreasing flow of intra-regional investment,
but also through transfers of technology from
the countries which have reached relatively
advanced stages of development.

In this regard, the growing heterogeneity
existing among the Latin American countries
from the standpoint of the size of their econo-
mies, their degree of development, the natural
resources they possess and other factors would
appear to be a stimulus for undertaking joint
action, in that it makes it necessary to combine
the markets, natural resources, technological
capacities and financial surpluses of the dif-
ferent countries. Although it would be prema-
ture to evaluate the impact of this type of
activity on the economic development and
complementarity of the countries of the region,
its dynamism is certainly notable.

What is perhaps even more important is
the fact that the increase in mutual trade has
contributed very effectively to mitigating the
impact of the profound disturbances which
have affected the international economy in
recent years.

At the same time, greater economic com-
plementarity among the Latin American coun-
tries would seem to be a necessary condition
for them to reach new levels of efficiency and
competitiveness in the world markets, particu-
larly in activities which, for reasons of scale,
the origin of their raw materials, technological
sophistication or the volume of financial re-
sources required, demand a joint effort by two
or more countries.

I am therefore convinced of the need to
rethink the role which regional economic
complementarity is called on to play in the
future development of the countries of Latin
America. This is also why we are watching
with great interest and concern the progress
which may be expected in some of the ongoing
negotiations on the integration schemes. I refer
particularly to those which are to take place
this year within LAFTA and the continuation
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of the negotiations taking place in the Central
American Common Market.

3. Reduction of external vulnerability: areas
in which the co-operation of the international
community is required

It must be acknowledged, however, that the
individual efforts of our countries and even
their possible concerted action at the regional
level will notbe enough to achieve a significant
increase in the degree of autonomy of our
domestic development, for this will continue
to be strongly influenced by what the indus-
trialized countries do or fail to do. This is why
the Latin American countries have a vital
interest in the future evolution of the interna-
tional economy and the process of negotiation
of the New International Economic Order.

I will begin by repeating that the great
hopes of the region must continue to be firmly
placed in this process of negotiation. When
we look at the agonizing slowness of the
progress made in this matter so far, however,
we cannot feel too optimistic. Moreover, it is
also true that the profound economic transfor-
mation of the region in the last few decades,
and especially the new forms of our interna-
tional relations, are changing the priorities as
regards the objectives which Latin America
must pursue through the establishment of a
New International Economic Order.

Does this mean that we should take less
interest in this new Order?

The answer is most definitely no. Itis only
necessary to look at some of the great areas of
international discussion to see that even
though the relative emphasis may have
changed, the region continues to be deeply
interested in what goes on in the forums where
the international dialogue is taking place. Let
us look, for example, at some of the topics
which are under discussion in various interna-
tional forums today.

(a) A new international framework in the field
of basic commodities

A first example is that of basic commodities.
As I already noted, these continue to represent
80% of the total value of the region’s exports.

Traditionally, Latin America’s main concern
in this field has been regarding the proportion
of the value of total sales which returns to our
countries in the form of taxes on the profits of
the big foreign commodity-exporting firms
and the expansion of their investments.

Now, however, the ownership of these
enterprises has changed in many cases and the
concern of the Latin American countries is
centred more on the stabilization and improve-
ment of prices and the increasing of income
from their exports of commodities. This is
quite logical, since commodities will continue
for many years to be a fundamental item in our
foreign exchange income. It is therefore a
matter of special and disquieting concern that
in the last few decades Latin America has been
losing relative importance in the world food
and commodity markets both to the other two
developing regions and to the industrialized
countries.

Thus, for example, between 1960 and
1977 Latin America’s share in world exports
has dropped from 47% to 26% in the case of
bauxite, from 70% to 52% in the case of coffee,
from 58% to 46% in the case of sugar, and from
23% to 12% in the case of meat.

It is easy to see the unfavourable repercus-
sions of these figures for the majority of the
countries of the region, which still depend
mainly on exports of these products.

The loss of opportunities to increase our
foreign exchange earnings implicit in the
above figures gives grounds for reflection as
to why the efforts made and the successes
achieved by the Latin American countries in
the field of exports of manufactures have not
been accompanied by similar advances in ex-
ports of commodities.

This is why the region must continue to
take an active part in the discussions aimed
at establishing a more equitable framework
for commodity trade. It should be noted in this
connexion, however, that the criterion of price
stabilization is not enough, and may even be
highly dangerous in periods of inflation like
the present. The important thing is to secure
stabilization of commodity trade in such a way
that these products receive fair prices on
international markets.

It is necessary to advance with equal
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determination in the fields of the marketing,
transport and local processing of these goods.
The recent progress made regarding the Com-
mon Fund represents a positive albeit timid
step towards what ought to be an authentic
new order in this field.

(b) External financing

A second important aspect is that connected
with external financing, for in the future Latin
America will continue to need large flows of
capital to supplement its domestic saving and
its import capability., Although there have
been times when it may have seemed that the
improvement in the region’s terms of trade
had reduced the importance of external fi-
nancing, the last few years have demonstrated
how important the provision of external re-
sources has been for the maintenance of Latin
America’s growth.

There are also other important changes
which should be taken into account in this
connexion. During the years following the
war, both Latin America and the industrialized
countries attached great importance to official
development aid and especially the conces-
sionary nature of the terms of credits.

Today, our concern is centred on three
factors directly linked with the transfer of re-
sources from the industrial countries to the
developing countries, namely:

(a) the progressive elimination of Latin
America from the flows of transfers of public
resources, both bilateral and multilateral;

(b) the real or potential limitations on the
region’s access to capital markets and possible
restrictions which might arise in the future;

(¢) the lack of suitable machinery for facing
up to the new-style balance-of-payments crises.

In one form or another, and with different
degrees of severity, the Latin American coun-
tries have been suffering from all these prob-
lems, as they have made known in interna-
tional forums.

The progressive elimination of Latin
America from among the recipients of official
development assistance is very well known.
Of course, there is no denying that it is
permissible and necessary for the interna-
tional community to provide support to the

relatively less developed countries of the Third
World in the form of generous credits on
concessional terms. What is open to dispute,
however, is the justice of excluding Latin
America from access to public sources on the
pretext that it can manage on its own by making
use of the private capital markets.

We believe that Latin America should
share in public flows both of capital and of
technical assistance —and not only in the case
of the relatively less developed countries, but
also in the case of the remainder, inasmuch as
certain types of credit required to finance the
development of the region can only be secured
through public channels.

In this context I should like to emphasize
that the region’s external savings requirements
are large today and will be much larger in the
future, and that private sources are not capable
of meeting these needs on the terms and for the
periods which are often required. Accordingly,
it is essential that the international community
should continue to support such institutions as
the Inter-American Development Bank, the
World Bank and the regional financing agen-
cies.

These observations lead me to the second
issue of concem in this field: the need to
maintain the region’s access to private finan-
cial markets and to sustain the substantial flow
of private capital currently being directed
towards the region. Regrettably, these flows
largely consist of short-term and medium-term
capital, and many Latin American countries
have still not secured full access to sources of
long-term finance, which is so necessary in
order to maintain an adequate rate of growth.

Finally, some countries of the region are
concerned at the lack of resources to deal with
the new types of balance-of-payments crises.
As was pointed out in the report referred to
above prepared recently by the UNDP/
UNCTAD project on the balance-of-payments
adjustment process in the developing coun-
tries, “it is important to distinguish between
those components of a balance-of-payments
deficit for which a developing country is
directly responsible and those which are due
to factors outside its control”.

And it is no less important to recognize
that, as the report also indicates, “to the extend
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that such deficits are merely the counterpart
of structural surpluses in other parts of the
system or reflect substantial price movements
of external origin, the adjustrment must take
place over extended periods of time”’ §

Even though limited efforts have been
made to meet these financing requirements
generated by the international economic situa-
tion in recent years, much remains to be done.
For that reason the existence of sources of
resources provided on terms appropriate to the
new critical balance-of-payments situations
should constitute one of the principal objec-
tives of the international community.

It is therefore natural that the region is
keenly interested in the intemational nego-
tiating machinery through which attempts are
being made to establish a new international
monetary system and to assist the developing
countries with their balance-of-payments
problems and external resource requirements.

(c) Relations with the transnational
corporations

The relations of the Latin American countries
with the transnational corporations —and the
flows of investment and technology which are
usually channelled through them— constitute
another issue of major importance. For that
reason the region has a strong interest in
international negotiations on this subject and
especially on the Code of Conduct.

Latin America has become one of the most
attractive regions of the world for the opera-
tions of the transnational corporations, as a
result of a set of factors including the growing
size of its markets, the abundance, skills and
relatively low cost of its labour force, its degree
of institutional development and the abun-
dance of its natural resources.

This has sharply increased the bargaining
power of the countries of the area, and as a
result they have come to take a more active
stance vis-da-vis the transnational corporations
and have sought better ways to reconcile the

SUNDP/UNCTAD, The Balance of Payments Adjust-
ment Process..., ap. cit., p. 5.

corporations’ activities with their own national
development objectives.

This has led to the emergence of links and
relations with such corporations which range
from co-production and specialization agree-
ments to agreements limited to the provision
of technological inputs or marketing services.
At the same time regulations have been drawn
up to ensure that the corporations enter into
association with local public or private capital,
thus achieving a fairer distribution of the
benefits derived from their activities.

Nevertheless, concern remains regarding
other problems, such as the role of the trans-
national corporations in generating balance-
of-payments deficits, their low level of invest-
ment from external sources, the high import
content of the goods they produce or the ways
in which prices are established in transactions
within the companies.

All this naturally calls for appropriate
decisions as regards national regulation.
However, it is already well established that
this is not enough, and that to some extent
there is an additional need for general rules,
jointly adopted by the countries, to govern the
activities and policies of these firms.

(d) Control of the new protectionism in the
industrial centres

While laborous progress is being achieved in
this and other areas of international negotia-
tions, certain actions are being taken in some
industrialized economies which, because of
their magnitude, give rise to serious concern
in the countries of the region and throw a
shadow over their domestic development
efforts. I refer to the recent and marked recru-
descence of protectionist tendencies in the
major industrial countries. I have already
mentioned that one of the most positive factors
in Latin America’s economic development has
been the vigorous effort to export manufac-
tures, as a result of which exports of industrial
goods have become a factor for growth and
stability for the countries of the region.

Just at the time when this favourable trend
is occurring, however, protectionist tenden-
cies are arising with increasing force in various
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industrial countries, with a consequent adverse
impact on our exports.

Thus, an estimate based on CEPAL ana-
lyses of 75% of Latin America’s trade with the
United States, Japan and the European Eco-
nomic Community shows that the protectionist
measures applied in those three markets
caused the region to lose 2,800 million dollars
in 1976 in terms of goods not exported because
of the measures. That sum was equivalent to
about 15% of the total exports considered.

It should not be said that we are facing a
new problem. It is well known that protec-
tionism —especially in agriculture— has along
history in international trade. What is worrying
is that this phenomenon is now assuming
different characteristics, forming a much more
subtle and complex picture and tending to
create a permanent system behind a screen of
exceptional, temporary measures.

Thus, the introduction of quotas, voluntary
agreements, non-tariff barriers and other
protectionist measures is tending to increase.
Their importance is undoubtedly much greater
as a potential threat than as a present reality,
but there are already signs which give grounds
for concern and reflection.

The new protectionist measures contain
blatant contradictions which have been point-
ed out repeatedly not only by spokesmen for
the developing countries but also by far-seeing
personalities of developed world.

Firstly, there is a flagrant contradiction
between such actions and the traditional eco-
nomic theory originated in the industrialized
countries themselves, and also between ac-
tions of this native and the recommendations
made by the latter countries over a long period
to the developing nations, to the effect that
they should open up their economies to in-
ternational competition and become more
fully integrated in the world economy. This
manifest contradiction is without doubt a
special source of frustration and resentment
for the countries of the Third World, and one
whose consequences should not be under-
estimated.

A second contradiction arises within the
industrial countries themselves, and concerns
the difference between the cost they would
incur in opening themselves up fully to in-

ternational competition (and reorganizing their
internal structure of production to that end)
and the cost of the new protectionism.

In fact, the real cost of a policy of free
trade in the industrialized countries cannot be
compared to those of the protectionist mea-
sures they have proposed or adopted.

Thus, for example, a recent study carried
out for the United Kingdom revealed that
while between 1970 and 1975 134,000 jobs
were lost in 24 industrial sectors as a result of
increased imports of competing products, only
47,000 of the losses were attributable to im-
ports from developing countries. This latter
figure is equivalent to less than 2% of the
labour force employed in the sectors covered
in the report. Moreover, the net drop in jobs
related to trade with the developing countries
was even lower, since account must be taken of
the rise in employment due to the increase in
British exports to those countries.

These and other similar data would appear
to show that the impact on the industrialized
economies of competition from the developing
countries is much less than is claimed in
attempts to justify the current growth in pro-
tectionism.

Protectionist reactions to imports of manu-
factures from the developing world also usually
forget that in their trade in manufactures with
the developing countries in 1976 Europe and
North America recorded a positive balance of
100 billion dollars — corresponding to the net
creation of 10 million jobs in those industria-
lized economies taken as a group.

Moreover, the recent World Development
Report of the International Bank for Recon-
struction and Development indicates that in
1977 the developing countries absorbed 33%
of North America’s exports of manufactures,
while Western Europe bought only 20%.
Furthermore, the developing countries
purchased 25% of the total exports of Western
Europe, while North America took only 7%.

4. A basic requirement: the restructuring
of the central countries’ economies

The trade trends recorded in recent years
have once again shown that the past interna-
tional division of labour is becoming obsolete.
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Only a genuine restructuring of the productive
forces in the industrial countries which recog-
nizes this fact can lead to healthy and sustained
development of the world economy.

In the last few years, the realities of
interdependence have been as notable for the
industrial countries as for the developing coun-
tries, which have long been acquainted with
them. In this field, the conspicuous case of
energy resources is certainly not the only one.

As clearly pointed out by the Economic
Commission for Europe, it should not be
overlooked that the proportion of the gross
product which Western Europe as a whole
obtains from external trade has grown from
10% to 20% in the past two decades. One out
of every seven industrial workers in that region
works for export. In the United States, one
out of every three hectares of agricultural
production serves international trade.

Indeed, it might be affirmed that at the
present time the old saying could be inverted:
whatever is good for the developing world is
also good for the industrial world.

On the basis of that principle it would be
relatively easy to infer that mutual interest
should be found in a genuine restructuring of
the economy of the industrial countries, which
would generate situations of prosperity that
would be reflected in the economies of both
the developing and the industrial countries.
As Mr. Janez Stanovnik, Executive Secretary
of the Economic Commission for Europe,
stated very clearly in February 1979, in
announcing the results of a study by the
secretariat of that Commission on the structural
changes and trends in European industry in
the past two decades: “Growth and structural
change are twins. Dynamic industrial sectors
invariably are also the sectors which have
been undergoing the most dynamic structural
change. Or, if you wish, the countries which
have been most flexible in adapting their
economic structures towards the sectors of
high growth and high technological innovation
have also been at the same time the countries
of highest economic growth. One lesson there-
fore comes very clearly from the past: namely
that we cannot consider structural adaptation
and change in conditions of economic stagna-
tion”.

Mr. Stanovnik went on to say that we find
ourselves today in a completely anomalous
situation in which the total resources that the
governments of the industrialized countries
spend on subsidies are equivalent to the total
value of their imports of manufactures from
developing countries. Today they are spending
about 2% of their gross domestic product on
imports of manufactures from developing
countries, and approximately another 2% on
different types of subsidies: an anomalous
situation which is also closely linked with
inflationary trends.

In the light of these facts it is perfectly
clear that the solution does not lie in closing
the door to trade but in a genuine economic
restructuring of the industrial countries which
would involve recognition of the new interna-
tional division of labour which is a primary
factor in the construction of a New Interna-
tional Economic Order.

5. Strengthening Latin America’s
bargaining capacity

Finally, I wish to make some observations on
what I believe is an urgent imperative: the
improvement of the bargaining power and
attitude of the developing world, in particular
of Latin America.

This bargaining power today faces new
challenges and increasing dangers.

The challenges derive from the new atti-
tudes prevailing today on the international
scenario which are progressively tending to
differentiate between the special situation of
the so-called “intermediate countries” —of
which most of the countries of the region form
part— and that of the rest of the developing
countries.

As a result, de facto situations are being
created which, as I have already said, are
reflected in the growing exclusion of Latin
America from official development assistance,
in the tendency to discriminate between coun-
tries and groups of countries in trade matters,
in attempts to reduce the resources assigned to
Latin America by multilateral financing institu-
tions, in policies aimed at reducing the funds
earmarked for multilateral and bilateral
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technical assistance, and, lastly, in the segrega-
tion of what have been called the newly
industrialized countries from the rest of the
Third World economies, as in recent reports of
national and international development
agencies.

A kind of abandonment of the region to
its own forces is thus being brought about,
precisely when the symptoms of crisis and
instability are predominant in the world eco-
nomy. What is more, the slow progress in the
negotiation of the New International Economic
Order has prevented the adoption of concrete
measures to deal with the specific and fre-
quently urgent problems of the Latin American
countries.

The result of these policies and trends and
what they might mean in the future has not yet
been analysed in sufficient depth by our coun-
tries, save for their emphatic rejection in
international negotiating forums of any attempt
at exclusion or differentiation. We believe that
the subject merits detailed consideration in
order to deal with it frankly in world discus-
sions and take a stand against the risks which
these differentiation policies involve.

These risks arise both in the attitudes of
the industrialized countries and in those which
might be generated within the developing
countries themselves.

In the attitude of the industrialized coun-
tries, there are in my opinion two serious
danger. The first and perhaps the most serious
danger is that it may be believed that the inter-
mediate countries have passed the stage at
which they need international co-operation.
The facts clearly show that this is not the case.
Latin America needs international co-opera-
tion and will continue to need it for many
years. Its heavy dependence on the interna-
tional situation, its increasing investment
needs, its eagerness to incorporate technology,
to mention only a few significant items, are
some reasons why the region must have the
support of the international community to
continue to play the dynamic role it has already
assumed, which could be spectacularly ex-
panded in international trade and investment.

The second and equally obvious risk
deriving from these attitudes, which is accen-
tuated as the international negotiations fail to

advance at the desired rate, is that of falling
into the temptation of thinking that the pro-
blems of the New International Economic
Order can be negotiated separately or sec-
torally, both by topics and by groups of in-
terested countries.

This would mean renouncing one of the
essential principles of the New International
Economic Order, that is to say, its universal
and global character. In our opinion, the pro-
blems which this New Order is intended to
solve cannot be dealt with in watertight com-
partments. If there is one fact which demons-
trates the true situation in the last few years it
is the close relationship between the fields of
trade, financing, investment and technology.
Therefore, it is impossible to deal with one
independently of another, and to break that
unity of treatment would be equivalent, in our
view, to ceasing to deal with the integral
essence of the situation and falling into
piecemeal approaches which, in the long run,
would not lead to the establishment of a fairer
and more equitable order in international
relation but would merely postpone the real
solution to the problems, thus sawing the seeds
of future controversy.

Similar risks may be identified in the
attitudes of the developing countries.

The first is that, owing to the discourage-
ment in the face of the slow progress being
made in the international negotiations and the
differences in level of development or relative
positions vis-d-vis the international situation
existing among the Third World economies,
the unity of the Third World might be weak-
ened or even shattered.

This unity must be recognized as of fun-
damental importance, for in ¢ world with such
unequal negotiating powers, the negotiating
unity of the weakest is essential. The develop-
ing countries, however large, count for very
little at the negotiating table if they participate
on their own. Furthermore, the developed
countries should see in that negotiating unity
the assurance of sound and lasting results of
such negotiations.

This, of course, does not rule out recogni-
tion of the existence of special interests of
certain countries or groups of countries in the
discussion of the complex and wide-ranging
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problems of the New International Economic
Order. But such-special interests should be
identified by the developing countries them-
selves and dealt with on the basis of the
principles of solidarity which should prevail
within the group, as well as being claimed in
the relations with the central economies.

Itis therefore in the appropriate identifica-
tion of those diversities and in the search for
mutual support for the interests of each country
that the negotiating unity of the Third World
should be found.

The other equally evident risk is that some
of the countries of the developing world might
fall into the temptation of “going it alone”
and might choose to navigate the stoomy seas
of the international situation on their own. We
believe that such an attitude has evident
disadvantages and that it would be highly
negative both for the construction of a new
order and also for the permanent interests of
any countries unwise enough to succumb to
that temptation.

All this leads us to the conclusion that it is
necessary both to strengthen the bargaining
power of the developing world, and to provide
renewed impetus to the machinery for interna-
tional dialogue. Mutual interest should be a
realistic source of inspiration, but the ethical
compulsion generated by the existing inequali-
ties should be the great challenge for the
construction of a better world.

Latin American unity is essential for these

purposes, as much for the international dialo-
gue as for progress within the frontiers of the
region itself. This is the true meaning of
collective self-reliance which, with good rea-
son, is being called for in the developing world.

For us, collective self-reliance is integra-
tion, We sincerely believe that the road to
regional co-operation has scarcely begun to be
travelled. The results I have referred to in the
field of formal and informal integration are
thus only the first steps.

There are, in fact, a great many opportuni-
ties for regional co-operation in the fields of
investment, trade, technology and financing.
Whether that powerful engine of our growth
—regional co-operation— will play an increas-
ing role in our development strategies or not
depends on our ability to see clearly where
the common interest of each country lies.

A similar comment applies in respect of
the possibilities of co-operation between Latin
America and the rest of the developing world.

The initial contacts we have made with
Africa and Asia have caused us to view with
renewed optimism the co-operation potential
existing between those regions and Latin Ame-
rica, although taking advantage of that potential
undoubtedly requires firm and decisive poli-
tical support and also a technical information
base for the establishment of which CEPAL is
prepared to lend its assistance to the govern-
ments of the region.

111
Final reflections

In all areas of life in the region, whether
economic, social or political, time has not
passed in vain for anybody. The region’s best
asset is perhaps its fund of experience —both
successful and unsuccesstul— which has been
the fruit of long years of travelling the difficult
paths of development.

Taking stock of that experience over the
last three decades leads to three major conclu-
sions:

The firstis that during this period the Latin
American economies have undergone a dy-

namic process of growth and transformation.
Although varying in intensity in the different
economies of the region, this process has
brought about substantial changes in the great
majority of them. As a result, the economies of
Latin America are today very different both in
size and in other structural features from the
economies of thirty years ago, when CEPAL
began its activities.

The second is that in the majority of cases
the benefits of this significant economic growth
have been distributed most unevenly among
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the different groups of society and conse-
quently extreme poverty still affects vast
sectors of the Latin American population.

The third is that during this period the
forms of Latin America’s insertion in the world
seeting have changed greatly, which, as I
pointed out earlier, has brought some favoura-
ble consequences, and others less favourable.

Furthermore, it is important that it should
be clearly understood that the substantial
changes in the political and economic sce-
narios and in the workings of the international
economy which started to take place at the
beginning of the current decade and which
reached a peak the mid—1970s with the most
profound and protracted crisis the industrial-
ized market economies have known since the
Great Depression, have radically altered the
external factors conditioning our development,
The world economic setting of the closing
years of this decade is indeed qualitatively
and substantially different from that which
existed at the beginning of the decade, and
therefore to the foregoing conclusions we must
add some further points which need to be
better defined.

The first of these is that the three processes
mentioned earlier have taken on new features,
almost all of them unfavourable, The wides-
pread instability of the international economy
and the sluggishness of the central economies
have been reflected since 1975 in lower growth
rates in most of the Latin American countries
and a considerable rise in their foreign debt.
The simultaneous rise in external inflationary
pressures has also meant that at the same time
the problems of income distribution have
worsened in many of our countries.

A second fundamental point which should
be borne in mind concerns the transformations
which have occured in recent years and which
are still occurring in the industrialized market
economies. The capacity of the central coun-
tries to respond to the substantial changes in
the international monetary system, the struc-
ture of world trade and the supply of certain
strategic raw materials has proved to be much
more flexible and effective than that of the
peripheral countries, and has taken the form of
the adoption of measures and the creation of
machinery of a defensive nature. As a result of

these responses —whose high degree of co-
ordination has contrasted with the dispersed
efforts of the countries of the Third World—
the influence of the central countries in the
bodies responsible for establishing the modali-
ties and machinery which will provide the
framework for the workings of the New Inter-
national Economic Order has remained very
great.

A third major event of the present decade,
and one of particular importance to the coun-
tries of the periphery, was the raising of the
price of petroleum. This changed radically
—and probably definitively— one of the essen-
tial elements on which international trade and
the development of the industrialized econo-
mies had been based since the war. No less
significant for the countries of the Third World,
however, was the fact that this was a clear
demonstration of the advantages which they
could gain by taking joint action to secure
better eamings for their primary commodity
exports.

Nevertheless, as a result of the rise in the
price of petroleum and other changes which
occurred in the international economy, as well
as the development of the countries them-
selves, the Latin American countries have
tended to differ increasingly in the extent and
forms of their insertion in the world economic
system. The importance of this fact must not be
neglected, since it represents a possible
difficulty for the renewal and strengthening
of economic co-operation within Latin America
at a time when the adverse circumstances
deriving from the slow and unsteady growth
of the central economies make joint action by
the countries of the region more necessary
than ever.

It is against this background of the eco-
nomic and social development trends of Latin
America over the long period of growth which
came to an end in the midle of the present
decade, and of the many profound changes
which have occurred in the world economic
picture in recent years, that I would ask you to
consider the following three major concerns.

1. How can the great mass of the Latin
American population catch up?

The first problem is to improve the distribu-
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tion of the benefits of economic growth. This,
as I mentioned before, is a fundamental moral
imperative of development policy. The con-
tinued existence of situations of extreme
poverty and even indigence affecting a large
proportion of the Latin American population
constitutes in my opinion the clearest and most
unacceptable shortcoming of the style of
development, which has prevailed in the
region. An equally important consideration is
that the eradication of extreme poverty, in most
of the countries of the region, is now a perfectly
feasible objective from an economic standpoint.
Once again, as I pointed out earlier, achieving
this objective satisfactorily calls for the applica-
tion of systematic and coherent policies of
redistribution accompanied by a high, steady
economic growth rate, so that the reduction of
social inequality goes hand in hand with a
considerable expansion of the domestic
market.

2. How can new ideas be introduced into
economic relations within Latin America?

This expansion of the domestic market and the
foreseeable drop in the economic growth rates
of the industrialized countries highlight the
need to introduce new ideas into all levels of
economic relations within Latin America. In
the present circumstances, these have tended
to become defensive, in the face of the un-
favourable trends stemming from the interna-
tional economy, so that they constitute a poten-
tial on which faster, steadier growth of the
Latin American economies could be based.

It is important to realize that this fostering
of bilateral, subregional and regional interrela-
tions in Latin America should be viewed as a
complement to, rather than a substitute for,
the growth of national markets.

Thus, the second major concern which 1
ask you to consider —one with which CEPAL
has been closely associated since its incep-
tion— is that of finding the machinery and
methods for attaining this objective.

3. How can Latin America’s passive insertion
in the international economy be transformed
into dynamic interdependence?

In a world of increasing economic interde-
pendence, it would be unrealistic for a region

whose performance has depended heavily
upon trends in international trade and finance
to set its sights on autarky. Neither the expan-
sion of domestic markets nor a greater degree
of economic interrelation in Latin America
should be seen as means of reducing their
degree of insertion in the world economy.,
Quite the opposite. The export capacity of the
countries of the region should increase and the
vigorous process of growth and diversification
of exports should be pursued. At the same time,
the rising level of income of the Latin American
population will swell the volume of imports.

The challenge lies precisely in thinking
out how to enable the countries of the region
to make maximum use of the opportunities
offered by their position in world economic
flows while minimizing their negative effects;
how to play an active role in the design of the
rules of the game governing trade and financial
flows, instead of being relatively passive
participants; and how to reconcile the eco-
nomic policy requirements needed to attain
these objectives with those required to achieve
the growth and redistribution targets.

The dialogue on the New International
E.conomic Order begun some years ago points
in this direction, and we must continue to
emphasize the set of topics it comprises, and
devote all our powers of imagination and
negotiation to developing it.

I have ventured to single out only these
three fundamental concerns. Neither their
number nor the order in which I have men-
tioned them are the result of an intellectual
whim. On the contrary, they represent the
secretariat’s conviction that there is a deep
interrelationship and interdependence be-
tween them. An expansion of national markets
which is not accompanied by joint regional
and subregional action and lacks a proper
insertion in the world economy could result in
a state of technologically backward semi-
autarky, while an external insertion lacking
these national and regional dimensions could
represent an extremely vulnerable and depen-
dent style of development.

Finally, I wish to pause for a moment to
examine the implications for CEPAL of the
identification of the three major concerns to
which I have referred. The fact that I have
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limited myself to stating them and have not
attempted to suggest ways of solving them is
deliberate, since my main purpose is to elicit
guidelines from you for our future activities.

Naturally, the secretariat has some ideas
in this respect, and these are contained in the
documents which we have submitted for
consideration at the session. We are, however,
far from understanding all the consequences
and implications of the topics which I have
ventured to cover in this report. Still less do
we have all the answers about how the region
as a whole and each country in particular can
face up to these challenges in the new and ever-
changing conditions characteristic of the
present world economic picture.

This is, in my opinion, one of CEPAL’s
principal tasks in the immediate future: to re-
examine our thinking on Latin American eco-
nomic development and adapt it to the context
of a rapidly-changing world and of a growing
variety of options within the region itself.
This is the challenge which the secretariat
must tackle in the future, and whose dimen-
sions and implications we hope to be able to
begin to examine —at least roughly, to begin
with— when working out a new International
Development Strategy for the region.

We know what disappointment many of
these exercises have caused in the past, but
it is important to renew our interest, by up-
dating the approaches to the preparation of a
new strategy.

The opportunities opened up to us by the
dialogue on the strategy are many and varied.
On the one hand, we are encouraged to reflect
on our own internal problems, and while this
exercise of course constitutes a sovereign task
for each country, the dialogue can stimulate

that reflection and enrich it with the cumula-
tive experience of each and every one of our
countries,

On the other hand, the discussion of the
strategy can explicitly include a constructive
debate on the possibilities and limitations of
regional co-operation, so that it can thus be
converted into support for the political task
which must be carried out in order that regional
co-operation may be renewed and hence
accentuate its dynamic role in our develop-
ment process.

Lastly, the discussion of the strategy will
provide a further opportunity both to place the
problems of the New International Economic
Order within the context of a broader perspec-
tive, and to establish specific goals for inter-
national action by the governments of the
region.

Understood in those terms, the Interna-
tional Development Strategy should not be, as
it was in the past, an exercise conceived
only at the world level and from the centre of
the United Nations system. Such an exercise,
though undoubtedly valuable, should be
supplemented by a regional view which, trans-
lating the global goals into regional objectives,
will stimulate dialogue and co-operation
among us.

CEPAL has always been intimately
committed to this task. Today we wish to renew
this commitment, placing ourselves at the
governments’ disposal in this enterprise.

It is in this spirit, and conscious of the
positive contribution which this discussion
could make, that I venture to suggest to you
that the Commission should proclaim as one
of its great tasks for the future the prepara-
tion of the Strategy for the Third Develop-
ment Decade for the region.
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It is an accepted fact that the process of internation-
alizatian of the world economy has expanded con-
siderably in the last few decades. The author begins
by examining the historical background of this
process, and after emphasizing that it is not limited
to the economic sphere —since it is also seen in the
international dissemination of ideas, institutions and
ways of life— he goes on to analyse in particular
the economic internationalization recorded since
the Second World War. After thus defining his
subject, he reviews various expressions of interna-
tionalization in trade, capital movements, invest-
ments, the activities of transnational enterprises, and
so on, with special attention to the way in which
this process has influenced the periphery.

Taking this analysis as his basis, he concludes
that internationalization has continued to be cen-
tered around the developed countries, and that the
periphery has only participated in it in a partial
and selective manner, thus preventing it from being
transformed into the image and likeness of the
developed capitalist countries. This has been largely
due to the fact that the internationalization process
has taken place in an international economic struc-
ture in which the centres set their stamp on the
system as a whole and impart their own type of
dynamism to it. In these circumstances, it is clear
that the long-lived system of centre-periphery rela-
tions cannot change through the expansion of the
present internationalization process and that this
can only be achieved by making substantial changes
in the manner in which the periphery is incorporated
in the world economy.

*Director of the Economic Development Division of
CEPAL.

a) A brief historical sketch

Among the waves of interest in particular
subjects which periodically arise and predomi-
nate in the general discussion, few in recent
times have been more vigorous and wide-
spread than that regarding the “internation-
alization” of the world economy.

As usually happens, it was a few traumatic
episodes —the world monetary crisis which
burst upon us at the beginning of this decade,
the parallel rapid increase in the prices of many
primary commodities, followed a little later by
the radical change in the price of oil, together
with the beginning of a phase of “stagflation”
in the central countries which has cast its
shadow over the entire world scene —which
gave rise to general awareness of this harsh
underlying reality.

Although this matter clearly goes beyond
the scope of the present modest study —as is
shown by the mountains of documents written
about it— it might be worth identifying and
systematizing some of its main aspects in order
to understand it better.!

In order to place this study on a systematic
basis, the general features of the phenomenon
will be examined and an attempt will be made
to bring out their continuity and the elements
of change and novelty with regard to tenden-
cies which have old historical roots. The aim
is to see if they have modified the basic
structure of the centre-periphery system and,
in particular, if there has been a change in the
links between the two spheres and in this
system’s representation of the world economy.
We will not go into the question of this inter-
dependence in depth, however, exceptin a few
special aspects and in drawing up the final
balance. Further on, we shall examine in
greater detail the progress of Latin American
internationalization since the war, the pro-
blems it raises, and the options which are to
be glimpsed for the future.

The primary sense of the process under
consideration could not be clearer and goes
back, as everyone knows, to a past which is
now far removed, at least from the viewpoint
of presentday society. It corresponds to and

11t should be noted that a necessarily selective cri-
terion has been adopted with regard to the background
information and bibliography used.
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is expressed through the gradual and many-
faceted process of assembly of the various local,
regional, national, continental and other
components of the world jigsaw puzzle. Origi-
nally set in motion by the great imperial
structures of yore and of more recent times,
the exploits of sailors, explorers and colonizers,
the progress of science and technology and the
dissemination of religious and political beliefs,
it took an important leap forward with the
advent of commercial and industrial capita-
lism. By way of technology, trade, the profit
motive and competition and —when neces-
sary— the undisguised use of force, this histo-
rical formation assails either directly, indi-
rectly or surreptitiously all the secluded areas,
particular features and enclaves of whatever
type, unleashing pressures which tend towards
a growing interlinkage and —within certain
limits and characteristics to which we shall
refer later— homogenization of the various
pieces making up international society.

The two great nineteenth century currents
of thought in this field, the classical liberal
and the Marxist approaches, shared to a con-
siderable extent some basic assumptions
regarding these tendencies and consequences,
although they differed radically in their critical
appraisal of these.2

2Summing up the criterion of the first group, Professor
Rosenstein-Rodan noted in an admirably lucid study that:

“The classical doctrine was based on the principle of
competition and the mobility of capital. The poor countries
had abundant labour but were short of capital. Wages were
low, and it was of advantage for capitalists to invest in
these countries and take advantage of this fact. Interna-
tional movements of capital would be oriented towards
areas where there was abundant cheap labour, and so, in
the long run, they would tend to reduce the differences
in real wage levels” (“Las razones del atraso econémico”,
in Panorama econdémico (Santiago, Chile), N.° 94, Febru-
ary 1954),

The founders of Marxism, for their part, in one of the
most widely disseminated documents of that ideology, saw
the world repercussions of capitalist dynamics in different
terms: In exploiting the world market they said, the
bourgeoisie has imparted a cosmopolitan nature to the
production and consumption of all countries, so that
instead of the old system whereby needs were satisfied
by the countries’ own production, new needs arise which
have to be satisfied with products from the remotest
regions and climes. In the place of the old isolation and
local and national autarky, unlimited traffic and the

To a certain extent, these visions did
materialize, but the manifest and significant
internationalization which took place was very
far from disseminating to all points in the globe
the logic and structures of industrial capitalism,
and still less did it promote the homogeneiza-
tion of production systems and social condi-
tions. Rosenstein-Rodan summed up the
balance sheet of this opening phase of the
centre-periphery complex in the following
terms:?

“Between 1815 and 1914 we had an excep-
tional century of peace, which is quite a long
time even for classical economists and during
which technical and economic progress was
stupendous. During this century all the pos-
tulates of the classical economists were com-
plied with: minimal government intervention,
free trade, high international investment and,
what is more, not only the free movement of
capital but also great mobility of the labour
factor in the form of international migrations.
“The first part of the predictions of the classical
economists was fulfilled, in that the century
did witness a great increase in wealth. The
second part proved blatantly unfounded,
however, since most of the increase in wealth
was enjoyed by only 30% of the world popula-
tion, with the other two-thirds remaining as
poor as before.”

This period, which coincides with the rise
and fall of the so-called “Pax Britannica”,
ended with the First World War and the Great
Depression, which involved —among other
things— the paralyzation and subsequent
retreat of the tendencies towards integration
as well as of those towards fragmentation into
different more or less exclusive areas of in-
fluence of the great capitalist powers.

b) The internationalization of the post-war
period

After the prolonged interregnum which began
with the First World War, was accentuated with

interdependence of the nations have been introduced
(Communist manifesto, 1848).

3Rosenstein-Rodan, op. cit. This analysis forms part
of his concept of the so-called “big push”. See in this
respect H. Ellis (ed.), Economic Development for Latin
America, New York, St. Martin’s Press, 1961.

11t hardly seems necessary to note the similarity
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the Great Depression —after the brief recovery
during part of the 1920s— and closed with the
dawning of peace in 1945, the process of
internationalization began again on a more
extensive and dynamic level, covering the
period up to the mid-1970s, when the traumatic
events referred to earlier checked its further
progress and gave rise to serious uncertainty
as to the nature of its subsequent development,

The resumption of this historical tendency
took various paths and operated at all levels,

As in the past, while tending towards the
horizontal articulation of the most developed
economies it did the same thing in a vertical
direction, drawing the periphery into this
process, and while nation-States are obviously
its main protagonists, there are other actors
—such as transnational enterprises— which
play roles of growing importance in which they
back up and sometimes, as has happened more
recently, even surpass or take the place of the
first-named actors, all of this in a dynamic and
contradictory play of congruences and con-
flicts.

Furthermore, this historical tendency
deploys itself through the most varied chan-
nels. Although a sound case can be put forward
for claiming that its main fulcrum was formed
by the changes in the system of production
and the corresponding international linkages,
it is also true that there are other important
circumstances connected with this, which
warrant a quick glance before devoting our-
selves to our real field of analysis.

(c) The political and ideological factor

One of these circumstances, although not
always prized at its true value, is the political
dimension and, more specifically, the multiple
incidences of the so-called “cold war”.

This phenomenon is, it is true, apparently
contradictory. Viewed from the most usual
angle, it appears as a factor of division and
dispute between basic segments of the world

between this reasoning and that set forth by Raul Prebisch
in the Economic Survey of Latin America, 1949 (United
Nations publication, Sales N.%: E.51.11.G.1) regarding the
slow and irregular propagation of technical progress from
the countries which generate it to the rest of the world.

conglomerate, but at the same time it plays
an undoubted role as an agglutinating factor,
both of the blocks which are in dispute and
within them (for example, the formal and de
facto integration of Western Europe and the
corresponding situation on the Eastern Euro-
pean socialist side),? to say nothing of other
repercussions along the same lines such as the
grouping of the “non-aligned countries”.

Among the few who have correctly eval-
uated the significance of this situation and of
the possible implications of subsequent déten-
te is that great thinker José Medina Echavarria.
Therefore, in spite of its length, it is worth
reproducing one of the propositions that he
set forth in a challenging work published
shortly before his lamented death:

“Thus, the way the cold war fitted together
is a phenomenon which is easily visible and
can be grasped with the greatest clarity. And
the same is true both for the main protagonists
and for the third parties involved. A situation
arose in which, just as in the lasting social
stratification of the Ancien Régime, everybody
was perfectly conscious of the place he should
and in fact did occupy. All the forms of internal
or external, national and international conduct
only exist and can be understood as obvious in
the light of the inevitably present antagonism.
This is so up to the point that when in certain
years some countries define themselves as non-
aligned, they do not need to declare the
meaning of this nor ask what it means to
abandon the ranks. The clear, sharp confronta-
tion between the two superpowers brought
with it a similar clarity or absence of doubt in
the positions of allies and satellites, although
sometimes among the latter there were those
who were neither beloved nor sought. For this
reason, it is necessary to bear clearly in mind
the lineal expression of the profiles of the socio-
political structure of the cold war in order o
understand immediately the confusion pro-

5The Chinese-Soviet conflict represented a substantial
inversion of this process, but at the same time it implied the
development of other links by China, now with the
Western powers and Japan, and perhaps in the future with
South-East Asia.

6José Medina Echavarria, “Latin America in the
possible scenarios of détente”, in CEPAL Review, N.° 2,
second half of 1976, p. 22.
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duced when attempts to eliminate it or dimin-
ish it lead to the introduction of shades of
colour in the depiction of its features.”

Let us repeat in passing —because of the
importance which this has for the analysis
below— that the phenomenon of the “cold
war’ is an essential ingredient for the dyna-
mism and the unity of the central ecohomies,
since it relegates to a minor position obstacles
and disputes which were previously of great
importance.’

An inevitable concomitant of this political
situation has been what might be called “ide-
ological internationalization”. Of course, this is
not a completely novel phenomenon, and it
would be impossible to ignore, for example, the
distant reflections of the Enlightenment and of
the French and Russian revolutions. Its mod-
ern version, however, has acquired such scope
and extension —both geographical and social—
that it dwarfs everything that went before it.
Thus it was that even in the furthermost and
darkest corners of the earth, with peoples and
economies at various pre-feudal stages and
structures, the ruling circles and sometimes
also the masses began to unite and struggle for
categories historically rooted in European so-
ciety, such as liberal democracy, socialism, or
the dictatorship of the proletariat. This subtle
but incisive form of imperialism, responsible
for so many errors and distortions on the
periphery, represents a chapter of the present
state of affairs which has been little studied, in
spite of its enormous importance 8

TWith reference to this matter, Herbert Marcuse put
forward the shrewd and provocative thesis that while it is
evident that there are many contradictions between the
imperialist powers which it is not necessary to list in detail,
it is not likely that these contradictions will give rise to
wars between the capitalist countries in the future. This is
one of the respects in which coexistence shows how
decisively important it is for the stabilization of capitalism,
Up to a certain point, it can be maintained without the
slightest cynicism that in reality Communism has become
the doctor sitting at the bedside of capitalism (although it
remains to see exactly in what sense). Without Commu-
nism, it would be difficult to explain the economic and
political unification of the capitalist world: a unification
which more or less seems to be the materialization of the
old Marxist spectre of the worldwide cartel. It shoud be
noted, moreover, that this integration of the capitalist world
is not something superficial but rests on an extraordinarily
real economic base (from Industrial society and Marxism).

8China’s “own way”, which claimed to be different

(d) The transmission of the consumerist
way of life

Another aspect which enters into the present
discussion and is familiar to all is the dissemi-
nation and copying of the ways of life, the
mores, of the central societies. More specifi-
cally, this means the transfer and absorption of
their consumption patterns, which become the
supreme objective of those enthralled by their
influence. In other words, this concerns the
recurring theme of the demonstration effect
and the giddy “consumerist” spiral which is its
most striking result.

This internationalization of habits and
aspirations, as well as constituting another
basic ingredient in the overall process, is
relatively independent, it should be noted, of
the production substrate and the levels and
changes of the economic structure. Although
the motive force and the effective social inci-
dence are naturally different, the winds which
carry this phenomenon blow just as strongly in
a small Central American country as in Argen-
tina, Algeria, the Philippines or Nigeria, and
they even reach the socialist world, although of
course only to a limited extent. In short, as we
shall see later on, the internationalization of
consumption patterns advances much more
rapidly than that of modes of production? As
Rail Prebisch recently noted: “...The periph-
ery is by no means backward in the propagation

from the ways of both the capitalist West and the USSR,
actually fell —despite the original contributions of Mao
Tse-Tung— within strict Marxist orthodoxy, although the
actual socioeconomic practice was more or less heretical in
fundamental aspects in comparison with the European
socialist or capitalist experiences.

The new circumstances of China’s external links and
internal “modernization” have naturally considerably
modified this picture.

See in this respect the reflections of Celso Furtado in
Creatividade e Dependencia, Rio de Janeiro, Editorial Paz
e Terra, 1978. ‘

9This is not the place to go into the implications and
problems of this dissociation, which in any case has been
dealt with on a number of occasions in CEPAL studies. In
these, emphasis has been placed on the great contradiction
underlying the attempt to reproduce the consumption
structure characteristic of the central economies in coun-
tries whose low average level of income (and productivity)
is only a small fraction of that which is usual in the former.
Herein lies one of the main causes of the tendencies
towards concentration of income and the inevitable passing
over of the basic needs of the majority.
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and irradiation of the more and more techni-
cally more advanced patterns of consumption.
Consumption —the consumer society— is
therefore being rapidly internationalized,
whereas in contrast formidable obstacles are
encountered by the internationalization of
production from the standpoint of foreign
trade.”10

Paraphrasing a well-known statement, it
could be said that something similar is happen-
ing at the international level to what is taking
place in national circles, in the sense that the
leading society —not the leading class any
longer— sanctifies and imposes its values and
habits beyond its own frontiers, with greater or
lesser force depending on the permeability of
the local situations.

This is not a new question, either. In Latin
America, for example, this topic has been
frequently discussed ever since last century,
leading to the coining of the well-known saying
that “we are civilized for consuming but primi-
tive for producing”!! Its present proportions
and significance, however, show a qualitative
change with regard to the situation which used
to exist.

A significant factor in this, of course, has
been the formidable progress of the means of
communication and the part played by the
transnational enterprises. No further comment
is called for on this, as it is already sufficiently
well known, but there are some other factors,
such as the change in the origin of the centres of
irradiation and the nature and social destina-
tion of a considerable part of the types of
consumption disseminated, which have re-
ceived less attention.

Until probably about the time of the First
World War, it was Great Britain and France
which set the patterns of selective consump-
tion transmitted to the moneyed classes on the
periphery, but filtration of these patterns to the
small middle classes and the great masses was
minimal or non-existent.!2 The emergence of

10Dy, Rail Prebisch, “Socioceconomic structure and
crisis of peripheral capitalism”, CEPAL Review, N.° 6,
second half of 1978, p. 183,

N These words were said by Enrique Molina, the late
rector and founder of the University of Concepcién in
Chile, but the same idea is repeated in many countries,

12The leading products in this “élite” type of consump-

the United States as the leading power radical-
ly changed this picture,'® and the “élite” types
of consumption were forced into the back-
ground by the consumption of goods of general-
ized and massive use, this being made possible
by the high level of average income, its more
equitable distribution (more equitable, that is
to say, compared with the more highly strati-
fied European societies of the pre-war era), the
size of the market and its vigorous rate of
expansion.

The nature and smaller unit values of a
large part of these goods are associated with the
growing social diversification observed in the
peripheral economies, whose growth rates
were increased and changed by the increase in
primary exports and complementary activities,
the expansion of the State machinery, and
subsequently the advance of industrialization.

While the higher-income groups continue
to be the main recipients of this irradiation of
consumerism —and generally the only ones as
far as the goods of higher unit value are
concerned— the new circumstances described
mean a considerable expansion of the social
field involved.4

Thus, the internationalization of consump-
tion patterns is founded upon and expands from
the basis of a myriad of common goods which
are repeated in different degrees even in the
furthest-flung corners of the world and are
promoted primarily by the great United States
sales machine, increasingly accompanied by
similar machines of other countries.!s

tion were a number of well-known goods ranging from
Limoges or Rosenthal china, Baccarat glassware or Shef-
field cutlery to English textiles, Italian silks and Havana
cigars.

13Gee in this respect D. Felix, “Changing consumer
preference in economic growth”, St. Louis, Washington
University, 1978.

H4gee C. Filgueira, Consumo y estilos de desarrollo,
?S%SAL’ DS/Preliminary Version/190 (mimeo), March

I5These goods include such items as blue jeans, Coca-
Cola and razor blades; common households appliances,
chewing gum and deodorants; ice cream, cigarettes, tran-
sistor radios and T-shirts. In addition, within the more
festricted circle referred to earlier, there are such products
as motor cars, television sets, etc.: i.e., the costly durables
which are mainly responsible for the contradiction referred
to earlier in this study. Finally, in the “cultural” sphere, the
main harbingers of this trend have been such items as
comics, jazz, the cinema and the best-seller industry.
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Although these are the most visible and
ubiquitous manifestations of this phenomenon,
care should be taken to avoid a pejorative uni-
lateral appraisal of the nature of the phenom-
ena, as sometimes happens in certain circles.
Internationalization also makes it possible to
share in the scientific, technological and cul-
tural riches of the more advanced countries.
The positive nature of these impulses towards
homogenization is to be seen at the most varied
levels, from the heights of pure science to the
progress in everyday technical and produc-
tive activities, to say nothing of the fundamen-
tal contribution to the preservation of life and
health. The humble aspirin, penicillin or anti-
polio vaccine are vivid illustrations of the
historic revolution which has taken place in
this field.6

We must now end this brief digression on
some of the less widely covered aspects of this
question in order to analyse the outstanding
economic effects of this phenomenon and its
general significance for the centre-periphery
system.

(e) The economic dimensions:
international trade

The course of world trade and its performance
vis-d-vis national products, on the one hand,
and the evolution of investments and loans on
the other, are usually considered as the most
significant phenomena regarding the topic
under examination, without prejudice to the
also important role of migrations and of the
incorporation of the labour force into the world
system, which we referred to earlier and to
which we will return at a later point.

'$Radical thinkers of the past, unlike certain present-
day critics, had a very clear picture of the contradictory
incidences of internationalization as effected under the
aegis of industrial capitalism. Among many other referen-
ces, we may recall a well-known reflection of Leon Trotsky

in his History of the Russian Revolution: “The privilege of

long-standing backwardness —and this privilege does
exist— permits and even forces the adoption of any advance
which is available ... without going through any of the
intervening stages. Thus, savages changed their bows and
arrows for rifles, without following the long path which
existed between these arms in the past”. Althouth the
image used is not perhaps the most felicitous one for
evoking the comprehensive nature of this phenomenon, it
does suggest its main features.

From these two main angles, it is easy to
see how the tendencies towards international-
ization were intensified in the period after the
Second World War.

With regard to the first element, let us look
at some interesting details from various points
of view.

Taking a global view, table 1 shows that
world exports grew more rapidly than the sum
of the domestic products and industrial activity
between 1950 and 1970. South America is a
conspicuous exception to this, since in its case
the first of these factors shows a smaller
expansion than the other two. It would there-
fore appear that in this period it represented
the most typical case of “inward-oriented de-
velopment”. It may be noted that even in the
Soviet Union, where exports were mostly di-
rected to its own sphere of influence, they
exceeded the performance of the other items,
while in the case of Asia exports at least exceed
the increase in the domestic product.

Table 1

INDEXES OF EXPANSION OF THE
WORLD ECONOMY, 1970

{1950 = 100)
Gross
domestic Industrial Exports
product  product
World 270 280 385
North America 210 250 295
Europe 260 310 470
Soviet Union 435 700 740
South America 250 300 195
Asia 325 820 440
Africa - - 305

Source: CEPAL, Economic Survey of Latin America, 1971
giil)ited Nations publication, Sales N.%: E.73.11.

Fromanother point of view, table 2, which
covers periods coinciding with the intensi-
fication of this kind of behaviour (1965-1970
and 1970-1973), reveals that the rate of expan-
sion of exports as a whole with respect to the
components in question was considerably
higher than that of production as a whole. The
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gap is smaller in the group of developing
countries (although it does increase somewhat
in 1970-1977), the situation being most marked
in the case of Latin America, which registers
the relatively lowest rates of increase of
exports.

Table 2

WORLD GROWTH AND TRADE, BY
MAIN ECONOMIC GROUPINGS
{Annual growth rates, at constant prices)

1965-1970 1970-1973

1. World as a whole

Product 54 6.0

Exports 9.1 9.4
2. Developed market economies

Product 46 5.1

Exports 9.5 9.5
3. United States

Product 3.1 4.8

Exports 6.5 10.3
4. European Economic Community

Product 48 4.2

Exports 11.2 10.0
5. Japan

Product 115 8.9

Exports 14,9 10.5
6. Developing countries

Product 5.9 6.3

Exports 6.8 8.9
7. Latin America

Product 5.9 6.7

Exports 4.5 6.3

Source: United Nations, World Economic Survey, 1977
{United Nations publication, Sales N.¢: E.78.11.
G.1) and United Nations Statistical Yearbook,
1976 {United Nations publication, Sales N.%: E/F,
77.XVIL1).

(f) Industrialization and the centralization

of flows

‘Similar tendencies are observed when the
problem is considered from a sectoral view-
point, but this has the advantage of bringing in
a qualitative aspect of the overall evolution
which is of prime importance for the analysis.
As will be noted from table 3, the three main

sectors considered (agriculture, mining and
manufacturing) show the same tendency, but
manufgcturing is far ahead in the growth of
exports, for between 1960 and 1977 these grew
by 326% with respect to the base year, whereas
agricultural exports only grew by 81%.

Table 3

WORLD PRODUCTION AND EXPORTS,
BY SECTORS, 1960-1977

Annual Variation
growth rate 1960-1977

Agriculture and stock-raising

Production 2.5 51

Exports 3.6 81
Minings

Production 4.3 103

Exports 5.0 129
Manufacturing

Production 6.0 170

Exports 8.9 326

Source: FIDE, Buenos Aires, Coyuntura y Desarrollo,
N.% 5, January 1979, on the basis, of data from
GATT.

2Including fuels and non-ferrous metals.

If we take a broader time horizon, this
tendency appears even more clearly (see table
4). In the course of the long and irregular cycle
between 1900 and 1950, world manufacturing
production expanded at an average rate of 2.8%
per year, whereas external trade only increased
by 1.7% per year. Between 1950 and 1975, in
contrast, manufacturing grew by 6.1% and
external trade by 8.8% per year; over the same
period, industrial exports rose from 43.2% to
64.4% of total trade, and if fuels, whose share
increased notably after 1973 are excluded, the
increase is from 48.5% in 1950 to 76% in
1975.17

TCEPAL, Analysis and prospects of Latin American

industrial development, ST/CEPAL/Conf, 69/L.2, 8
August 1979,
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Table 4

WORLD GROWTH OF INDUSTRY AND
TRADE IN MANUFACTURES
(Percentage growth rates)

1900-1950 1950-1975

Production of

manufactures 2.8 6.1
Trade in
manufactures 1.7 8.8

Source: CEPAL, Andlisis y estructuras del desarrollo
industrial latinoamericano, op. cit.

The preferential action of international-
ization through manufacturing has an obvious
and well-known result: the growing role of the
industrialized economies in world trade and
the increasing importance of the links within
that group of countries.

We thus arrive at a clear expression of the
aspect which is perhaps fundamental in the
change of structure between the two scenarios
under consideration: that before the great
depression {(or before the First World War, if
preterred) and that subsequent to 1945.

In dealing with this question, Aldo Ferrer
notes that the growing integration of interna-
tional trade, the movement of capitals and
emigration were expressed through three main
channels: the exchange of primary commodi-
ties for manufactures between the centre and
the periphery; the trade in primary commod-
ities between the industrialized economies,
and the trade in manufactures between the
same countries.'®

In the first period, extending up to the First
World War, the first two channels predomi-
nated to an overwhelming extent, the main
position, particularly in the field of tropical and
mineral products, being occupied by the
centre-periphery flows.!s In the stage after the

18a]do Ferrer, “América Latina y los pafses capitalistas
desarrollados: una perspectiva del modelo centro-perife-
ria”, in El Trimestre Econdmico (Mexico City), N.° 169,
1975.

19As A, Ferrer says in the study referred to above: “In
the seventy or eighty years before the Second World War,
two-thirds of world exports were made up of foodstuffs and

Second World War, however, it was the third
form of expansion which predominated.

In other words, internationalization
through external trade leads to industrial-
ization on the one hand and centralization on
the other.

Some illustrative details were already
given regarding the first of these.

With regard to the second of these phe-
nomena, it should be borne in mind that at the
beginning of the 1970s (1970-1972) trade be-
tween the central economies represented 77%
of the total (this figure went down slightly in
subsequent years). At the same time, they
received around 73% of the exports from the
periphery and 24% of those from the centrally
planned economies, the latter figure rising to
29% in the years 1976-1977.20

Table 5, for its part, shows the changes in
the shares of the main groups of countries in
world trade between 1950 and 1975, the most
notable features being the increase in the share
of the central economies from 62 to 66% and the
drop in the share of the non-oil-exporting
peripheral countries from 24 to 10%. This table
also reveals the change among the central
countries to the detriment of the United States
and to the advantage of the European Econom-
ic Community and Japan, although this is
doubtless influenced by conditions in the base
year, when the post-war reconstruction process
was hardly beginning.

This confirms what was already pointed
outregarding the centripetal tendency of world
trade and the loss of relative significance of the
periphery during the period under consid-
eration.

At the same time, however, it is essential
to make a distinction between this structural
variation and the appreciable and generalized
growth of trade already referred to. Even in the
case of the underprivileged periphery, the

raw materials. The period of fastest expansion was between
1870 and 1913 ... when ... around 70% of European imports
were made up of primary commodities and nearly two-
thirds of the total imports of the United States —despite its
formidable endowment with natural resources and capaci-
ty for commodity production— consisted of foodstuffs and
raw materials”,

X CEPAL, Economic Survey of Latin America, 1977
(E/CEPAL/1050/Rev. 1), Santiago, Chile, 1978.
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Table 5
SHARES OF MAIN ECONOMIC AREAS
IN WORLD TRADE
Exports FOB
Percentage share
in total
1850 1975
A. Developed market
economy countries 60.2 66.3
United States 16.6 12.2
Canada 4.7 3.7
European Economic
Community (EEC)
{9 countries) 265 339
European Free Trade
Association (EFTA)
(8 countries) 56 6.1
Japan 1.3 6.4
Others 5.6 38
B. Centrally planned
economies 8.1 9.8
Eastern Europe 6.8 9.0
Asia 1.3 0.8
C. Developing countries 31.7 23.9
Oil-exporting countries 7.3 13.4
Non-oil-exporting countries 24.4 10.5
Africa 4.0 1.8
Latin America 10.4 3.9
Asia 9.1 4.3
Middle East 0.8 0.4

Source: CEPAL, The economic and social development
and external economic relations of Latin America
(E/CEPAL/1061), vol. 11, 1979.

drop in its total share did not prevent the
annual growth rate of its exports from amount-
ing to 7.6% (6.8% for Latin America) in the
period 1950-1975. This growth rate may be
compared with that recorded by commodity
exports in one of the most vigorous phases of
past growth (1871-1913), when they expanded
at the rate of 3.5% per year.2!

Strictly speaking, then, that fundamental
readjustment represents the relative relegation
of a large part of the periphery to a second
place, rather than its exclusion from the great
wave of internationalization through external
trade.22

214, Ferrer, op. cit.
22This appraisal would appear not to be valid, how-
ever, for the countries which the World Bank has classified

Obviously, the big exception to these
changes appears after 1973, with the substan-
tial rise in oil prices (see table 5), which will
be discussed later on.

Another noteworthy element of undoubt-
ed importance is the growing share of indus-
trial exports by the periphery, which to some
extent reduce its relative losses.®

Between 1960 and 1975, at constant prices,
these exports grew at 12.3% per year, which
was twice as much as the total exports of those
countries and also compares favourably with
the growth rate of world trade in that period,
which was 7% per year? In the case of Latin
America, this meant that the share of manufac-
tured goods rose from 13% of its exports to 23%
between 1970 and 1975, and this tendency was
maintained subsequently, despite the deterio-
ration in the international situation?

It is worth recalling, however, that this
performance has been limited to a small num-
ber of countries on the periphery:a feature
which is also to be noted in Latin America,
although to a smaller extent.

Without anticipating the recapitulation
which will be made later on in this study, it
may be stated that the details given regarding
international trade not only bring out its signif
icant role in the development of internation-
alization but also highlight certain changes
and tendencies which show the different impli-
cations it has for the centres and the periphery.

as those of lowest income, among which are a number of
countries with very large populations, such as India (620
million), Indonesia (80 million), Bangladesh (80 million),
and Pakistan (71 million). Their exports increased by 3.6%
per year between 1960 and 1970, but went down by 0.4%
between 1970 and 1976, See World Development Indica-
tors, Washington, The World Bank, 1978.

BProfessor A. Lewis’s optimistic judgement on this
matter is of interest. In the Evolution of the International
Economic Order (The Eliot Janeway Lectures, Princeton,
N. J., Princeton University, 1971), he notes that as far back
as 1975 manufactures made up 33% of the exports of the
developing countries (excluding the oil-exporting coun-
tries), and if the present tendency continues, by 1985 they
will represent more than half, In his view, the division of
the world into developing countries which export agricul-
taral products and import manufactures and developed
countries which do the opposite is on the point of ending.

#43ee “The changing composition of developing coun-
try exports” by H. B. Chenery and D. B. Keesing, in
World Development Report, 1978.

#BCEPAL, Economic Survey of Latin America, 1977,
op. cit.
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g) The role of movements of capital

It seems superflous to recall the correlation
—not necessarily symmetrical— between trade
flows and capital flows, which, as we already
noted, constitute the economic fulcrums of the
internationalization process.

As regards the second of these, we shall
limit ourselves to the analysis of direct invest-
ments and their fundamental agents, the trans-
national enterprises. We shall therefore leave
aside everything connected with financial
flows, the size and composition of which have
undergone great changes during this decade.
Quite apart from the fact that many valuable
studies have been made on this subject? it

has been assumed here that the combination of
direct investment and transnational enter-
prises (which of course has projections on to the
financial level) has more significance from a
structuralist point of view.?

From the comparative viewpoint of the
continuity and contrasts between the experi-
ence of the past and that subsequent to the
Second World War, the interesting points in
this connexion are those connected with the
growth rates and forms of capital movements,
the spatial distribution of the resources and
their sources, and their sectoral destination, all
of which are essential considerations for ap-
praising their incidence on the general ques-
tion under consideration.

Table 6

WORLD CUMULATIVE DIRECT INVESTMENT IN THE DEVELOPED COUNTRIES
AND IN THE VARIOUS DEVELOPING REGIONS

Millions of dollars Percentage Annual percentage
at end of year breakdown growth rates
1967 1975 1967 1975 1967-1975
World investment 105300 258 900 1000 1000 119
Investment by United States 56 600 124 200 538 480 10.3
Investment in the developed countries 70 172 186 500 666 720 13.0
Investment in the developing countries 35128 72400 334 28,0 9.5
In Europe® 2 000 6 400 1.9 2.5 15.6
In Africa 6 600 11 100 6.3 4.3 6.7
In Asia 5 000 17 300 4.7 6.7 16.8
In the Middle East 3100 2.9
In Latin America
{23 countries plus other territories) 18 400 37 600 17.5 14,5 9.3
In Latin America
(19 countries) 15250 27750 14.5 107 7.8
Brazil 3728 9100 3.5 3.5 11.8
Mexico 1787 4 800 1.7 1.9 13.1

Source: CEPAL/CTC, Documento de Trabajo N.° 12, September 1978.

4Not including the Middle East.

bIncluding Austria, Cyprus, Finland, Gibraltar, Greece, Greenland, Iceland, Ireland, Malta, Spain, Turkey and Yugos-

lavia.

2685ee, for example, C. Massad, “The revolt of the
bankers in the international economy: a world without a
monetary system”, CEPAL Review, N.° 2, second half of
1976; R. Devlin, “External finance and commercial banks”,
CEPAL Review, N.° 5, first half of 1978 and “Commercial
bank finance from the North and the economic develop
ment of the South: congruence and conflict”, which
appears in the present issue of CEPAL Review.

271t should, however, be noted that the changes in the

composition of the loans —highlighted in the studies
referred to— involving an increase in the share of private
lenders and borrowers at the expense of the share ac-
counted for by loans made by governments or international
agencies to other governments or public sectors also
constitate a significant structural modification, although of
more uncertain durability.
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As regards growth rates, there is no infor-

mation which permits a proper comparison of

the experience of the two periods, although
there are significant data on their vigour in the
tirst of these periods® We shall have to
content ourselves, then, with the information
collected for a relatively recent period, which
is presented in table 6 and figure 1. What im-
mediately stands out is the overall growth rate
of almost 12% per year, which is more than
that cited above for the world product and
exports (see table 2).

The rate of growth is strongest in the cen-
tral countries, particularly in Europe, and in
Asia (almost 17% per year), due to the well-

Figure |
WORLD CUMULATIVE DIRECT INVESTMENT IN TIE: DEVELOYEI}Y
AND DEVELOPING COUNTRIES
(Mitlions of dollars)
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28See the importantstudy prepared by CEPAL in 1965,
External financing in Latin America, EJCN.12/649/Rev. 1;
Sales N.°: E.65.11.G 4.

known weight of the small group of industrial
exporting economies. In contrast, the rate for
Latin America is slower, although it rises some-
what in the case of Brazil and Mexico®

As regards the spatial distribution of the
export of capital and the sources from which it
came, the situation in the nineteenth century
was very clear. Despite the considerable repre-
sentation of centre-periphery trade, the truth is
that during this period the predominant move-
ments of capital were the horizontal circulation
within Europe and to the United States and
Canada and the vertical circulation to the
British colonies. Argentina was the most con-
spicuous exception to this, for well-known
reasons.® If this country is excluded, about
two-thirds of the total investment around 1913
was concentrated in the first group® This fact,
and the scanty mobility of the peripheral labour
force to the centres, were the main reasons for
the frustration of the classical optimism about
the dynamizing and homogenizing effects
which would be caused by the expansion of
industrial capitalism to the exterior.

Developments after the war confirmed
this tendency and structure: the rapid growth
of the total accumulated direct investment was
concentrated mainly in the developed econo-
mies, whose share rose from 66.6% in the first
year mentioned to 72% in the second (see
table 6).

It is also interesting to examine the unfold-
ing of this inclination from other viewpoints.

As regards the origin of the tlow, the su-
premacy of the British source of supply in the

297t should be borne in mind that a considerable part
of the accumulated value is accounted for by the reinvest
ment of profits made in the same country. A study on the
situation regarding United States investments showed that
such reinvestment of profits represented a little over 50% of
the cumulative total between 1966 and 1976. See US
Department of Commerce, Survey of Current Business,
Washington, August 1977.

A, Ferrer, in La economiu argenting (Mexico City,
Fondo de Cultura Econémica, 1963), notes: “From the
second half of the nineteenth century onwards, Argentina
received a substantial proportion of the flow of capital ... to
the developing areas ... the capital invested in this country
rose from practically nothing in 1860 to 2.5 billion dollars
at today’s prices (1962) in 1904 and nearly 10,5 billion
dollars in 1913.

31A, Lewis, op. cit.
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first historical scenario was subsequently re-
placed by another and perhaps even more over-
whelming one, that of the United States, until
well into the post-war era. Subsequently, how-
ever, the full recovery of Europe and Japan
undermined this dominance, as is shown by
the reduction of the United States share during
the most recent phase from 53.8% in 1967
48% in 197532

Itis also interesting to take into account the
distribution of investments in the periphery
(see table 6). In the light of its share of world
population (a little over 10%, compared with
31% tor Asia (excluding Japan and Israel) anda
little over 12% for Africa (excluding South
Affrica), the large share of Latin Americais quite
striking. At the same time, however, quite apart
from the considerable decline during the peri-
od under examination, it is essential to take
into account the countries in which these
investments are made. Thus, Brazil and Mex-
ico, which accounted for about a third of the
total in 1967, came to account for half by 1976,

As in world trade, the sectoral structure of
investments inclines towards the industrial
field, in contrast with the past, when it was
preferentially oriented towards mining and
basic services. This is due to the influence
both of the dynamics of the sector and the post
war tendencies which favoured the nation-
alization of the previously dominant areas. The
variations are appreciable even if we only take
the relatively brief period between 1967 and
1975, during which —as regards the capital
accumulated by the United States— industry’s
share in Latin America rose from 33% to 49%,
while the share of the petroleum and mining
sectors dropped from 41% to 19%33 Partial

320ne of the most significant elements in this develop-
ment is the growth of foreign investment in the United
States. From an average of some 923 million dollars in
1967-1969, this rose to almost 4 billion dollars per year
in 1973-1975, according to information from the United
Nations Centre on Transnational Corporations, TNCs in
world development: a re-examination (United Nations
publication, Sales N.%: E.78.I1.A.5), 20 March 1978,
Regarding the decline of the United States dominance,
see inter glia L. G. Franko, “Multinationals: the end of
US dominance” in Harvard Business Review, Boston,
Massachusetts, November-December 1978.

335ee CEPAL, Economic Survey of Latin America,
1977, ap. cit. The other sector where there was rapid
expansion in the recent past was that of finance, the share

data give grounds for assuming that this ten
dency is even more pronounced in the case of
European capital ¥

h) The weight of the transnational enterprises

It is generally agreed that an overwhelming
proportion of direct investment is made by the
transnational enterprises: consequently, there
is no need to repeat or enlarge on here what
has already been observed from examination
of the tendencies and structures of invest
ments. We shall therefore concentrate on dis-
cussing some qualitative elements which may
help to identify the present character of the
phenomenon, compared with similar situations
in the past® the aim being to make a better
appraisal of the role of these enterprises in the
internationalization process since the end of
the war.

The magnitude of this phenomenon must
be underlined from the very start. According to
a well-known United Nations study, around
1971 a relatively limited number of parent
corporations (7,276) and their subsidiares
(27,300) generated about one-fifth of the total
value added in the world gross product, not
counting the centrally planned economies3¢

Comparable data regarding Latin America
are not available, but perhaps the most impor-
tant consideration is that involving a well
documented fact: that the transnational corpo-
rations play the leading and sometimes exclu-
sive role in some key sectors of production
—precisely those of greatest dynamism and
highest technological level— just as occurred
in the past with the primary commodity export-
ing complex.

There is considerable documentation re-

of which rose from 14% to 20% of the total, for well-known
reasons.

3]n the case of West Germany, for example, it would
appear that 77% of the total investment are in the industrial
sector, acconding to the United Nations study Multing-
tional corporations in world development (Sales N.9:
E.73.11.A.11), 1973.

BWith regard to the existence of such situations,
Professor A. Lewis comments —rather ironically— that the
recent discovery of their existence by political theorists
leaves the historian a little perplexed (A. Lewis, op. cit.).

36United Nations, Multinational corporations..., op.
cit.
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garding this matter which makes itunnecessary
to go into it here in detail. It does seem useful,
however, to go into a little more detail about
some common features and also some notable
differences in the particular situations of the
Latin American countries. In order to do this,
we have taken data regarding the industrial
sector in Brazil, Colombia and Mexico.3

In all these countries, from an early stage,
foreign participation has been relatively high-
est (between 50 and 100%) in the chemical,
basic metals and metal manufactures and ma-
chinery industries, with the proportions vary-
ing according to the specific lines in each sub
sector. While the smaller degree of diversifica-
tion and development of Colombian manufac-
turing may explain some of the contrasts noted,
itis nonetheless true that these are very marked
compared with the situations in Brazil and
Mexico. As regards the metal manufactures
and machinery group, for example, foreign
control in various main items in the second
country was complete until at least 1970 (the
last year of the study quoted), but it was more
varied and relatively smaller in Brazil. The
motor industry may be taken as an illustration:
even when the terminal plants are foreign
owned, domestic motor-component firms ac-
count for about one-third of the total sales in
this branch.?®

Obviously —and beyond any value judge-
ment— the situation sketched above implies
decisive influence on the growth rates and
orientation of the production systems and on
one of the crucial links of the external relations
of the countries, precisely where this is most
important.

It is difficult to say categorically whether
this new form of internationalization implies
more or less dependence on the exterior than
that which characterized the primary commod-
ity exporting growth. This is not the place togo

37Regarding Brazil, see the data collected by the
CEPAL/CTC Unit; regarding Colombia, see Michael
Mortimore, CEPAL/CTC Unit, Foreign participation in
Colombian development: the role of TNCs, 1979, and
regarding Mexico, see C. Bazdresch Parada, “La politica
actual hacia la inversién extranjera directa”, Comercio
Exterior, Mexico City, November 1972,

IDercio G. Muiioz, “Capitais extranjeiros — a espera
de pragmatismo”, in Revista de Anpec, N.° 2, 1978,

into the terms of the controversy over this
matter, but what does seem to be beyond doubt
is that the phenomenon involved is much more
complex and comprehensive than the pre vious
type of linkage 3

i} The ‘motivations’ of the transnational
corporations

What are the forces or motivations which im-
pelled this process?

If we look back over the way the problem
was expressed in the previous system of trade,
it seems obvious that the central impulse came
from the need to promote exports of primary
commodities so as to ensure supplies of food
and raw materials at relatively low prices
(which, among other things reduced the cost
of the labour force), while at the same time
opening up other profitable horizons for the
export of capital.

In the post-war phase, these incentives
continued to be present, but other conditioning
factors also entered into the matter. One of
them arises from technological development
and the tendencies towards the concentration
of enterprises, which created the possibility
and necessity of going beyond national bound-
aries.

With regard to the first and most decisive
element, it seems unnecessary to stress the
influence of progress made in the fields of com-

39Without this constituting an answer to this query, it
seems useful to recall that in various recent CEPAL studies
prominence has been given to the bigger capacity of the
region to defend itself against the cycle of the central
economies, which can be explained in the final analysis
by the greater diversification of production of many of
the economies of the region. When referring to this topic
in his statement at the eighteenth session of CEPAL, the
Executive Secretary of the Commission emphasized the
following relevant aspects: the greater structural solidity
of the economies of the region, due basically to the
diversification of their production apparatus thanks to
industrialization; the more diversified structure of exports
and, in particular, the increase in exports of manufactures,
the domestic potential for producing intermediate and
capital goods, which could previously only be obtained
through imports; the greater access to international financ-
ing (above all of a private nature), even at times of serious
balance-of-payments disequilibrium in some countries,
and the limited but significant changes in agriculture and
particularly in a modernized sector with quite a high
growth rate.
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munications and transport, cybernetics, and
business management, to which was added the
“capacity and ... technical skill to ‘fragmentize’
the productive processes, even in relatively
more complex activities, separating the seg-
ments of higher labour density from those
which, although characterized by high capital
density, can be carried out by unskilled or
semi-skilled workers™ 40

To these familiar reasons are added some
others from other sources which comple ment
them and accentuate problems connected with
“capitalist accumulation”, especially the un-
satisfactory tendencies of profit rates in the
centres (although this question only became of
importance in the present decade), the pres-
sure of the organized working class of the
central countries themselves to share in the
advances in productivity, and also the alterna-
tive and compensatory attraction of the low
wages paid in the periphery.

Without denying the degree of validity of
this second group of explanations, it seems
clear that it comes from the same stock as the
classical assumptions on this matter which we
referred to earlier through a quotation from
Protessor Rosenstein-Rodan. As regards speci-
fically the attraction exerted by the lower
wages paid on the periphery, it is necessary to
recall once again the well-proven fact that the
bulk of the investments of the central countries
has been concentrated in their own sphere
—i.e., precisely where substantially higher
wages predominate— and that even in the pe-
riphery itself they tend to recruit workers at
wages which are usually higher than the aver-
age, although obviously they are far below
those prevailing in the industrialized econo-
mies.*

A sounder approach, therefore, is to take
into account the generic reasoning over the

40P, Vuskovic, “Ameérica Latina ante nuevos términos
de la division internacional del trabajo”, in the review
Economia de América Latina, CIDE, Mexico City, March
1979.

41l From the point of view of Marxist categories, it could
be said that the extraction of the relative surplus value
{conditioned by the differential growth rates of produc-
tivity and wages) has been more attractive than the
extraction of the absolute surplus value (created by the
intensification of the efforts of workers andfor the com-
pression of wages).

possibilities of profit —visible or hidden profit
on inter-enterprise transfers, payments for
technology rights, and other well-known
tricks— which acquires even greater signifi-
cance if we 2onsider the global or supranational
strategies and the logic behind the oligopolistic
competition between the big corporations. In
other words, what interests them is not so much
the profitability of each investment in particular
as the global effect over the whole of their
profits and the situation as regards competition
with similar firms in the same field.

i) The export of capital and the production
cycle

The elements of continuity and change in the
presence of the transnational enterprises and
their investments give rise to other queries
which lead us to ask, as was done in a study
already referred to: what is really new, if there
is indeed anything new, in the recent trends™2

In this sense, for some analysts the former
phase was characterized by the export of capital
from the central economies, while the phase
which began after the Second World War was
distinguished by the “internationalization of
the production cycle™? or, to put it another
way, by “the incorporation of the labour forces
of many countries into an integrated and corpo-
rate world production structure”™! in which
the transnational enterprises play a decisive
role.

Without denying the substantial change
which took place between the two periods as
regards the composition of the flows of capital,
this did not prevent the fact that in the first
stage, and even long before, as in the revealing
case of the sugar plantations of the West Indies
and Brazil, the other phenomenon mentioned
above also took place. Particularly from the
end of the nineteenth century onwards, there
was a considerable increase in the centre-
periphery links based on the trading of raw

42P. Vuskovie, op. cit.

43C, Palloix, “Impérialisme et mode d’accumulation
international du capital”, Revue Tiers Monde, Paris,
January-March 1974, Quoted by Pedro Vuskovic, op. cit.

4S5, Hymer, “The internationalization of capital”,
Journal of Economic Issues, Lincoln, Nebraska, March
1972.
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materials and food for manufactures, thus in-
ternationalizing the global production cycle
through the reciprocal significance of the flows
of goods and capital involved. Obviously, the
centre laid down the forms and rates of the
links, but the mainly endogenous nature of
their functioning was not in contradiction to
the minor but still strategic role of the periph-
eral universe which was incorporated in this
relationship and whose growth was
subordinated to its rate and forms.

Moreover, this evolution, as a logical cor-
ollary of the direct or indirect promotion and
control of production units by the guiding
economies, also meant the forced or sponta
neous mobilization and recruitment of an enor-
mous reserve of labour. As is well known, two
enormous international migration movements
were set afoot: the approximately 50 million
people who left Europe had as their counter-
part a similar number of people who left the
periphery for the tropical plantations, the
mines or the construction projects. Added to
the migrants were many more millions of
people who were incorporated into the primary
commodity export activities in their own lands.
These amounts seem to be considerably greater
than those now estimated with regard to the
foreign operations of the transnational enter-
prises. s

While the thesis thus unravelled may give
rise to valid objections, it is nonetheless true
that it does point to a clear and main fact: the
greater complexity of the pattern of interna-
tional relations (intra-centre and centre-pe-
riphery) established by the present agents n
the articulation process. The socialization of
economic activities (and not only of these ac
tivities) shows a great advance under the si-
multaneously paradoxical and contradictory
aegis of the transnational corporations, which
are private but in whose activities para-State
and government bodies also play a part.

k) The internalization of investments

In seeking the novel features of the new situa-
tion it may be usefull to recall the well known

45§. Hymer, op. cit., calculated that the foreign
employees of the 500 biggest United States firms amount

image of Hans Singer who, referring to foreign
investment in the primary commodity export-
ing field, maintained that it was umbilically
rooted in the central country which gave rise
to it, whereas its link with the peripheral
country was a factor more of geographic than
economic significance.#

This picture underwent a profound change
in the period after 1945. As foreign investment
abandoned or was displaced from the field of
commodity exports and began to be concen-
trated in industry and other activities, an
“internalization” process took place to a de-
gree which was more or less significant but in
any case undoubtedly greater than in the past.
The basic reason for this fact, as we know very
well, is that the enterprises came to depend on
the domestic market for their profitability and
expansion, although they continued to be sub-
ordinated to the exterior through various chan-
nels (imports of inputs and capital, technolog-
ical subjection, finance, etc.). On the other
hand, depending on the host countries’ bar-
gaining power, this was accompanied by an
expansion of the manoeuvring capacity of
national policies and even the emergence of
new forms of linkage with the transnational
enterprisesd’

This “internalization’ has many important
consequences. One of them is the bigger ir-
radiation of its effects over the societies which
act as hosts to such enterprises, extending from
the intensification and extension of the dem-
onstration eftect, with the consequent repro-
duction of the consumption patterns of the
transmitting centres, to social and political
impacts. It has been convincingly argued that
all this has increased the co-optation capacity
of the foreign presence, which covers the po-
litical, business and wage-earning classes, to

to between 13 and 14 million persons, while C. Vaitsos,
op. cit., estimates the number of persons employed by the
transnational enterprises in industries in the developing
countries at between 2.5 and 4 million.

M Hans Singer, “The distribution of gains between
investing and borrowing countries”, in American Eco-
nomic Review, Papers and Proceedings, Nashville, Ten-
nessee, Vol. I1. N.¢ 2, May 1950,

47See in this respect CGEPAL, The economic and social
development and external economic relations of Latin
America {B/CEPAL/1024), Vol. 11, 1979, Prominent among
these new forms are: co-production and specialization
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say nothing of that part of the population which
is incorporated (or hopes to be incorporated)
in the market for consumer goods which are
characteristic of the process. Paradoxically, in
consequence, this “internalization” becomes
a force which activates the tendencies towards
internationalization already referred to.

Without prejudice to the foregoing, it is
clear that these impulses run counter to other
very powerful impulses in the opposite direc-
tion: i.e., towards the absolute or relative (but
in any case conflictive) exclusion of a consider-
able part of the population of the periphery,
with the proportions varying according to the
particular situations of the countries, as many
studies have convincingly demostrated.®

There is no room here to go into greater
detail on this topic of such outstanding impor-
tance, but we cannot proceed without stopping
to speak about a manifestation which is new in
this matter and which is of particular signifi-
cance for the central discussion.

Going to the root of the matter, we must
recall the undoubted export-orientation of the
former system of investment, which had as its
counterpart —and made possible— the flow in
the reverse direction represented by imports
and service payments on foreign capital.

The new circumstances, and particularly
the “internalization” mentioned, radically
changed this circuit. With the international
enterprises transformed into the main actors in
the so-called second phase of substitution
industrialization (which only really flourished
it may be noted in passing, in the larger coun-
tries of Latin America), the trend towards im-
ports replaced the former export trend.

Some selective data make it possible to
illustrate this phenomenon: although they re-
fer to changes which took place after 1950 they
nevertheless bear witness to the change which

agreements; sub-contracting; co-operation arrangements
limited to aspects of technology and marketing, and agree-
ments between foreign and domestic enterprises to carry
out joint ventures,

#Among these studies, those concerning income
distribution and situations of extreme poverty and on the
subject of basic needs are particularly pertinent. See, for
example, CEPAL, The economic and social development
and external economic relations of Latin America, 1979,
op. cit., vol. L.

With regard to the general phenomenon of integration-

took place in the period within the general
framework of inward-oriented development.
Thus, for example, if we compare the
growth rates of the domestic product and of
the imports of Latin America in the period
1950-1960 with those for 1965-1974 (see table
7), we see that in the second period there was
a substantial rise in the growth rate of imports,
while there was only a relatively modest in-
crease in the product. The same evolution is
repeated with greater force in the large coun-
tries in which the second stage of substitution
was concentrated, since in these countries the
growth rate of purchases abroad increased four

fold.
Table 7

GROWTH RATES OF THE LATIN AMERICAN
DOMESTIC PRODUCTS AND IMPORTS

Latin America
as a whole

Large countries
of Latin America

1950-1960 1965-1974 1950-1960 1965-1974

Domestic

product 5.2 6.7 5.4 7.5
Imports 3.5 9.4 2.8 12.2
Exports 4.0 4.6 3.1 6.2

Source: CEPAL, Long-term trends and prospects of the
development of Latin America (E/CEPAL/1076),
document presented at the eighteenth session of
CEPAL in La Paz, Bolivia, 1979.

Of course these disparities are not due
exclusively to the phenomenon under consid-
eration. They are also influenced by the ex-
pansion in world trade and the relative im-
provement of the terms of trade noted in the
second period (1965-1974). At the same time,
however, it should be noted that the average
growth rates of the region’s exports are similar
in both periods, although they increase ap-
preciably for the bigger countries, largely
because of the performance of Brazil. External
indebtedness consequently assumes outstand-
ing importance in explaining the difference in
the growth rates of the two flows.

exclusion, the studies by Osvaldo Sunkel, “Capitalismo
transnacional vy desintegracién nacional” in El Trimestre
Econdmico, Mexico City, N.° 150, and by S. Hymer, op.
cit., are worthy of mention.
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This matter is made clearer if we look at
fragmentary figures on the relation between
exports and imports (and financial payments)
for the case of Brazil, where the phenomena
under consideration are to be seen more clearly
and significantly affect the fields selected.

A study carried out by the Ministry of Plan-
ning of Brazil, which refers to the year 1974
and to 115 of the main transnational enter-
prises, revealed that the trade balance of the
latter showed a negative balance of 2,161 mil-
lion dollars® which rises to 2,412 million
dollars on the current account (i.e., taking into
account payments for services) and which is
reduced to 1,731 million dollars if we take into
account investments and loans under the
movement of capitals. From the point of view
of the current account, this balance is equiva-
lent to one-third of the total deficit recorded for
1974 (7,286 million dollars).5

It hardly seems necessary to stress the
great importance of the structural turnabout in
the internal and external projections of the
activities of these corporations. For a start, it
raises a clear contradiction between the need
for foreign exchange and the inward effects on
the level and composition of domestic demand,
which stimulates an increase in imports. More-
over, it obviously represents an obstacle to the
progress of the internationalization of the econ-
omy (or, if you prefer, its “transnationaliza-
tion”), insofar as it makes payments on foreign
capital and the growth of imports more dif-
ficult. New net investments and an increase in
other exports and credits can obviously make
up for this dissociation to some extent, but their
growth capabilities suggest that only a change
in the structure of external relations of these
enterprises —in the direction of increasing
their export trends— could restore a manage-
able level of harmony to the opposing trends if,
of course, these are going to continue playing
such a decisive role as in the recent past.

Be that as it may, the change in question
seems to imply that, in the second historical
period under consideration, foreign enter-

49The exports of the 115 enterprises totalled 837.5
million dollars as against 3,000 million dollars of imports.
50Se¢e SUBIN, Ministerio de Planejamento, Balanco
de Pagamentos de 115 empresas multinacionais, Brasilia,

prises or investments did not so much contrib-
ute to the progress and change of the intema-
tional division of labour as help to deepen
national divisions in this, i.e., within each
country, as expressed in movements of labour
and capital between and within the productive
sectors. Of course, the outlook would be dif-
ferent if we forgot about the national frame-
work and took as our reference a unified world
system. From that point of view, this inward-
directed change would have a sense equal to
that of the international division of labour as it
is normally understood.

1) Oil and internationalization

It would be a serious omission not to include
some brief remarks about the incidence of the
change in oil prices on the question under
examination. Although the difficulties of the
world economy, and particularly those of the
central countries, had already begun to show
themselves earlier® there can be no doubt
that this price rise has been of decisive impor-
tance in the second half of the nineteen-seven-
ties and it seems that it will be even more im-
portant in the future.

The truth is that this abrupt change gave
rise to universal awareness of the realities of
internationalization (and interdependence),
however their nature and content might be
viewed.

It may be, as has been suggested, that this
was simply the detonator which dramatically
brought to the surface the various disequilibria
generated by the kind of development fol-
lowed since the war, but at the same time few
will deny that it has a personality of its own and
effects which go far beyond the mere moment
of the explosion.

For the particular purposes of the present
study, what is worth stressing more than any-
thing is the fact that this episode constitutes
the first and unprecedented case in which the
impulse towards internationalization —with
all the consequences which it involves— has
originated from a decision of a sector of the

1976, and CEPAL, Economic Survey of Latin America,
1976, op. cit.
51See in this connexion the analysis which appeared

in CEPAL, Economic Survey of Latin America, 1971, op.
cit,
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periphery, thanks to its partial but strategic
domination and handling of a product which is
essential tor modern society and especially for
the most highly industrialized core of that
society.

Many appraisals shared by analysts of
diverse and opposed tendencies probably
exaggerate the negative repercussions of this
phenomenon and underestimate, in contrast,
the capacity of adaptation of the centres. There
seems to be general agreement, however, that
the adjustment process (quite apart from hav-
ing a striking influence on the growth rate,
inflation and the terms of trade} may involve
substantial changes in their style of develop-
ment and, more specifically, in their resource
assignment matrix. Recalling an oft-repeated
metaphor, itcould be said that the type of econ-
omy based on oil at less than 2 dollars a barrel
can hardly be the same when the price in mid-
1979 is already over 20 dollars32 A more direct
and equally transcendental result could be the
massive reallocation of investments called for
by energy programmes.

All this raises great queries which are far
from being clarified, but their consideration
goes beyond the scope of the present study,
except as regards the repercussions of the
general phenomenon on the periphery and the
reactions of the industrialized economies.

A contradictory aspect inmediately comes
to our attention in this respect. There can he
no doubt that the rise in oil prices represented
a global strengthening of the bargaining posi-
tion of the periphery vis-d-vis the centres, and
this is the main reason for the political solidari-
ty which is to be observed within the group of
peripheral countries with regard to the OPEC.
On the other hand, however, as is even clearer,
it represented a differentiating and weakening
factor in this group in view of the contrast
which it created between the oil-exporting

528ee ]. W. Mullen, “World oil prices: prospects and
implications for energy policy-makers in Latin America’s
oil-deficit countries”, Cuadernos de la CEPAL, Santiago,
Chile, 1978, In practice, the price of a barrel of oil before
the 1973 increase, in constant 1975 dollars, was equivalent
to less than half that prevailing at the beginning of the
1950s. It would be difficult to find a more eloquent
illustration of the historic short-sightedness of the “market
forces™.

countries and those dependent on the importa-
tion of petroleum.’

Moreover, if we look at the situation of the
latter countries, it is easy to see the multitude
of negative consequences following upon the
rise in fuel prices and transmitted from the
central economies, the most readily visible of
which are those deriving from “stagtlation”;
weakening of demand for the non-oil countries’
exports, rises in the prices of their imports,
and in addition the recrudescence of protec-
tionism. In the more distant future, however,
there loom other disquieting factors also, such
as those which may result from the changes in
the pattems of growth and investment already
referred to.3

Without weighing the various positive and
negative elements against each other, there is
a striking contrast between the effective
impulse towards internationalization repre-
sented by the oil problem and the contrary
influences —towards marginalization— which
affect in particular the oil-importing peripheral
economies.?

Looking at the same problem from the
angle of the central countries, we also note a
contradictory situation. On the one hand, the
energy crisis has so far stimulated joint deci-
sions for tackling it, but few would deny that
it it persists or gets worse this could well be
the source of future conflicts.

(m) A structural balance-sheet

In order to give a broad picture of the changes
which the internationalization process has

53The first open manifestation of this split was seen at
the UNCTAD Conference held in Manila in 1979.

54By way of illustration, we may consider a tendency
which was already taking shape before the oil crisis. Thus,
between 1970 and 1973 over 80% of the total expenditure
on the exploration of mineral resources was concentrated
in only four countries: the United States, Canada, Australia
and South Africa. See United Nations, Development
Forum, Geneva, May 1978.

55The so-called recycling of the oil surpluses and their
contribution to international liquidity facilitated the flow of
credits to the non-oil-exporting economies, and some
measures have also been taken by the oil-producing
countries to reduce the difficulties of the former. It is
obvious, however, that these elements are far from repre-
senting adequate solutions to the problem, On the other
hand, the allocation of a large part of the OPEC countries
resources to investments and purchases in the central
economies has significantly aided the latter,
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helped to bring about, two approaches have
been selected. One stresses the changes in the
pattern of trade of the main groupings in the
world system, while the other stresses the
structural shifts in the centre-periphery
complex in its usual sense, i.e., without taking
into account the socialist economies, although
details are given regarding them.

With regard to the first approach, an
attempt is made to establish to what degree
there has been a change in the “classic”
division between exporters of commodities
and exporters of manufactures. See in this
respect table 8, prepared for a recent CEPAL
study, which clearly illustrates this matter.

As may be seen, there is a clear predom-
inance of industrial exports in the export
structures of the central economies and the
European Socialist countries. In contrast,
despite the significant changes which took
place between the years in question, industrial
exports represent only a small fraction of the

sales of the peripheral countries, although the
Asian market economies constitute a signifi-
cant exception to this because of the well-
known weight of the group of countries w hich
began their industrialization process with a
view to the external market.

The situation is very different if we look at
the composition of imports, since in all cases
(with the exception of Japan)® imports of
manufactures clearly predominate. This situa
tion, of course, implies a marked distortion in
the external trade structure of the periphery
because of the scanty relative weight of their
industrial exports in comparison with the very
high value of their imports of such goods. In
contrast, the symmetry in the imports and

56This situation is largely explained by the shortage
of natural resources. It is also influenced, however, by
policies restricting the access of industrial products, which
are frequently criticized, it may be noted in passing, by
those who claim to be adversely affected by these policies.

Table 8

RELATIVE VALUE OF MANUFACTURES® IN WORLD AND REGIONAL TRADE
IN GOODS (EXCLUDING FUELS), 1955 and 1975

{Percentages)
Exports Imports
1955 1975 1955 1975

World 49 70 49 70

North America (Canada

and USA) 51 63 42 76

Western Europe 69 80 39 69

Eastern Europe and USSR 59 68 47 68

Japan 83 94 13 33

Other developed countries” 11 23 78 89

Latin America and the

Caribbean 5 22 71 78

Africa {excluding South Africa) 6 12 72 79

Asia (excluding Japan and Asian

socialist countries 19 55 59 67

China and other Asian socialist

countries® 17 39 78 73

Source: CEPAL, on the basis of data from UNCTAD, Handbook of International Trade and Development Statistics,
1976 (United Nations publications, Sales N.°: E/F.76.11.D.3) and 1977 (Sales N.%: E/F.78.ILD.1).

451TC sections 5, 6, 7 and 8, except for division 68 (non-ferrous metals), Figures based on FOB values.

bAustralia, New Zealand and South Africa.

“North Korea, Mongolia and the former Socialist Republic of Viet Nam.



CEPAL REVIEW N.° 9/ December 1979

exports of the central economies in this respect
is very clear®

In view of the decisive role which exports
of commodities will continue to play in the
periphery and in Latin America, it is worth
referring again here to an aspect which was
already mentioned and which is of essential
importance within the CEPAL conceptions of
the centre-periphery system. We refer to the
different demand dynamics for the goods
which make up foreign trade and their influ-
ence on its structure. As we can see from table
3, between 1960 and 1974 the growth rate of
industrial exports —at constant values— was
two and a half times higher than the rate for
primary commodities and foodstuffs, although
it was not so much higher than that for fuels.

In order to try to draw up a balance from
the other angle, we assembled and rearranged
known data which enable the situations in 1950
and 1977 to be compared. These are given in
table 9. As already noted, the socialist area has
been excluded for the basic reason that it does
not form part of this group, although it is linked
to it by various channels and does form part of
the world picture. Furthermore, this exclusion
was due to more substantive reasons connected
with the particular characteristics of these
economies, which are based on collective, or,
according to some, State ownership and
planning, and with their internal or regional
relations in the case of the USSR and the
countries of Eastern Europe® Reference will
be made to their evolution later in this study.

Table 9

CENTRE AND PERIPHERY: DISTRIBUTION OF POPULATION, TOTAL PRODUCT AND PER CAPITA
PRODUCT IN 1950 AND 1977

1950 1977
Population Total Per capita Population Total Per capita
product product product product
(%) (%) %  In1970 (%) (%) %  Inl870
US dollars US dollars

Centre and periphery? 100.0 100.0 100 627 100.0 100.0 100 1448
“Modern’” sector 34.3 86.0 250 1 565 26.6 82.2 309 3 543

North America (Canada and USA) 10.2 514 506 3172 8.6 41.9 487 5 5685

Western Europe 174 29.1 168 1052 123 28,9 235 2606

Japan 5.1 3.0 59 367 4.0 8.9 221 2532

Other developed countries 1.6 2.5 138 B66 1.7 2.5 148 1 698
“Intermediate” sector 10.0 58 57 360 12,1 7.7 63 725

Latin America and the Caribbean 10.0 5.8 57 360 12.1 7.7 63 725
“Primitive” sector 55.7 8.2 15 93 61.3 10.1 17 191

Africa {excluding South Africa) 12.6 2.3 19 117 14.1 2.6 19 214

Asia (excluding Israel and

Japan) 43.1 59 14 86 472 7.5 16 183

Source: CEPAL, on the basis of data taken trom official United Nations publications.

“Includes only market economies and therefore excludes the centrally planned economies of Europe, Asia and Cuba.

bAll the EEC and EFTA countries, Greece, Malta and Spain.
“Australia, Israel, New Zealand and South Africa.

%7See in this respect G. Fichet and Norberto Gonzélez,
“The production structure and the dynamics of develop-
ment”’, in CEPAL Review, N.° 2, second half of 1976.

58With regard to the second element, it should be
stressed that this group of countries, despite some simi-
larities with the centre-periphery scheme of the capitalist
sphere (such as the fact that there is a “main centre” and
other economies which are dependent on it in essential
aspects), there are differences in other important aspects,
such as the fact that the “classic” system of trade between

exporters of industrial goods and exporters of hasic
commoditiesdoes notapply. In practice, the main producer
of primary commodities is the USSR, and some of the
smaller countries have an economic structure which is
more homogeneous and “developed” than the “main
gentre”. For a longer and more fully documented discus-
sion of this subject, see A, Pinto and J. Kitakal, América
Latina y el cambio en la economia mundial, Instituto de
Estudios Peruanos, Lima, 1973.
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As will be noted, the statistical picture
reflects the approach applied in Latin America
for characterizing the structural heterogeneity
of the region.® This procedure is not arbitrary,
since a similar picture is to be observed at the
world level, where several outstanding univer-
ses coexist and are interrelated: that of the
predominantly prosperous countries (in rela-
tive terms and with the exception of some
special cases which are of little significance
for the group as a whole); that of the predomi-
nantly backward or poor countries (except for
the case of small rich élites which are also of
little significance for the total), and that of the
countries which are “intermediate” in the
Latin American style, namely, countries which
are neither one thing nor the other because
they contain markedly heterogeneous produc-
tive strata which represent significant propor-
tions of the population and/or the product.

The global system then, resembles the
Latin American formation in its structure. A

"modem sector (the central economies) ac-
counts for a high proportion of the product and
a low proportion of the population; the “primi-
tive” sector (Asia and Africa)® is marked by the
opposite features, while the intermediate
sector (Latin America) shows something of a
balance between the two positions (see ta-
ble 9).6

59Paraphrasing one of Marshall Wolfe's definitions
(CEPAL, Economic Survey of Latin America, 1973, p. 291)
for this purpose, it could be said that this corresponds toa
situation marked by the coexistence of economic groups
characterized by profound differences of productivity and
“modernity” but connected by complex links of trade,
dominations and dependence within the world as a whole.
With regard to its application to Latin American analysis
see inter alia A. di Filippo and 8. Jadue, “La heteroge-
neidad estructural: concepto y dimensiones”, El Trimestre
Econémico, N.© 169, January-March 1976.

80In order to facilitate the statement of this position,
the oil-exporting countries have not been separated in
these groupings. In any case, the comparisons are on the
basis of the real product in money of constant value, so
that they do not take into account the variations in fuel
prices.

61Another factor already referred to is the internal
structure of Latin America. At the end of the 1960s, this
was approximately as follows: the modern sector generated
53% of the product and gave employment to 12% of the
labour force {(not, it should be noted, of the total popula-
tion); the figures for the intermediate sector were 48% and
42%, respectively, while those for the “primitive” sectar
were 5% of the product and 34% of the labour force.

The first element to consider is the expan-
sion of the system and of its parts, for which
purpose we may look at the increase in the per
capita product. What strikes us immediately
from this point of view is the dynamic evolution
of the whole and the different increases of each
segment of this. Thus, while the global in-
crease was 83%, that of the centre exceeded
126%, that corresponding to Latin America
rose by 100%, and that of the most backward
area by 105% 52

Despite the significant contrasts, the
intermediate and primitive sectors slightly
improved their share in the total product at the
expense of the modern sector. The variations in
absolute terms, however, are extremely
unequal (almost 2,000 dollars for the centre,
almost 100 dollars for the most backward
countries, and 365 dollars for Latin America).8

It is easy to see that the change in the
relative population of the areas affected this
evolution. Thus, in keeping with well-known
factors, the population growth rate of the
industrialized economies went down consid-
erably, whereas that of the other groups went
up. Clearly, however, this is only a minor factor
compared with the centripetal tendencies of
the system as regards the absorption of tech-
nical progress.

Naturally, there are marked differences between counr
tries. Argentina, for example, differs considerably from the
general picture in that the “primitive” sector only accounts
for 5% of the labour force, whereas the modern sector
employs 21% of the total labour. See in this respect A
Pinto, “Styles of development in Latin America” in CEPAL
Review, firsthalf of 1976.

62The rates of annual increase were 2.3% for the whole,
3.1% for the modern sector, 2.6% for the intermediate sector
and 2.7% for the primitive sector. In order to have a point
with which to compare these, they may be placed alongside
the increases in the per capita product in the United States
in a similar period of active expansion (1897-1900 to 1928
1930), which came to 1.7% per year (US Bureau of the
Census, Historical Statistics of the United States, Colonial
times to 1957, Washington, D.C., US Government Priting
Office, 1960).

63The figures make possible a realistic appraisal of the
references to Latin America as an international “middle
class”, Apartfrom the fundamental factor of the distribution
of this increase by social classes and countries —which
meant very small advances for the 50% of the population
with the lowest income— the distance between Latin
America and the levels of the centre is very much greater
than that between Latin America and the most backward
area.
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It would be tiresome to go into all the
details of the various aspects arising from the
information presented, but it seems useful to
draw attention to the shifts within the modem
sector, which confirm the rise in the relative
position of Western Europe and, in particular,
of Japan, whose per capita product increased
seven-fold. This is obviously due largely to the
year taken as a reference, when these areas
were only beginning their period of post-war
reconstruction. Moreover, even in 1977 the
specific and proportional weight of the United
States continues to be striking.

In order to complete this balance-sheet,
we include the information given in table 10,
which shows the changes regarding the Euro-
pean Socialist countries. Even taking into
account the year taken as a base, which like-
wise reflects the upsets of the war, the varia-
tions in all the indicators are still substantial;
in this respect, it is sufficient to note that this
group’s share in the world product rose froma
little over 12% in the base year to 23% in 1977,
while their per capita product rose at an annual
rate of 6% over the period in question.®

Table 10

RELATIVE WEIGHT OF THE EUROPEAN
SOCIALIST COUNTRIES IN THE
WORLD ECONOMY*

(World = 100)

1950 1977
Population 14.8 12.2
Total product 12.2 22.9
Per capita product 82.0 189.0

Source: CEPAL, on the basis of data taken from official
United Nations publications.

“Eastern Kurope (Albania, Bulgaria, Czechoslovakia,
German  Democratic Republic, Hungary, Poland,
Romania and Yugosiavia) and the USSR.

84By way of reservation regarding this evolution, it has
been argued that the amount of expenditure on defence
constitutes a larger part of the product than in the central
capitalist economies and that the official exchange rates
over-estimate the real significance of the figures; even so,
however, the changes are substantial.

Recapitulation

As we have seen, the rate of internationaliza-
tion —except for the interval between the Fist
World War and the end of the Second World
War— undoubtedly accelerated during the
second period, while the process also became
more complex and all-embracing, especially at
certain superstructural levels. From the more
directly economic point of view, however, the
process continued to be concentrated in the
developed countries, as the driving forces and
guides of the overall movement, whereas it
took place in relatively few countries of the
periphery and even then only in certain
dynamic activities now closely linked to the
consumption patterns of the central economies
and the middle and upper groups. Thus, the
phenomenon continued to be primarily hori-
zontal (North-South), selective with respect
to the periphery (as regards countries, activi-
ties, social groups, spatial location, etc.), and,
as a result, a source of relative or absolute
marginalization in all these dimensions as far
as the great majority of the world population is
concerned.

In short, the expectations regarding “the
world-wide expansion of industrial capital-
ism’® did not materialize, not so much be-
cause of overdoses of the supposed medi-
cine, but rather because these doses were
insufficient or unsuitable for transtorming the
world economy in the image and likeness of
the centres.

As we already noted at the beginning of
this study, we have not gone into the question
of “interdependence” which is so often in-
termingled with that of internationalization.

This matter does, of course, involve related
realities, and it can thus be maintained in
general terms that the development of the
second process necessarily promotes the first
situation, but the problem is considerably more
complex than this in reality, due mainly to the
ambiguity of the concept of interdependence.

In order to go straight to the heart of the
matter, let us recall one of the elements which
form the backbone of the centre-periphery

65R. Prehisch, “Towards a theory of change”, an
unpuhblished study to appear soon in CEPAL Review.
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theory formulated by Raul Prebisch. As we
know, he started from the analysis of the
economic cycle and the dominating role of the
“main centre of the cycle”, reflected in the
dependence of the peripheral countries. This
analysis was progressively enriched through
the identification of the structural contrasts
which condition the links between the two
spheres beyond the periodical fluctuations.
Within the framework of this conception, the
various functions discharged by the periphery
for the development of the central countries are
not ignored, but it is established beyond all
doubt that it is the centres which impart their
special features and dynamics to the evolution
of the system as a whole and that of the
periphery in particular.® In other words, the
overall interdependence has as its basis these
two substantially different roles.

The course of the processes since the war
has nct changed the essence of this composi-
tion: indeed, the world projections of the
“stagflation” suffered by the centres is suffi-

66In this connexion, see O. Rodriguez, “On the
conception of the centre-periphery system”, CEPAL
Review, N.° 3, first half of 1977,

ciently eloquent proof of this. Although there
can be no doubt that the “oil challenge”,
which we discussed eatlier, is a prime excep-
tion of great present and potential significance,
it is no less true that it has also brought out the
very different capacities for response and adap-
tation of the industrialized and peripheml
economies.

In reality, as Dr. Prebisch pointed out, this
is a situation of interdependence between
unequals 5

The moral of the analysis which we have
tried to make is clear. The dynamic continua-
tion of the process of internationalization is not
enough to significantly alter the classic system
of centre-periphery relations. For this, there
must also be a profound change in the ways in
which the peripheral countries are fitted into
the world economy, and this, in its tumn, is
intimately connected with the shift in their
own productive structures. There lies the nub
of the discussions and policies on the New
International Economic Order.

67In his statement at the UNCTAD Conference in
March 1979.
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North and the

economic
development of the

South: congruence
and conflict

Robert Devlin*

The executives of the big private banks feel very sat-
isfied with their growing role in the financing of the
less developed countries and furthermore consider
that there is a general harmony of interests between
borrowers and lenders: a sense of satisfaction which
is shared by an appreciable number of economists
and officials responsible for formulating policies
both in the developed and the under-developed
countries.

While he does recognize that there are some
positive aspects in the situation, this optimistic
attitude is not shared by the author, who maintains
that such a general harmony of interests does not
exist. The view is based on four main characteristics
of private bank loans which are usually in conflict
with the interests of development: (i) these loans
involve a narrow and conservative interpretation of
the criteria for judging the creditworthiness of the
borrower countries which does not usually take into
consideration efforts to achieve broader economic
and social objectives; (ii} they involve strict repay-
ment deadlines which can complicate the manage-
ment of the debt and, when the case arises, make it
impossible to secure debt relief; (iii) there is a
tendency for private banks to have brief periods of
high liquidity which generate a harmful boom in
supply-led loans; and (iv)} the private financial
market is not competitive and is less than neutral at
certain crucial stages in the credit cycle of a country.

After pointing out some serious deficiencies
which are to be observed in the present situation, the
author devotes the final section of his paper to
exploring the alternatives and comes to the con-
clusion that the world economy should make abetter
use of the division of labour which has already been
instituted in development financing by reviving the
importance of loans from multilateral institutions
and the private bond markets.

*Economic Development Division, CEPAL, This
study was presented by the author at the CEPAL Academic
Seminar in November 1979,

I

Introduction*

The emergence of private
commercial banks as
principal lenders to less
developed countries

The decade of the 1970s has been marked by
the emergence of private commercial banks
(herein used interchangeably with “bank” or
“banks”) as a major force in the transfer of
resources to developing countries.! In the two
preceding decades the external finance of
these countries had generally been dominated
by official multilateral and bilateral institu-
tions, together with credit from suppliers and
direct investments of foreign firms. Banks
usually limited themselves to shorter-term
finance often associated with trade. However,
beginning in the early 1970s the interaction of
many factors associated with the supply and
demand for international finance generated
conditions whereby banks rapidly expanded
the volume of their lending to developing
countries and there was a qualitative change in
the relationship between bankers and the
government authorities of less developed
countries (LDCs).2

As an illustration of the nature of the
change in the role of banks, it can be pointed
out that in 1970 they accounted for roughly 19%

*The author gratefully acknowledges the helpful
comments of H. Assael, D. Hoelscher, M. Mortimore, A.
Pinto and L. Willmore on the first draft of the paper. It goes
without saying that any errors in the work are the sole
responsibility of the author.

TActually, this might be better termed the re-emer-
gence of banks, since prior to the great financial collapse of
1929 these institutions had been significant lenders to
Latin America and other developing regions. See Davis,
pp. 6-21.

%By now there is some literature that covers —in
varying degrees of comprehensiveness— the recent rise in
bank lending to developing countries. See Beek, Devlin
(first half of 1978), Gorostiaga, Kapur, Lissakers, Sargen,
?PVachtel, Watson, Weinert (1973 and 1978} and Wellons

1977).
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of the total current account finance (including
reserve accumulation) of the non-oil-exporting
developing countries, most of which was of a
short-term nature (maturities of less than one
year), By 1974, however, banks generated 33%
of this finance, with the bulk of the transactions
falling into the medium and long-term category
(maturities of 1-5 and greater than 5 years,
respectively). With some increase in lending
by official agencies in the post-oil-crisis period
coupled with the moderation of current ac-
count deficits, the banks’ participation has now
slipped back somewhat to between 25% and
30% of the total. Again medium and long-term
transactions predominate.?

As it has now become customary to point
out, the structure of commercial bank lending
is by nc means symmetrical. In absolute terms,
most of the lending has gone to the upper-
income developing countries, especially those
of Latin America. As may be seen in table 1,
Latin America accounts for nearly two-thirds
of the gross indebtedness of the non-oil-expor-
ting developing countries to commercial
banks, and almost all of the net indebtedness.

While the bulk of this debt is accounted for by
Brazil and Mexico, other countries like Peru,
Chile, Argentina and Colombia are also impor-
tant clients of international banks.

The relative weight of banks in the struc-
ture of these countries’ external finance has
likewise become considerable. In 1966-1970
the average net contribution of banks to the
current account finance of Latin America was
only slightly greater than 12% of the total, but
by 1974 banks accounted for more than two-
thirds of net flows, and in 1976, despite new
lending by international organizations, the
bank contribution was still nearly 50%.*

Thus, the issue of bank lending to devel-
oping countries is largely associated with the
upper-income group; lower-income LDCs
have had only limited access to credit from
banks and basically remain dependent on
official concessionary finance.

The much higher profile for commercial
banks in external finance has brought many
tangible benefits for both lenders and bor-
rowers: for example, for banks it has meant
substantially increased earnings,? and for the

Table 1

INDEBTEDNESS OF NON-OIL-EXPORTING DEVELOPING COUNTRIES TO PRIVATE
COMMERCIAL BANKS AT END OF DECEMBER 1977
(Billions of dollars)

Latin Middle Africa Asia? Total

America® East¢
Gross 71.1 19 14.0 21.6 108.6
Nete 36.2 -7.1 3.0 -1.2 309

Source: Derived from data in the Bank for International Settlements, Basle: Forty-Eighth Annual Report, 12 June 1978, pp. 84-95.

ncludes short-term debt.
Excludes Caribbean area and Panama.
¢Excludes Israel. Residual estimate.
Excludes Hong Kong and Singapore.
¢Debt less deposits in the banl:s.

¥The data just cited are from Watson, table 2, pp. 12-13.

4See Massad and Zahler, table 1, p. 4.
5See Watson, p. 37 and Lissakers, pp. 10-11,
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countries a significant influx of resources for
development® All is not well, however, as the
dependence of developing country borrowers
on commercial banks appears to have gone
beyond prudent bounds. The focus of concern
is not on the issue which has received most
attention to date, i.e., the ability of borrowing
countries to repay their debt and the ability of
banks to absorb such risks. There is litide
question that in one way or another countries
will continue to repay their obligations and
accept the costs of doing s0.” Rather what is of
concern here is the qualitative impact of bank
lending on the process of development.

The problem arises from the fact that the
willingness of banks to lend extensively to
developing countries has reduced pressures on
the industrialized nations to support official
institutions and has contributed to the long-
term stagnation of funding from this source®
Thus, banks have not merely increased the
finance available to developing countries but
have also effectively displaced official insti-
tutions as the major agent for the transfer of
resources to the South. Moreover, the dis-
placement has not only been in terms of the
volume of lending, but also in terms of

IT

tunctions, as banks have gone beyond strictly
commercial lending and entered into the usual
domain of official institutions, i.e., balance-of-
payments support, infrastructural project
lending, general programme lending, etc.

This situation gives rise to a dilemma
because commercial banks do not appear to be
an appropriate primary agent of finance for
developing countries. Private commercial
banks, as their name implies, are not devel-
opment institutions and their private com-
mercial time and risk preferences make it
difficult for them to provide finance in ways
which satisty the broad socioeconomic goals of
development. When external finance becomes
commercialized, as it is today, this asymmetry
becomes dangerous, placing strains on the
development process and perhaps even on the
world banking system itself. Thus, analysis will
suggest that officials in the North should be less
complacent about the preponderant presence
of banks in development finance and that the
current situation requires a more courageous
stance in the North that will toster appropriate
funding of the current account balances of
developing countries.

Lending to LDCs: The view of bankers

The increased presence and power of inter-
national commercial banks in development
(and world) finance has not gone unnoticed by
these institutions. Through eloquent spokes-
men banks have entered directly into the
debate about their role in developing country

8See Devlin (first half of 1978}, pp. 68-79,
7Economists and banks in Northern countries have
gone to great lengths to prove empirically that developing
countries are indecd capable of paying off their debts. See,
for example, Smith, Brittain, van B. Cleveland and Brittain,
and Solomon. Also see Lewis, chapter 9, lor an interesting
persg}ective on the debt problem.

Between 1965 and 1975 thete was no real growth of
official lending. See OECD, p. 153.

finance, to which their attitude is usually very
positive® Their arguments are generally fo-
cussed according to their specific audiences.
When addressing themselves to the pub-
lic in their own home countries the banks stress
the over-exaggerated nature of the concern
about their lending to developing countries,
assuring their audiences that the bulk of the
lending has been to creditworthy, semi-indus-
trialized economies; that most loans have been
of a short to medium-term nature andfor have
carried external guarantees of the industrial-

G . . .
YSee, for instance, Watson, Friedman, and van B,
Cleveland and Brittain.
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ized countries; that debt growth in the devel-
oping countries in real terms has been reason-
able and is serviceable; that the record for loan
losses abroad has been considerably better
than that at home; and that in any case the
exposed assets represent a relatively small
percentage of the total loan porfolio.

When addressing officials in developing
countries, banks emphasize that their presence
has greatly increased the resources available
for development; that their involvement in the
recycling of oil surpluses has helped to avoid a
drastic adjustment process; that unlike official
institutions; loans from banks are quickly
arranged and disbursed, are not tied to the
purchase of any suppliers’ goods and are of a
non-political nature, based on the merits of
each case; and that due to a competitive
environment, borrowers enjoy the freedom to
“shop around” for credits, thereby obtaining
the best available terms. Finally, while banks
admit that they are basically limited to short
and mediun-term finance, they add that they
are interested in long-term relationship with
creditworthy customers, so that in effect,
through the continuous rollover of shorter-term
credits, these funds can “perform a function
similar to long-term funds” '¢

The same spokesmen see the increased
participation of banks in development finance
as being “demand driven”, with hanks re-
sponding on the basis of “normal” credit
criteria.'!’ Furthermore, its is claimed that
—because of the benefits noted previously—
“developing countries want private banks to
play a significant role in their development
process...” " Indeed, the perceived harmony of
interest has been expressed on one occasion in
the following way:

“The benefits of becoming —and remaining—
creditworthy in the private bank markets are
now seen in most developing countries to be of
major proportions. In these countries, it is seen
that policies needed to maintain external
creditworthiness with banks are also needed to
meet national development objectives. It is the
maintenance of the country’s economic devel-

WEredman, p. 39.
l1gee Friedinan, p. 48 and Watson, p. 27.
12§¢e Friedman, p. 61.

opment that is the prime purpose of policy
measures, but if it also accomplishes availabili-
ty of private credits, the process of devel-
opment is greatly facilitated.”

Butjust what is creditworthiness? While it
is seen to vary among banks, there are some
common elements which are worth examining.

The concept of creditworthiness puts a
premium on the availability of foreign ex-
change to service the debt; when an economy is
run in such a way as to ensure availability this is
termed “good management” 4

Logically, then, when bankers are scruti-
nizing a country’s creditworthiness, great
emphasis is placed on external liguidity indi-
cators such as the various components of the
balance of payments, debt service, the level of
foreign exchange reserves, inflation, domestic
credit and exchange rate policy, etc.'® External
debt management also is important, as is
industrial growth and a country’s treatment of
foreign investment.!

As a tacit recognition of the stil immature
state of the art,'” most spokesmen stress the on-
going need to improve techniques of credit-
worthiness analysis. As part of this process,
many banks, especially the larger ones, have
been raiding the ranks of development insti-
tutions in an effort to recruit more personnel
with relevant experience in country and devel-
opment economic analysis.

As well as recognizing the need for more
effective evaluation of creditworthiness,
bankers have also become concerned once
again about conditionality. In the 1950s and
1960s banks had been cautious, limited and
conditional lenders to developing countries,
with conditionality itself often linked to IMF
standby agreements. But in the exceptionally
competitive environment of the early 1970s,
funds were lent to developing country govern-
ments with few, if any, reservations; project

B1bid., p. 66.

14gne Friedman, pp. 24-29; Watson, pp. 42 and 45.

15his is clear from a review of the criteria of banks.
See Goodman, Asian Finance, BOA Methodology, Bra-
ckenridge, Anderson, and Wolfe. Also see Friedman, pp.
24-30 and Watson, p. 42.

B Friedman, pp. 47 and 53.

"The relatively primitive state of the art is clear from
the Goodman survey and research presented by Blask.
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loans often received little or no scerutiny, and
large amounts of freely disposable funds were
contracted by LDCs, all seemingly on the
security of borrower government guaran-
tees.181Y However, the massive accumulation of
bank debt by the developing countries in 1974-

1975, coupled with the fragile external position
of many of these countries, helped to bring
back a trend towards conditional lending. Also
important in the return to a more traditional
conservative posture was the bankers’ concern
about the very viability of the international
banking system itself2

At first —seeing that the volume of their
loans dwarfed lending by official agencies-—
the banks felt confident enough about their
leverage to entertain ideas of extending condi-
tional balance-of-payments assistance on their
own.2! The most celebrated test case was Peru,
where in mid-1976 a large group of internation-
al banks agreed to support a stabilization pro-
gramme in which an umbrella IMF standby
credit was conspicuous by its absence 22

18This is starkly clear from the author’s study (available
late 1979) of the evolution of commercial bank lending to
the government of Peru over the period 1965-1976. In the
latter half of the 1960s, loans were heavily secured and/or
conditioned by policy limitations, especially with regard to
contracting new debt. Furthermore, loans were often
linked to an IMF standby credit. However, by the early
1970s credits were essentially devoid of any conditionality
and many were of free disposal, i.e., with no ex ante
purpose stated in the loan agreement. Maturities and
interest spreads (margins on top of floating bank interest
rate) were also considerably more favourable. As Weinert
{1973, p. 37) has pointed out, there is no way this
transformation in lending behaviour could have been
justified by changes in the economic circumstances of
Peru. For information on the scope and goals of the
Peruvian project see Devlin (February 1978).

Y9The expansive (some have even said reckless) atti-
tude of this rather unique period of world banking is well
summarized by Cummings. Also see Wellons {1977), p. 24.

2During the first half of the 1970s many banks
overextended themselves both on loans and foreign ex-
change transactions. 'This was manifested in the failure of
Bankhaus LID. Herstatt on 26 June 1974, followed by
Franklin National Bank later in the year. Both banks went
bankrupt due to bad management of foreign exchange
transactions.

21gee, for instance, Morgan Guaranty Trust Company
(May 1976), pp. 8-9.

228¢e BRelliveau. It should be pointed out that the
Peruvian representatives asked the banks to participate ina
stabilization programme because political considerations
made the Government unwilling to undergo IMF serutiny,
(see, in Belliveau, the interview with the then Central
Bank President Carlos Santistevan). In 1976 the banks also

The Peruvian loan agreement generated a
heated political debate about the advisability
of international banks entering directly into the
economic policy of developing countries. In
response to this criticism, the banks once again
withdrew to more familiar terrain by making
their loans to “problem” countries conditioned
upon an IMF standby agreement. While
bankers are quick to point out that the Fund’s
conditions are not necessarily sufficient for
private banks’ creditworthiness criteria,® in
practice standby agreements have come to
serve as the “‘green light” for bank lending,
thus conveniently passing the political em-
barrassments generally associated with “ad-
justment” onto the international organization.

Since the Peru affair of 1976, a clear
strategy has been evolving for dealing with
countries that have debt service problems. As
just mentioned, first and foremost is the con-
dition that a country must call in the IMF for a
standby agreement. Until such an agreement is
arranged, the banks will refuse to grant any
new credit, other than perhaps very brief
rollovers (often with maturities of only several
months). Moreover, the rollovers are often
granted only at the last minute and just prior to
payment deadlines in order both to place
pressure on government authorities to submit
to the IMF conditions and to prevent outright
default, which banks in any case want to avoid
because of the adverse effect this might have on
their annual financial statements 2

In situations where borrowing govern-
ments seek some form of debt relief, banks
have a rather special view of their role in such
operations. Official lenders —through the ad
hoc Paris Club mechanism— will generally
(although sometimes reluctantly) reschedule
debts over a medium to long-term period.
Banks, however, see things differently: a fun-
damental distinction is made between debts to
official creditors and private creditors, and it is

lent to Argentina on the basis of an economic programme.
Information about this less publicized case appears in
Biem, p. 724.

2Gee Friedman, p. 53.

#See the February, March, May and June 1978 issues
of The Andean Report for a good description of how the
banks used short rollover credits as a way to pressure the
Peruvian Government into an agreement with the IMF.
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held that private debts must receive the highest
priority and be serviced as originally sched-
uled.?® Thus, debt relief from banks is to be
avoided because “rescheduling of debt due to
private banks will seriously damage a country’s
creditworthiness with private lenders, and will
therefore impair future access to needed pri-
vate capital” 26

This attitude is reflected in private banks’
dealings with developing countries. When
Zaire requested a 10-year rescheduling of the
principal of private bank debts in 1976 —an
agreement which would have paralleled that
granted by creditors of the Paris Club— the
banks resisted. Instead they proposed to “res-
tore Zaire’s creditworthiness” by having the
country clear up its accumulated arrears, after
which, upon fulfilment of some other condi-
tions, a new loan would be extended to re-
finance upcoming payments to the banks?

In another case, when Peru sought debt
relief in 1978, banks again chose an indepen-
dent route. The Paris Club creditors agreed to
reschedule 90% of the 1979-1980 payments
over a 7-year period; the banks, on the other
hand, granted a rollover credit for 1979
payments of principal and then agreed to
convert it to a 7-year balance-of-payments loan

in 1980. Principal payments due in 1980 are to
be rolled over until 1981 and then converted
into a 6-year loan® Maintenance of an IMF
standby accord was a condition for the
rescheduling by the banks and the Paris Club.
Notwithstanding difficulties with “prob-
lem” countries like Jamaica, Nicaragua, Peru,
Zaire, etc., banks are generally eager to
continue their role in the external finance of
developing countries, although they would not
mind seeing greater funding from internation-
al institutions so as to move towards “at least a
partial restoration of the traditional balance
between official and private financial flows” 2
They feel that this in turn would help to
enhance the creditworthiness of borrowers
and allow banks to maintain the volume of
loans to developing countries. In addition,
some bankers have suggested that there should
be a greater flow of country information to
banks from international institutions such as
the IMF;* as indicated earlier, however, most
bankers have shied away from the idea of
formal co-operation with such institutions on
the grounds that banks must maintain their
freedom to make independent judgements
about the creditworthiness of a borrower.

I

Bank lending to LDCs: Some reservations

Bankers are certainly not alone in the sanguine
view they take about their role in development
finance: a majority of policy-makers and econo-
mists in the industrialized countries and a
significant number in the developing world
seem to share their enthusiasm about lending
to LDCs. Such criticism as there was in 1975-
1976 —coming mostly from the Centre and
concerning the risks of LDC default— has
waned considerably in more recent years,
permitting bankers to entertain strategies for

%5See Friedman, p. 69.

B1bid.

27Sge Biem, p. 727 and Friedman, p. 71. As of May
1979, the new loan had still not been organized.

the global manipulation of resources for devel-
opment.

There is little doubt that many of the vir-
tues that bankers extol concerning their new
role in the external finance of developing coun-
tries make good sense and few reasonable peo-

B The refinancing operation covers 90% of the sched-
uled repayment. The interest rate on the first credit is
1.875% over the London Interbank Offer Rate; interest on
the second credit is still under negotiation. Source:
unpublished data secured from the editor of The Andean
fepmt. Also see Banco Central de Reserva del Perd, pp. 48~

9.

2Watson, p. 8. Also see Brackenridge (p. 53), Anderson
(p. 44) and Friedman (p. 81).
30See Watson (p. 70) and Brackenridge {p. 53).
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ple would want to disagree with them. For in-
stance, banks clearly are efficient intermedi-
aries of financial resources, there being no
better testimony to this than the way in which
they skilltully managed the recycling of the
OPEC surplus. Banks have also proved to be
highly flexible lenders whose interest rates are
indeed reasonable in real terms. Nevertheless,
the picture that they paint about an over-
whelming harmony of interests is an exces-
sively optimistic one which hides some serious
deficiences in the current nature of finance for
developing countries.

Rather than noting a general harmony of
interests, from another angle one can see a
number of important asymmetries between
what is good for the banks and what is good for
development, using the latter term in its most
far-reaching sense. The impact of these on the
developing world was minimized in the 1950s
and 1960s by the fact that banks were simply
not in the front line of development finance.
However, with their emergence as important
lenders to the Third World —-and principal
lenders to the upper-income developing
countries— the contradictions have become
more apparent and, of course, more threatening
to the process of development. The following
paragraphs will bring out some of these
problems,

A. Banks: a conservative influence
on the development policy

There are several factors which seriously
restrict the time and risk preferences of banks.

First, they are profit-oriented institutions
which operate on the basis of private rates of
return. They can internalize social rates of
return on their lending only to the extent that
these enhance the former, but, the gestation
period for any such feedback process can be
very long.

Second, a great deal of bankers’ resources
come from call or short-term time deposits. The
short-term deposit base places a limit on the
degree to which banks can prudently mismatch
maturities, i.e., lend long on short funds. Thus,
the nature of the resource base gives these
institutions only a short and at most a medium-
term time horizon with regard to lending.

Third, as bankers will readily admit, they
have a special concern for minimizing risk and
avoiding losses. This orientation is partly a
matter of tradition, but italso reflects the reality
that banks operate with other people’s money
and must ensure the safety of deposits if access
to resources is to be maintained. This leads toa
conservative view of life where “caution and
prudence” are the watchwords for interna-
tional lending operations3! When viewing
prospective loans to developing countries,
bankers are naturally primarily interested in
the prospects for repayment. It is not sur-
prising, then, that liquidity indicators domi-
nate creditworthiness criteria; good manage-
ment is synonymous with insurance of liquidi-
ty to service debts, even if this means deflation
of the local economy to free foreign exchange.

Thus bankers are by nature conservative
businessmen. This was of little importance
when their role in channelling resources to
developing countries was secondary or tertiary,
as their power to influence events was limited,
but today they dominate finance and their
opinions and actions can have a considerable
impact on the development process.

When viewed from a global perspective, it

becomes clear that bankers’ individual time
and risk preferences —which may be perfectly
rational from the standpoint of an individual
institution— may distort the allocation of world
resources to developing countries. This has
bheen well expressed by Albert Fishlow, who
rightly points out that private credit decisions
will not necessarily lead to an appropriate level
and distribution of international purchasing
power:
“Capital markets do not settle by themselves at
a unique interest rate that determines the
distributions of all the surplus to the most
productive users. Instead private loans go to
selected and favoured borrowers. Perversely,
lack of need facilitates access to capital. It is
easier to borrow for reserve acquisition than for
imports, easier to borrow when there is surplus
foreign exchange rather than a shortage.”

318ee Friedman, p. 79, and Greene, p. 199. For a brief

period in the carly 1970s there was a breakdown in this
cautious tradition of international hanking.

32yishlow, p. 137. Guido Carli, a former President of
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Moreover, bankers can not only generate a
less than satisfactory global distribution of
resources but can also contribute to a skewed
distribution at the level of an individual devel-
oping country. Of course, bankers are not
responsible for the allocation of the resources
of a country: this task is undertaken by Third
World policy-makers. But they can never-
theless seriously affect the decisions of such
policy-makers, in several ways.

First, in a situation where commercial
banks dominate external finance there is only
limited access to other types of funding. Thus,
the cost and shorter maturities of bank finance
become a relative constraint on the possibili-
ties for the prudent utilization of external
resources in the local economy,

Second, when bankers are the primary
lenders to an LDC government, they have
considerable leverage and can exert pressure
—-either directly or indirectly— on policy-
making. The situation is analogous to the
impact that a bank can have on a heavily
indebted corporation, for through their finan-
cial leverage bankers can steer policy in the
direction of conservative financial manage-
ment at the expense of bolder objectives® Bold
objectives for a corporation are profit maxi-
mization and expansion; in the case of a
developing country the corresponding aim is
the rapid maximization of development po-
tential in the context of the enhancement of the
material (and spiritual) well-being of the
general population,

It should be emphasized that develop-
ment, by its very nature, must be a very bold
process. Often policy-makers must be ambi-
tious and assume large future risks in order to
avoid stagnation, human suffering and social
disruption today. This is particularly true in a
democratic developing country where compe-
ting demands on limited resources can be more
easily and effectively expressed, thereby
forcing authorities to seek “consensual” rather
than “optimal” economic programmes.* How-

Italy’s Central Bank, has expressed a similar concern. See
Carli, pp. 20-21.

C"E‘See Kotz, p. 142. Also see Hayes, pp. 117-118,

#¥In an authoritarian régime, the demands of the
masses may not find effective expression at all.

ever, a country that is heavily reliant on
commercial bank finance will undoubtedly
feel pressure in favour of a conservative policy
that places priority on a strong balance-of-
payments performance and reserve accumu-
lation, often at the sacrifice of broader-based
development objectives. This is so because
programmes oriented towards the satisfaction
of basic needs and income distribution
—which are undoubtedly key ingredients in
real development —usually weigh heavily on
the balance of payments and reserves?®
Bankers are unlikely to be impressed by re-
duced unemployment, improvements in health
care and social well being if these are gained at
the expense of a country’s external liquidity
position. Thus, Third World financial manag-
ers who are preoccupied by their countries’
creditworthiness may be tempted to place
basic needs and balanced income distribution
at the margin of public policy. It is not sur-
prising that many of the banks’ favourite devel-
oping countries are considered by many ob-
servers to be highly authoritarian régimes
whose socioeconomic policy is not character-
ized by a primordial concern for social justice
and economic and political participation 36

It should also be noted that bank finance is
exceptionally well placed to exert pressures
because of the rather short maturity structure of
the loans. The asymmetry between the long-
term requirements of development and the
short-term nature of bank finance means that
bankers are continuously being asked to roll-
over their credits, which is a terribly awkward
way to accomodate the gestation period of
development programmes. Not only are
countries repeatedly exposed to the volatile
nature of the terms offered on international
financial markets, but they must also regularly
pass under the cautious eye of their bankers,
whose confidence must be maintained if roll-
overs (and / or transfers) are to be achieved.

35While in theory a reform / basic needs approach to

development is not necessarily inconsistent with a healthy

balance of payments, the state of the art of public policy

making in developing countries is unfortunately such that
in practice one has tended to prevail over the other.

Bankers do not necessarily prefer authoritarianism, it

is just that this type of régime can more easily ensure



COMMERCIAL BANK FINANCE FROM THE NORTH / Robert Deuvlin 77

B.The primacy of repayment schedules

Another example of the less than complete
harmony of interests between banks and devel-
oping countries is the rigid way in which
bankers view repayment schedules.

Bankers tend to take a dim view of the
strategy of renegotiating terms on old loans by
contracting new refinance credits that take
advantage of favourable changes in conditions
on international capital markets. As expressed
by one spokesman: “It goes without saying that
refinancing is undertaken by most banks... only
very reluctantly and only for customers with
whom... (they) have excellent long-term rela-
tionships” 37

To discourage prepayment strategies
—liguidating in full outstanding old loans with
receipts from cheaper new loans— banks often
provide for quite sizeable penalty fees for
prepayment in their contracts. In the case of
Peru, for example, over 60% of all medium-
term commercial bank credit to the public
sector during 1971-1976 carried a prepayment
penalty, typically ranging between 2 1/2 and
1/2% of the amount prepaid, depending on the
contractual year in which prepayment was
effected® Another tactic involves “moral
suasion”, by which it is made perfectly clear to
the borrower that any attempt to refinance or
prepay would create great displeasure at the
bank.® This latter strategy can be quite ef-
fective the larger the bank involved and the
greater the country’s reliance on commercial
credit. Finally, in some instances banks have
even been known to include clauses in their
contracts which actually forbid prepayment,
although few sophisticated borrowers are like-
ly to fall victims to this tactic.

Some countries are more successful than
others in circumventing bankers’ reluctance to
refinance, with the incidence of success in-
creasing the higher the liquidity in the market

conditions that provide favourable prospects for repayment
of loans.

3See Benney, p. 57.

38 The figures are from field research of the author. See
the groject cited in footnote 18.

9Brazil, which in 1978 was greatly interested in

ridding itself of some costly loans, has been a victim of this
strategy. See Evans.

and the more attractive the customer.®® How-
ever, it is distressing that such obstacles
prevail, because prepayment and refinance
strategies are important tools to developing
countries which permit them to assuage some
of the impact of the surges in interest charges
and contractions of maturities that can occur on
private credit markets.

This is not to imply that prepayment or
refinancing is a “right” of the borrower. Such
strategies are undoubtedly troublesome to a
bank: not only does it lose a profitable loan, but
it also receives unwanted liquidity, unless it
participates itself in the new credit. Moreover,
a bank cannot call for ex post adjustment of
terms on an old loan when market conditions
shift in its favour. Nevertheless, what appears
to be rational behaviour on the part of an
individual bank, could be detrimental to all
concerned from a broader perspective, because
adeveloping country borrower that can trade in
old loans for more favourable terms is a better
overall credit risk and generally has increased
capacity to assume new debt.

Bankers are even reluctant to depart from
repayment schedules at times when countries
are experiencing serious debt problems (as
opposed to mere short-term liquidity prob-
lems). As shown earlier, banks reject any move
to reschedule older loans, opting instead for
new loans that are heavily conditioned, carry
short maturities and are loaded down by high
interest charges and heavy fees. For instance,
the US$ 400 million of refinance credits
granted to a financially hard-pressed Peru in
1976 were for 5 years (2 years’ grace) at a spread
of 2.25% over the London Interbank Offer Rate
(LIBOR) and with accumulated flat fees of
more than 1.5%4 And when Peru sought a
general rescheduling of its debt in 1978, banks
instead responded with an offer for new re-
finance credits. As already noted, the 7-year
maturity on the new loans matches the terms of
the Paris Club accord; however, it is preceded

4OGee Euromoney.

41 A spread is a margin of points added to a floating base
interest rate, usually the London Interbank Offer Rate, Flat
Fees are a one-time percentage charge on the face value of a
loan. The figures are from field research of the author. See
the project cited in footnote 18,
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by two years of “short leash” rollovers, which is
a convenient way to maintain leverage over
government policy during the difficult 1979-
1980 period.

From the viewpoint of an individual bank
it is no doubt sound business to extend new
loans with high spreads and short maturities to
countries with debt problems: a premium
commensurate with perceived higher risks
ensures profitability, shorter maturities mini-
mize risk and increase leverage, and a new loan
ensures that “problem” credits do not appear
on annual financial statements. However, from
the standpoint of development, a debt crisis
merits long-term rescheduling — longer even
than the Paris Club is accustomed to offering—
on moderate terms so that payments can be
really smoothed out instead of just being
postponed one or two years, after which they
can soar up again quickly to cause renewed
damage.2 Also, rescheduling should be view-
ed as a convenient and desirable way of
rescuing developing countries, instead of
carrying the pejorative connotations it does
today.

C. The intermittently very active supply curve

As mentioned earlier, bankers generally see
their increased role in development finance as
being “demand driven”, i.e., a result of their
having responded to the “demands” of devel-
oping countries. This is a clever ploy because
bankers who advocate this position can elude
responsibility for any ensuing problems that
might develop with regard to repayment. One
can imagine the response to a request for debt
relief as being something along the lines of the
following: “it was you who sought the credit
and it is not our fault that you are now having
difficulty in repaying it”.

But bankers are often more deeply in-
volved in the repayment problems of devel-
oping countries than they would lead many to
believe. To some degree the current burden of
payments of developing countries reflects the
effect of the uniquely permissive lending en-
vironment of 1972-1974, followed by radical
retrenchment in 1975-1976.

428ee Coreu, pp. 72-73.

The period 1972-1974 was a time of high
liquidity when banks were aggressively com-
peting for new customers in the developing
world. Actually, developing countries were
caught up in the tail end of an accumulating
wave of expansion of international banking that
began in the late 1950s, led by large US banks,
and was followed in the 1960s by the Euro-
peans and in the 1970s by the US regional
banks and the Japanese banks# In the early
1970s the possibilities for continued rapid
growth of lending to the industrialized coun-
tries were becoming exhausted, aggravated by
a recession in the Centre in 1970-1971. In an
environment of high liquidity and severe
competitive pressure for growth of assets,
lending consequently spilled over into the
developing world, but even so the race for
volume and marginal earnings greatly intensi-
fied, causing interest margins to decline dras-
tically and maturities to reach unprecedent-
ed lengths. Developing countries, naturally
enough, were eager to take advantage of these
unusual conditions. When the OPEC oil sur-
plus started flowing to the banks in late 1973,
these institutions were even more eager
to lend, while deficit-burdened countries
were, of course, ready borrowers, especially as
conditions were very favourable, with margins
that had fallen below 1% and maturities that
could easily range up to between 10 and 15
years,

Expansion of lending to LDCs continued
at a very heated pace until mid-1974, when a
series of important bank failures —derived
from poor management of foreign exchange
trading— marked an end to this euphoric
period of lending. Nervous bankers quickly
reappraised their international strategies and
became much more selective lenders. More-
over, terms became very onerous, as margins
for developing countries rose to 2% or more and
maturities shrank to the point where a term of
over 6 years was uncommon and loans for more
than 10 years simply became impossible to
obtain** This severe contraction of terms on

BFor a good analysis of how and why US banks were in
the vanguard of the “internationalization” of world bank-
ing, see Robinson, and also Lissakers.

48ee Devlin {first half 1978), pp. 77-79.
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lending contributed to a bunching of maturities
and consequent debt service problems in
recent years. Bankers maintained their highly
restrictive terms on LDCs up to 1978, when
margins again began to decline and maturities
to widen as the bankers’ resolve for prudent
pricing of loans was eroded by the pressures of
continued liquidity 43

The point to be made here is that the first
half of the 1970s was a high-pressure period in
the history of world banking and a time in
which the supply side sometimes led events.
The general environment of the times has been
characterized by some financial men them-
selves as being one of “supercharged credit
expansion”; a “glad-handed, name-your-price
approach” to credit extension.® And the result
was that some countries were literally deluged
with offers of credit4’

Even more important to this analysis is the
fact that during the expansive phase bankers
often paid little attention to the end-use of the
credit, i.e., it made little difference whether
credit was for military hardware, commercial
aircraft or steel mills, Indeed, many banks did
not have the infrastructure to evaluate credits
and thus usually relied on the security of a
sovereign government guarantee, itself evalu-
ated to a large extent by “feel”, other subjec-
tive criteria, and even rumours.® Standards
continued to be lax during the early stages of
the petrodollar recycling process, as banks
tapped resources at relatively low interest costs
and reloaned them at high interest rates and
high placement fees.® In this type of environ-
ment only relatively sophisticated borrowers
could resist bankers’ overtures: for those which

45 A major factor behind the liberalization of borrowing
conditions was the behaviour of the Japanese Dbanks.
Unnerved by the uncertain events of mid-1974, they
participated in a mass withdrawal from the market place,
helping to tighten the borrowing enviromment. However,
by 1978 Japan's accumulating balance-of-payments sur-
pluses fostered a re-emergence of these banks. They
returncd with a vengeance, and their aggressive approach
to bidding for new business helped to drive interest rate
margins down to levels that many bankers thought to be
imprudent.

4817rom an interview with bankers quoted in Hayes, p.
49,

47See Devlin (first half 1978), pp. 77-78 and p. 94.

BYee Weinert (1973), p. 35. Also see Wellons (1977), p.
24.

Wgee Hayes, p. 297.

couldn’t, like Zaire, Peru and Jamaica, the
consequences are well known.

Thus it seems that bankers are not com-
pletely innocent with regard to the current debt
problems of developing countries: indeed,
they appear to be at least partly to blame for
present circumstances and it would seem justi-
fied to expect them to take a lenient attitude on
any future rescue operations. It must also be
remembered that commercial banks’ profits on
international operations were phenomenal in
the early 1970s, due in no small part to the
profitability of business with LDCs.* Indeed,
in view of the fact that risk premiums have been
charged on LLDC loans, might there noteven be
room in some cases to absorb moderate losses
on future rescue missions?

D. Commercial banks are not always
competitive and neutral

International banking is often seen as being a
highly competitive operation where institu-
tions vigorously seek business on non-political
terms. Carlos Diaz-Alejandro has gone even
further and has described the Eurocurrency
market as “standoffish and remote”, so that it
provides LDCs with greater opportunities for
“national self-determination™ than is avail-
able from the sometimes politically influenced
lending of official agencies.

The above view appears to be true of one
point in the credit cycle, but not so much of
others.

It is clear that bankers are most attracted to
“virgins”® that is, countries not excessively
burdened by external debt, not heavily repre-
sented in the portfolio of an individual bank,
and perceived at the same time to be credit-
worthy. At this initial stage in a country’s credit
cycle —a position many developing countries
enjoyed in the early 1970s— banks may very
well compete vigorously to attract potential
business, thus giving the country excellent
opportunities for bargaining on the amount,
costs and terms of credit. Moreover, at this

‘EUSee Lissakers, pp. 10-11.

51gee Diaz-Alejandro, pp. 188-197.

52This term came to my attention in a conversation
with Arturo Porzecanski.
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stage bankers are unlikely to be concerned
about the use of a loan. The actual degree of
competition experienced will depend on many
other factors such as the liquidity of banks, the
number of institutions operating in the inter-
national market, the general business psychol-
ogy of the time and the quality of the credit-
worthiness of the borrower. In the case of the
latter factor —in view of the way credit-
worthiness is viewed by banks— the will-
ingness of these institutions to extend credit
will probably be inversely related to the coun-
try’s need for credit.

All things being equal, the more com-
mercial credit paper that banks accumulated on
a given country, the more their exposure
becomes a consideration and the more their
eagerness to compete for new business may
wane. The bargaining position of the borrower
is correspondingly eroded, and bankers even
may become concermned about the use of
credit3® The degree of erosion, for its part,
depends on other variables. If many new banks
are entering the international market, this may
compensate for the waning interest of other
institutions. If liquidity surges and no new
attractive customers appear, bankers may have
no choice but to compete for existing cus-
tomers. If a country’s creditworthiness some-
how improves, bankers may then be willing to
absorb more exposure, thereby favourably af-
fecting the competitiveness equation.

If a country that has borrowed from banks
loses its creditworthiness there is simply no
competition at all: indeed, there may be a
quasi-monopolistic situation that absolutely
limits access to credit and encourages the
market to intervene in the domestic affairs of
the borrower. While no one.could reasonably
expect banks to compete for an uncreditworthy

53Until liguidity considerations led to the swamping of
the market in mid-1978, Brazil may have faced a less
competitive environment as a result of its paper having
flooded secondary markets. In 1977-1978, when some
developing countries were experiencing declining mar-
gins on their loans on account of increasing liquidity in
banking circles, Brazil was still paying rates closer to those
which had prevailed in the stiff environment of 1975-1976.

54Regulatory authorities of some countries place coun-
try lending limits on banks. If banks run up against this
barrier exposure may become an absolute constraint on
competition for some banks.

country, this type of situation is an important
consideration that is often overlooked by those
who are awed by the competitive environment
of Eurocurrency lending. It must be remem-
bered that developing countries, facing as they
do volatile external markets and/or sensitive
domestic socio-political and economic condi-
tions, are especially prone to the external
balance-of-payments crises that can cause them
to fall out of grace with banks.

When a country exhibits serious external
problems and faltering liquidity, banks will
cease to compete to lend it money and its access
to new commercial credit is effectively cut off.
It is now a “problem” country and bankers
actually collude in search of ways to insure that
they will not individually and collectively
incur losses.

A good example again is Peru. In 1976,
when Peru was seeking a large balance-of-
payments loan (really a refinance credit) to bail
out its external accounts, its major private
creditors formed a Steering Committee to
negotiate with the government. Such a commit-
tee is undoubtedly an efficient way to organize
negotiations, for without central co-ordination
chaos could prevail. Nevertheless, this does
not alter the fact that public officials faced
an uncompetitive environment, as the banks
that composed the Steering Committee negoti-
ated in a block and represented most of the
more than 100 banks which had lent to the gov-
ernment. All banks demanded identical condi-
tions on the refinance credits, and Peru could
not realistically turn elsewhere for credit, since
the block represented nearly all the major
international lenders. The collusive nature of
the negotiations is confirmed by the fact that
the syndicates formed were not of an inter-
national character; regional groups of banks
—Americans, Canadians, Europeans, Japa-
nese— banded together to enforce individual
credit agreements which all displayed the
same lending terms and verbatim formulation
of many of the convenants3 Later, in 1978,
when Peru soughtto reschedule its commercial
debts, the banks formed another Steering
Committee.

18 %5 Research of the author. See project cited in footnote.
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Of course, in its negotiations with the
banks Peru was not completely without a
bargaining position, for it could always default:
something the banks would surely want to
avoid. Indeed, some have even seen the threat
of default as a way in which banks can become
“hostages” to the demands of developing
countries.5

A borrowing country’s leverage should not
be exaggerated, however. In the first place, a
country cannot default selectively —thereby
perhaps generating a more competitive envi-
ronment— because of the cross-default clauses
which figure in almost all commercial bank
loan contracts3” Moreover, defaulting on all
commercial banks is not a realistic option for a
government wishing to remain a member of the
Western capitalist community, since it would
result in the cutting off of virtually all external
commercial credit; it would cause the govern-
ment to face the wrath of its national business
sector, which would undoubtedly have its
access to credit adversely affected; and it could
very well bring retaliation from the home
governments of the banks. Moreover, the risks
associated with default are by no means sym-
metrical, for while banks could probably
absorb a prolonged default by any one borror-
wer, a country would find it much more
difficult to absorb the effects of a blockade by
its commercial creditors5® Only if several coun-
tries joined together in default would there be
serious possibilities for taking banks hostage,
but even then, unless one of the countries were
a super borrower such as Brazil or Mexico, the
outcome would more than likely be merely a
stalemate 5

When a country is at the bottom end of
a credit cycle, banks can also be very inter-
ventionist. Peru is a case in point. In 1976,
when the government sought its balance-of-
payments loan the banks reluctantly agreed.

%See Lissakers, p. 58.

57Cross-default clauses are not what one would expect
from a “standoffish and remote” market.

584 study by the US Federal Reserve Bank shows that
in the case of the six largest US banks only two borrowing
countries each account for as much as 1.5% of total assets.
Other borrowers account for much smaller proportions. See
Watson, p. 50.

M1bid.

However, bankers insisted on a two-tranche
credit with the second tranche being condi-
tional upon a favourable evaluation of the
progress of the government’s stabilization
programme.® Another more blatant form of
interventionism was a condition that the
government must settle a tax dispute with one
foreign firm and compensate another which
had been nationalized a year earlier: not sur-
prisingly, both corporations had close links
with the banks in the Steering Committee ®
Then in 1978, when Peru was negotiating with
the Steering Committee to refinance its com-
mercial debts, it was widely reported that one
member of the Committee threatened to tie the
success of the negotiations to satisfactory set-
tlementofa dispute it had with the government
over the handling of the foreign exchange
earnings of a local foreign firm to which the
bank had extended a large loan 52

Banks have also sought to influence the

policies of governments that are not in an open
debt crisis. For instance, a widely-circulated
and highly-respected publication of one of the
largest international banks in 1976 made the
following comments about Brazil’s manage-
ment of its economy:
“In this regard, Brazil’s delay in internal
adjustment has come as a disappointment.
There, the growth in aggregate demand, the
reemergence of the fiscal deficit, and the
acceleration of inflation (estimated at 45%-50%
for this year) have been inconsistent with the
clear necessity for a current account ad-
justment” 83

It is no coincidence that the bank was a major
creditor of Brazil, thus making the statement
not unlike the medieval practice of admonish-
ing debtors in the main public square. This
rather heavy-handed commentary is not some-
thing one would expect from a “remote and
neutral” market.

Another final consideration about the

60See Belliveau.
. BlSee Wellons {1976), p. 74.
82See Latin American Economic Report, No. 20, May
26, 1978, Itis only fair to add that the bank later denied ever
having established such a link.
63Morgan Guaranty Trust Company (October 1976),
pp. 34.
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competitiveness of international banking is
that while there are indeed hundreds of insti-
tutions dealing in the Eurocurrency market
—generating conditions that some think ap-
proximate a perfectly competitive environ-
ment— access to credit is actually controlled by
a relatively small coterie of banks. This is
because only very large banks have the re-
sources and good will to be leaders or orga-
nizers of syndicates. It is these banks —which
maybe number roughly 50 in all —that
dominate the market. As leaders of credit
operations it is they who evaluate a country’s
creditworthiness and pass on information to
prospective lenders in the placement me-
morandum that accompanies each loan syn-
dication. Thus, the opinion of these banks can
influence the attitude of the whole market
towards a borrower. Moreover, it would appear
that there is a considerable degree of concen-
tration among the leading banks themselves.
For instance, table 2 shows that of the top 50
lead managers of syndicated credits in 1977
and 1978, the top 10 were responsible for 58%
and 44%, respectively, of the total amount
mobilized through such syndication® Thus,

one could conclude that a handful of banks
have a disproportionate amount of power in the
distribution of international commercial bank
credit, perhaps making for a less competitive
environment than would at first sight seem to
exist in view of the hundreds of banks dealing
in the Eurocurrency market.

Table 2

PRIVATE COMMERCIAL BANKS: DISTRIBUTION
OF SYNDICATES AMONG TOP 50 EUROCREDIT
LEAD MANAGERS

(Percentage of credits mobilized)

1977 1978

Value of Numberof Valueof Numberof

credits credits credits credits
Top
5 banks 38 3 25 30
Top
10 banks 58 44 44 50
Top
50 banks 100 100 100 100

Source: Derived from data in Euromoney, February 1979.

IV
Exploring the alternatives

We have just seen some of the drawbacks that
might be associated with having commercial
banks at the forefront of the allocation of
resources to developing countries. Unfortu-
nately, in economics it is easier to diagnose
problems than to prescribe cures for them and
this final section of the paper now has the
difficult task of suggesting some alternatives.

A. The international division of labour for
development finance

In general it appears that what is needed is
some rethinking about the current division of

841 1975-1976 concentration among lead banks was
much more severe. Greater dispersion in 1977-1978 was
the result of a higher profile for Japanese and German

labour for development finance. There are
many sources of finance, and each one is
usually particularly good at performing certain
tasks.

Let us look first at commercial banks. They
are especially good at financing trade. They
have a world-wide network of branches and
correspondents with which to follow trade
flows, and decisions on finance can be made
quickly because of their familiarity with their
clients. Assessment of risk does not have to be
terribly sophisticated, because much of the
finance is self-liquidating and the duration of
agreements is on the short side: this, inciden-

banks, coupled with the restrained activities of American
banks.
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tally, is in keeping with both the limited risk-
assessing ability of most commercial banks and
the short-term deposit base of these insti-
tutions.

Banks are also exceptionally suited for
financing highly profitable commercial ven-
tures with a quick return, say between 5 and 7
years. Another area which appears suitable is
the financing of working capital, i.e., the pure
need for short-term liquidity.

Just as banks are exceptionally suited for
the above tasks, however, they are inferior at
some others. One area where banks display
severe limitations is in the provision of finance
for ventures with a long payout. Social infra-
structure requires maturities far beyond the
reach of banks, and not surprisingly, these
institutions are sometimes chary about lending
in this area. But many commercial ventures,
too, may be out of the reach of banks, particular-
ly those that are very capital intensive. Some
might argue that there are few commercial
projects that cannot provide returns within the
10-12 year maturities being offered by banks in
1978-1979. However, this assumes that matu-
rities will never shrink again as they did in
1974-1975. It also assumes that ventures will
meet their cash flow projections: something
that is far from certain for infant industries in
developing countries.

Moreover, banks cannot adequately fill
liquidity needs when lack of liquidity is due to
structural imbalances (real or financial) in the
economy. Thus, if balance of payments or fiscal
difficulties stem from something other than a
temporary exogenous factor (e.g., a fall in the
price of a major export commodity), banks are
an inferior source of finance.In these circum-
stances —which are very common in devel-
oping countries— if banks extend “no ques-
tions asked” finance they become a permissive
influence that masks the need for changes in
structure and policy. Peru up to 1975 fell victim
to an overly co-operative banking community.
On the other hand, if banks attempt to induce
changes in policy and structure they become
interventionist. Because of their private com-
mercial character, when they negotiate with
sovereign governments they are open to
charges of conflicts of interest and political
subversion. To this must be added the fact that

the maturities that they can offer under the risk
associated with restructuring may simply be
inadequate for the circumstances. Consequent-
ly, when banks embark upon the financing of
structural balance-of-payments problems they
enter into a “no win” situation.

Accordingly, when the commercial banks
initiated the recycling of the OPEC surplus few
complained: banks recycled quickly, and most
thought the crisis to be temporary, as a full
recovery in the Centre was seen to be im-
minent and “market forces” would quickly put
an end to the OPEC cartel. But, of course, so far
this has not been the case, as balance-of-
payments disequilibria have gained a more
permanent character and most developing
countries (and developed countries as well)
appear to be interested in restructuring (over
and above the normal restructuring associated
with development) to accomodate themselves
to a new era of higher energy costs and slower
growth in the Centre. It is most distressing,
however, to find that no adequate finance is
available to developing countries for such
restructuring: Brazil, for example, has had no
choice but to fund its massive import substi-
tution/restructuring programme on the limited
and uncertain maturities of commercial banks.

Which institutions, then, would appear to
be the experts in those areas where commercial
banks face constraints? The author believes
that the answer is the multilateral agencies and
private bond markets.

Multilateral agencies —i.e., the World
Bank, the Inter-American Development Bank,
etc. — display great virtues with regard to some
of the special needs of developing countries.

First, they possess highly trained profes-
sional staff who have a wealth of experience
with the problems confronting developing
countries. They can help in project prepara-
tion, troubleshoot where problems arise, and
assist in follow-up evaluation. Moreover, they
are interested in the success of the project and
not just its finance and repayment, and further-
more they are capable of collaborating with
authorities in the formulation of global policy
for development without raising suspicions of
conflicts of interest.
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Second, and even more important, multi-
lateral agencies are not commercial institutions
and therefore can accept time and risk situa-
tions compatible with the far-reaching needs of
development. Thus, multilateral agencies can
and do lend to countries which display liquidi-
ty and political conditions that would simply
unnerve a private banker. Moreover, their
special character enables these agencies to
permit repayment periods of up to 25 years or
more, which is the type of finance that can
smoothly promote the broad-based sociceco-
nomic change integral to the process of devel-
opment. Implicit in this capability is a willing-
ness to finance projects of a basic needs
character, and to encourage this type of devel-
opment as well.

Third, unlike commercial banks where
developing countries have no influence over
policy, developing countries are voting mem-
bers of multilateral agencies and have an op-
portunity to influence events in them. Nor is
this virtue negated by the fact that LDCs are a
minority voting block. As long as industrialized
countries contribute the bulk of the funds, the
credibility of multilateral agencies is best
maintained if those countries have technical
control over decision-making. If the LDCs act
together, however, they can form an effective
lobby for pressuring the industrialized coun-
tries to adopt policies favourable to their needs.
LDCs can also improve their voice in policy
matters by ensuring that they gain maximum
representation on the staffs of multilateral
agencies by sponsoring candidates for their
technical competence and not for their domes-
tic political connexions.%

The above is not to suggest that multi-
lateral institutions are perfect. The quality of
their finance undoubtedly can be improved.
For instance, there could be greater articu-
lation between the IMF and World Bank so that
standby programmes can, where appropriate,
take on a long-term character and facilitate real
structural —as opposed to just temporary mon-
etary/financial —— change. In line with much
longer standby agreements, conditionality
could be moderated to take into greater account

85This point has been raised before by Jeker, p. 225.

domestic political and social objectives and the
need to avoid reductions of employment and
per capita income in developing countries.%
There is also a great need for significant
programme lending by development institu-
tions like the World Bank and IDB# Many
more examples of desirable changes could be
given. Fortunately, unlike commercial banks,
whose actions are constrained by the commer-
cial interests of their stockholders and the rules
of prudent banking, the policy frontiers of mul-
tilateral institutions are only limited by the
courage and imagination of policy-makers in
the industrialized countries.

As for private bond markets, they afford
developing countries the opportunity to ac-
quire funds for considerably longer terms than
those usually offered by commercial banks.
Also, their interest rates are generally fixed
through the life of the maturities, providing
LDCs with a predictable cost that can easily be
incorporated into planning strategies. Another
consideration is that bond markets are really
standoftish and remote in the sense that borro-
wer and lender never meet each other. Their
major drawback is that investors tend to be
rather unpredictable and therefore access may
be somewhat unreliable.

There are two other important specialists
in the international financial arena that are
worthy of mention: commercial suppliers and
bilateral government agencies. Both are usual-
ly associated with “vested interest” finance,
i.e., finance which is itself only a means to a
broader objective. The conditions of finance
can prove to be very attractive, and although
this may be offset by their being tied to
particular goods or political positions, the
interests of the borrower may nevertheless
sometimes overlap with those of the lender,
making for a mutually beneficial transaction. It
is in these circumstances that suppliers and
government can play an important role in the
division of labour for development finance.

66 For an excellent comprehensive critique of IMF
standby programmes and suggestions for reform see United
Nations, 1979,

57Non-project lending is essential if the World Bank
and IDB are to take on a larger role in stabilization efforts
that involve structural changes in an economy.
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B. Can this division of labour
be made to work?

We have just outlined what may be considered
a reasonable division of labour for devel-
opment finance based on an existing infra-
structure. Unfortunately, some actors in the
global division of labour have had their activi-
ties restricted for one reason or another, cre-
ating a vacuum that has been filled in an ad hoc
fashion by comercial banks, which in contrast
have been able to expand almost without limits
because of surging world liquidity and an
unregulated Eurocurrency market. The prob-
lem, as we have seen, is that banks cannot
properly assume their new role and it is
necessary to find some way of rectifying this
imbalance in the sources of finance.

Multilateral agencies have suffered from a
lack of an automatic funding mechanism,
wariness on the part of donors, and a general
ideological shift away from multilateralism. In
an age of fiscal deficits and tax revolts new
contributions to development institutions have
become unfashionable: indeed, perhaps one
reason for the industrialized countries’ com-
placency about the role of their banks in
development finance is that it is simply less of a
fiscal burden to have private commercial banks
channelling resources to developing coun-
tries 58

What is needed to counter this trend is a
campaign to alert public opinion to the need for
massive resource transfers on more reasonable
terms to developing countries. This can be
viewed as simply enlightened self-interest, for
while commercial bank financing appears on
the surface to be working smoothly, the inferior
quality of the finance, coupled with other well-
known maladies of the international economy,
may be generating underlying social and eco-
nomic tensions that could make the world of
the 1980s a much less pleasant place to live in.
Moreover, transfers to the South usually come
back to the North in the form of purchases of
goods for import, thus creating new business
and jobs for the industrialized nations.

88T, the extent that commercial bank profits are taxed
by the industrialized countries, the shift to bank finance of
development could even be profitable for the governments
of the industrialized countries.

There has been no lack of proposals for
transfers. The annex to this paper reproduces
an excellent summary bf current proposals
prepared by the Overseas Development
Council. They are all characterized by sophis-
ticated mechanisms to provide long-term fi-
nance to developing countries. Multilateral
agencies are seen in the role of managers of
funds. The mayor obstacle to the proposed
programmes seems to be the generation of
resources. It may therefore be worthwhile to
briefly review some tentative ideas on how
resources could be generated, concentrating on
the need for automatic funding.

One possibility is to assign to the World
Bank and IMF amore direct role in transferring
savings from North to South. Many have
complained about the lack of symmetry in
pressures on countries to adjust their balance of
payments;¥® deficit countries must submit to
vigorous IMF programmes, while surplus
countries suffer at worst moral suasion. Why
not arrange for surplus countries in the indus-
trialized world and OPEC to place 50% of their
annual surplus (after adjustment for coverage of
“normal” capital outflows) on deposit with the
aforementioned institution? Something near a
commercial interest rate could be paid, as in
the Fund’s Supplementary Qil Facility. Alter-
natively, if desired, a tax could be placed on the
surplus by offering much less than a commer-
cial rate. Withdrawals would not be permitted
until a surplus country’s “non-deposited”
surplus fell to some critical level —say the
equivalent of 3 months’ imports— and even
then withdrawals would still be in line with the
trends in the country’s balance of payments.
Since surpluses tend to accumulate in the
industrialized countries and OPEC, the fund
would be continuously renewed. The special
character of developing institutions would
allow them to mismatch maturities and transfer
these resources to the South on appropriate
terms. Admittedly, unless the surplus is heavi-
ly taxed this proposal would place only mild
additional pressure on surplus countries, since
access to surplus receipts is maintained: its
chief value, therefore, is that it would allow

89For a critique of the lack of symmetry in adjustment
pressure, see United Nations, pp. 111.8-111.13.
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more resources to be channelled through de-
velopment agencies.

Ways also need to be explored on how to
achieve permanent increases in the capital
base of international agencies which will facil-
itate their ability to capture funds on inter-
national capital markets. One measure might
be to channel SDR allocations to subscriptions
of capital in these institutions. Inviting the
centrally planned economies to participate in
the development effort by joining develop-
ment institutions would also increase capital
and have the added benefit of providing great-
er ideological plurality in these agencies. The
industrialized countries and OPEC, for their
part, could consider directly guaranteeing
bond issues of multilateral agencies, thereby
facilitating greater leverage over the existing
capital base.

Less certain are the possibilities of raising
capital contributions via taxes in developed
countries. The constraints are more political
than real, however, as ample room exists for
new revenue. Emergency economic devel-
opment taxes on luxury consumption, ie.,
cigarettes, liquor, oversized cars, second
homes, luxury restaurants, etc., could pain-
lessly produce considerable annual contribu-
tions. The problem in this approach is that
small interest groups may be able to resist the
introduction of what otherwise are rational
measures.

Another scheme that enjoys some support
is co-financing between multilateral banks and
Third World finance institutions. In this way
banks would come under the umbrella of mul-
tilateralism and effectively expand the re-
sources being channelled through develop-
ment agencies. Banks participating in co-fi-
nancing would presumably offer slightly lower
interest rates and somewhat longer maturities.
The value of the scheme is that it requires no
real change in the existing financial system.
The disadvantage is that it could be construed
as a substitute for increasing the capital base of
multilateral agencies. It could also further
erode the degree of plurality in sources of
finance and “cartelize” development finance.

In exploring the resource problem, it
might also be useful to question the current
practice of charging all developing countries
the same rate of interest on regular (i.e., non-

IDA) loans from development institutions. In
order to stretch development funds to the
greatest degree possible, one might consider
varying interest rates to suit the level of
development of the borrower country. Lower-
income countries could continue to receive
absolutely concessionary rates, whereas upper-
income countries, which are not so much
interested in aid as in rather longer maturities,
could be charged commercial rates of interest,
Furthermore, rates to upper-income countries
could continue to be fixed in principle, but
with provision for the periodic adjustment of
old loans should they become uncommercial
over the medium term. Even with commercial
rates there could be some cost savings on loans:
with greater access to multilateral finance there
might be less need to maintain large amounts of
borrowed international reserves, many of the
fees and ancillary charges of loan syndication
would be eliminated, and prepayment could be
effected without penalty.

Turning to international bond markets,
these have not been a dynamic source of funds
for developing countries since the great finan-
cial collapse of the 1930s. The industrialized
countries have placed great administrative
barriers in the way of LDC bond issues,
creating a two-tier system whereby rich coun-
tries tap Eurobonds and poor countries Euro-
credits. This is regrettable, because bond
markets can be a very suitable way to finance
development, and while they cannot take the
place of dynamic multilateral development
finance, they certainly can take some pressure
off development and institutions. Undoubted-
ly, rich countries should reconsider their poli-
cies in this area.

As for bilateral finance, this has no doubt
slipped because of aid weariness and it might
be difficult to stimulate this source again,
although it might be possible to secure re-
consideration of schemes which are actually
designed to restrict funding, such as the Gen-
tlemen’s Agreement among OECD export
credit agencies, at least as far as finance for
LDCs is concerned.

After reviewing proposals for North-South
transfers of resources and some possibilities
for financing them, one cannot help but think
that current problems are of a political rather
than an economic nature. There are a multitude
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of technical ways to enhance the functioning of
the international division of labour in the field
of development finance. The problem is to
develop the political will to implement them.
Many may feel that any massive reordering at
this time runs counter to political realities and
itis therefore best to accept the present system,
with perhaps some minor modifications.
However, one should remember that reality

willpower and courage it would be possible to
improve upon the present transfer mechanism,
which has evolved in an ad hoc fashion and is
less than adequate for the promotion of broad-
based socioeconomic development. Hard-core
realists who may be skeptical of change should
perhaps ponder on the fact that those who are
excessively realistic can be the most unrealistic

of all.

can be modified to some degree, and with due
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Annex

A COMPARISON OF SOME CURRENT PROPOSALS FOR MASSIVE RESOURCE

Amount/
Size

Senator Javits' Proposal: Growth
Development Fund.

Mezxican Proposal: Long-term
Recycling  Facility (IMF/IBRD
Development Committee).

Venezuelan  Proposal:  Joint
OPEC{OECD Global Stimulation
Plan {Ronald Miiller).

US$ 25 billion
{US$ 5 billion per year)

US$ 15 billion

Not specified, but in range of US$
20-40 billion,

Timeframe

S-year initial period

Long tenm

5-10 years, commencing hefore
1984,

Objective To establish a capital fund for To increase the supply of Jong- To mobilize unused savings in
productive investments in the tenmn funds to the LDCs for OPEC and the OECD into a capi-
LDCs that will promote rational financing capital goods purchases. tal pool and to invest these funds
agricultural and industrial devel- in the non-0il-LDCs in such a way
opment and trade leading to the as to increase their purchases of
expansion of markets and the exports from the industrial nations;
stimulation of the world economy. to head-off medium-term inter-
national supply shortages; and to
implement structural adjustment
plans in the OECD.
Problem 1. Economic growth is stagnating 1. Low long-term growth rates 1. With simultaneous unemploy-
Focus in many countries, necessi- in DCs are slowing world trade, ment and inflation together
tating a rise in capital stock to fostering protectionism, and with declining profitability and
increase productivity. leading to sluggish demand for Per}lctivity .iu DC indl_jstrie_s,
2. OPEC recycling is inadequate capital goods of DCs. g::;nl; a;:lptlrelre f;:n;[::;?::i t(l:
because it fails w generate 2. LDCs have potential demand wards long-term stagnation.
macro-economic policies in ¢il- for capital goods not made
importing nations needed to effective for lack of financing. 2. OPEC  recycling could be
restore purchasing power. 3. The high level of financing by longer-term.
3. The foreign exchange drain the intemational banking sys- 3. There are serious policy lags in
resulting from oil imports is tem cannot be sustained in the DCs and lfDCS regarding ma-
training the purchasi future. cro-geonomie managemgnt and
power of oil-importing LDCs. 4. There are short- and medium- mte.mat-lonal economic - co-
term recyeling facilities for ordination.
balance-of-payments adjus- 4. The Third World could be a
ments but none for the longer new source of sustained de-
term. mand —a new growth frontier—
for the world economy.

5. There is a need to alleviate the
poverty and deht problems of
the LDCs.

Industrial and OPEC oountries. Public and private investors of 1. Underutilized savings in OPEC
Sources of countries with strong balance-of- and OECD: 20-25% from
Funds payments and financial positions OPEC’s accumulated petro-
(including institutional investors). dollar eamings, and the rest

from private investors.

2. Contributions from OECD

nations to World Bank (addi-
tional or realiocation}).

Administra-
tion of
Funds

Fund could be designed and
implemented by the World Bank,
regional development banks, and
the IMF, or a new institution could
be created.

New lending operation at the
World Bank,

Speeial window at World Bank and
IFC, and/for regional institutions.
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TRANSFERS AND GLOBAL STIMULATION

Amount
Size

OECD Investment Plan

Trilateral Food Task Force
Programme Doubling Rice
Production in $/SE Asia {Hayami/
Takase).

Roger Hansen's Proposal:
A Global Rasic Human Needs
Régime

US$ 5-10 billion in additional
capital flows. :

Total capital cost of US$ 52.6 bi-
1lion (1975 constant US$) but only
US$ 1.8 billion annually in ad-
ditional flows,

US$ 12 billion {constant US$) per
annum which would cover all in-
vestment costs and half of the
annual maintenance costs.

Timeframe

3.5 years of increased transfers,
within a medium-term timeframe
of up to 8 years.

15 year period; 1978-1993.

20 vear period,

Objective

To undertake a major inc in
investment flows to LDCs as a
general stimulus to world econo-
mic activity directed at structural
change over the medium tenn in
key supply sectors.

To double rice production in Asia
through irrigation improvements.

To establish a global basic human
needs régime with a view to eli-
minating absolute poverty in two
decades.

Problem
Focus

1. The recovery of the OECD
economies from the recession is
not yet self-sustaining and a
stimulus is needed for eco-
nomic activity.

o

There is currently substantial
underutilization of resources in
the OECD and a widespread
feeling of uncertainty deters in-
vestment.

©

Current paltems of investment
in key supply sectors are in-
adequate for the long-tenm
needs of both DCs and LDCs.

1. Focusing entirely on the world
feod problem, Asin is chosen
because two-thirds of the
world’s  malnourished live
there, and Asia has great poten-
tial for a quantitative increase
in food production.

]

. Improvement and expansion of
irrigation, which requires capi-
tal, is critical to increasing food
production in Asia,

1, The poverty problem is not
insunnountable, but without
a focused attack its dimen-
sions are likely to grow along
with population problems.

2. There is a need for a less inter-

ventionist channel for ODA - a

highly qualified, specialized
basic needs agency.

3. Incremental increases in ODA
through existing channels are
unlikely to have a major impact
on poverty because ODA is cur-
rently determined largely by
other objectives, concerns and
political pressures.

Sources of
Funds

Equity and debt from private
and commercial sources in OPEC
and OECD (not ODA because po-
litically unrealistic).

1, Multilateral or bilateral foreign

agricultural  aid,  including
OPEC assistance,

2. ‘Asian developing countries’
irrigation budgets.

3. US$ 1.8 billion per year in
additional capital contributions
{presumably ODA) by DC and
OPEC countries.

1. ODA from DAC countries pled-
ged onamultiyéar basis. OECD
countries should put most of
their ODA into basic needs
programmes and raise their
ODA levels to 0.45-0.50% of
GNP by the early 1980s.

2. ODA from OPEC as well as
other better-off LDCs.

Administra-
tion of Funds

Co-financing arrangements through
the World Bank family.

Donor countries and agencies
would direct funds to agricultural
sector in Asian LDCs.

Preferably through North-South
action, a neutral international
agency would be created, to re-
ceive financial contributions,
make allocative decisions and
monitor performance. The UN sys-
tem,including the World Rank and
regional development banks,
could also be involved.
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A COMPARISON OF SOME CURRENT PROPOSALS FOR MASSIVE RESOURCE

Senator Javits' Proposal: Mexican Proposal: Venezuelan Proposal:
Growth Development Fund Long-tenn Recycling Joint OPEC{OECD Global

Faeility (IMF/IBRD Stimulation Plan

Development Committee) {Ronald Miiller)
Main 1. Funds would be divided into 1. Total capital subscription of 1. OPEC money would be raised
Characte- two parts: half (US$ 2.5 billion) the facility could be divided through the issue of “OPEC
ristics would go to the poorest LDCs, into three borrowing operations Development Bonds™ in inter-
and the other half on a loan of US$ 5 billion each. national capital markets. OPEC
basis to the more creditworthy 2.Debt instruments denominated would purchase 20-25% of the
advanced developing countries. in SDRs would be issued to total subscription of long-term

2. Terms could be negotiated to lenders for a 15-year tem Triple A bonds (12-20 year

meet the concems of donor with a market rate of maturities).

countries regarding the sus- interest. 2. The remainder would be scld
tained value of their funds 3. Secondary market would be to private investors in capital
invested in the Fund and the developed to give liguidity markets.

need for liquid assets in the to these instruments. 3. OPEC would act as first
event of economic emer- 4. Govemments not contributing guarantor, with the World
gencies, direct loans could guarantee Bank family as the second.

3. The fund could give priority loans granted by the facility, 4. Funds would be targeted to
to energy investments. 5. Purchases of DC capital goods purchases in OECD sectors

financed by the facility would operating at low capacity utili-
be limited to countries granting zation levels; in the medium
loans or guarantees. term funds would be targeted to
. international  sectors where
6. Capital ‘md“ w‘_’“ld b"' pur- supply shortages are likely.
c}.\ased in connexion with spe- 5. In the third year, intensified
cific projects approved in . A
LDCs by the World Bank. doﬂm:stlc stlr:cmr: adjustment
efforts would commence.
Loans could be extended to 6. About 20-25% of the funds
national private firms operating
in LDCs. would go to poorest LDCs.
Sector 1. Projects that expand demand for Projects that require long-term 1. Basic needs projects in the
Investment OECD goods. capital purchases from OECD poorest LDCs (20-25% of
Focus 2. Energy exploration and alter- countries, funds).
native energy source projects. 2. Projects that generate a rate of

3. IDA-related projects in poorest return equivalent to that of AAA
LDCs. Bonds.

3. Targeting in the short term of
OECD industries operating at
low capacity utilization,

4, Targeting in the medium term
on supply sectors where there
could be shortages.

Country/ . More “creditworthy” advanced {Middle-income LDCs). (All LDCs).

Regional developing countries,

Focus 2. Poorest LDCs.

Benetits . Would stimulate economic 1. Would contribute to the sti- 1. Would increase OECD-wide
growth inthe LDCs. mulation of capital goods sec- capital formation.

2. Would expand demand for ex- tors in DCs that suffer from 2. Would expand demand for
ports of the OECD, leading to inadequate demand, and would goods from OECD industrial
higher leveils of employment also facilitate structural adjust- sectors with excess capacity.
and domestic economic activi- ments in DCs. 3. Would have positive employ-
ty, and fewer pressures for pro- 2, Would provide necessary long- ment impacts and be less infla-
tectionism. term resources for LDCs to fi- tionary than current OECD

nance their demand for capital domestic demand stimulation,
goods. because it would absorb liguid
3, Would provide an additional or near-liquid assets, and would
investment outlet for surplus be targeted to OECD industrial
countries. sectors operating at low capaci-
4. Would help develop a better ty utilization levels.
structure of assets and liabilities 4. Would alleviate the need for
in the financial system. immediate structural adjust-
ment in manry [DCs.

5. Would help LDCs’ debt and

poverty problems.
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TRANSFERS AND GLOBAL STIMULATION

Main
Chatracter-
istics

QOECD Investment Plan

Trilateral Food Task Force Pro-
gmmme Doubling Rice
Production in $/SE Asia (Hayami/
Takase).

Roger Hansen's Proposal: A Glo-

bal Basic Human Needs Régime.

1. The programme would rely on
co-financing through the World
Bank family.

2. Funds would not be tied to
specific industries in DCs but
would be directed in the me-
dium term to sectors where
supply problems will become
critical: food, energy, commo-
dities, and related infrastruc-
ture.

1. Resources would be invested in
irrigation and related needs, in-
cluding research, modem farm
inputs, and marketing systems.

2. Target for 1993 would be to
double rice production from the
1974 level of 136 million tons to
321 million tons for a popula-
tion of 1.72 billion by convert-
ing 17.5 million hectares of ina-
dequately irigated areas and
30.4 million hectares of rained
areas to adequately irrigated
ArERs.

1. The programme would require
long-term high levels of North-
em funding.

2. The programme would require
LDC willingness to commit
funds to an altered develop-
ment strategy.

3. Funds would be allocated by an
international agency on the
basis of an LDC’s programme
performance and yearly budge-
tary needs.

4. The agency would monitor pro-
gramme performance to assure
that funds are being used in
accordance with negotiated
programime guidelines.

Sector
Investment
Focus

Projects related to food, commodi-
ties, energy and related infra-
structure.

Rice production.

Basic needs development projects
in LDCs.

Country/
Regional
Focus

{All developing countries).

Countries in South and Southeast
Asia.

(Developing countries committed
to basic needs programmes),

Benefits

1. Would stimulate demand and
increase production in both
LDCs and DCs.

1. Would improve the supply-
demand balance for food and
have income-creating effects
which would enhance the
purchasing power of peasants.

Could susbtantially reduce or eli-
minate absolute poverty for the
one billion people who now exist
in this state,

Source: Overseas Development Council, Washington, D.C., 1978,






CEPAL REVIEW
December 1979

Exports and
industrialization in
an orthodox model:
Chile, 1973-1978

Ricardo Ffrench-Davis*

Many developing countries have been applying
export promotion policies during, the last fifteen
years. Among them, mention may be made of Brazil,
Colombia, Hong Kong, Israel, Mexico, Singapore,
South Korea, Taiwan and Yugoslavia. The condi-
tions, timing, mechanisms and effects differ from
one case to another and cover a broad range of
political and economic models. The variety display-
ed by the various kinds of past experience show
above all that export promotion is not exclusively
linked to a given model.

This article examines the most outstanding
aspects of export promotion in Chile between 1973
and 1978, analyses the influence which various
structural and conjunctural aspects of the Chilean
economy have had on the composition and level of
exports, and examines some repercussions on the
development of domestic industry.

Section I sets out the main aspects of the
external trade policies applied between 1973 and
1978. The next section studies in detail the evolution
of exports by categories of products and market
destination; the analysis is extended to cover the
period 1965-1978 with the aim of giving a broader
perspective for appraising the expansion of the
sector. In section III, an examination is made of the
economic framework in which the expansion of non-
traditional exports has been achieved and the effects
which some of these exports have had on the national
economy. On the basis of this information, a brief
comparison is made with the experiences of other
countries. Finally, section 1V gives some brief
conclusions and outlines an alternative strategy
which could satisfy national needs more efficiently.

*Researcher of the Latin American Economic Research
Corporation (CIEPLAN). An earlier version of this article
was presented at the Informal Meeting on Industrialization
and Development organized by CEPAL in October 1978 in
Santiago, Chile, and published in Vierteljahresberichte,
N.2 75, March 1979. The author wishes to express his grati-

tude for the support received from the Latin American.

Committee of the Social Science Research Council, the
valuable aid of J. Marshall and J. Scherman, and the
comments of many colleagues. The views and interpreta-
tion contained in this study are, of course, exclusively the
responsibility of the author. i

I
The external trade policy
and its most oustanding
characteristics

The economic policy which has been in force
in Chile since 1973 assigns a predominant role
to the expansion of exports. Chilean policy in
these years has been extremely orthodox, tor it
has involved the drastic liberalization of im-
ports, an unrestricted opening-up to foreign
investment, and a pronounced anti-State ap-
proach expressed in abstention from direct in-
tervention in production activities and in the
“neutrality” of indirect economic policies, all
within the context of profound faith in the com-
petitive functioning of the market. These two
lines have been followed systematically during
the five years for which the present model has
been applied.!

Non-traditional exports have increased
significantly, leading some observers to speak
of a new case of economic expansion after the
style of South Korea. The conditions sur-
rounding the two cases are, however, very dif-
ferent, and the prospects seem to be even more
disgimilar, especially as regards the industrial
sector,

The most noteworthy characteristic of the
present external trade policy, is its marked
movement towards free trade, through which it
endeavours to attain a situation in which inter-
national prices (of goods tradeable with the
exterior) prevail in the whole of the national
economy, there is free entry and exit of capital,
and the exchange rate is determined by the
market. The external trade policy thus coin-
cides with the general tone of the entire eco-
nomic programme, which seeks to minimize
the State’s participation in economic activities.

1. The principal measures

The central element of the external trade
policy has undoubtedly been the drastic

1The apparent “neutrality” has been applied within a
context of inequality in the various fields of national
activity, and the predictable result has been a notably
greater concentration of power and wealth.
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reduction in the high tariff protection which
import substitution enjoyed when the new
régime took over. The goal of the liberalization
process has undergone significant changes
during the application of this process, how-
ever: thus in mid-1974 the maximum target
tariff contemplated by the liberalization policy
was 60%,* but towards the end of that year it

was hinted that the maximum tariff accepted in
the future would be only 30%2 and a little
afterwards a maximum target tariff of 35% was
formally established, which is the tariff that
served as a guide for the successive tariff

reductions carried out up to 1977, as shown in
table 1.

Table 1

TRADE LIBERALIZATION, 1973-1979
(Customs duties on CIF value)

12/73 6/74 8/75 2/76 8177 7179
Maximum rate > 220% 140% 90% 80% 35% 10%
Most frequent rate 90% 60% 40% 35% 20% 10%
Average rate 94% 67% 44% 38% 18% 10%

Source: Central Bank. The dates given in the table correspond to the first and last decrees establishing tariff reductions,
with 4 of the 10 intervening decrees. The rates quoted do not include the special exceptions, which mostly

refer to the automotive sector.

Apparently, according to repeated official
statements, the process of reducing the protec-
tion for import substitution should have
terminated in August 1977, when the tariffs
stood, with only a few exceptions, at between
35% and 10%, but three months later the
Ministry of Finance announced another
change of policy which consisted in reducing
the tariffs even more with the aim of arriving
at a uniform rate of 10% by mid-1979. This is an
unusually low rate for a developing country,
and its total lack of selectivity is exceptional
even for the most developed countries of the
world.? In reality, tariffs of this type are usually
proposed only in the most orthodox texts on
international economics.

2University of Chile, Taller de Coyuntura, N.° 13,
September 1974, p. 29.

38. de la Cuadra, “Estrategias de liberacién del
comercio exterior chileno” in Banco Central de Chile,
Estudios Monetarios IV, 1976, section V.

4Details on the tariffs in force in South Korea in 1976
and the aims of a tariff reduction process which was in the
course of preparation are given in B. Balassa, “Incentives
for economic growth in Korea”, in Policy reform in
developing countries (New York, Pergamon Press, 1977),
pp. 148-151. Details on non-tariff restrictions and tariff
dispersion applied by the United States, Japan and the

Exports were promoted in three ways:
through an increase in the real effective
exchange rate; through the promotional work
of a public institution called PROCHILE,
and through such incentives as the reimburse-
ment of the value added tax (IVA)S3

Indirectly, the expansion of exports has
been helped by the drastic reduction in total
domestic demand brought about by the
economic policy: a phenomenon which was
particularly intense in 1975, when the rate of
open unemployment rose to 20% and manufac-
turing output went down by 24%.

The exchange rate rose appreciably during
1974 and 1975, and within the context of a
depressed domestic economy (a situation

-

European Community to products of interest for Latin
America are given in P. Mendive, “Protectionism and
development: New obstacles of the centres to international
trade”, in CEPAL Review N.° 6, second half of 1978.

S5Two other instruments —export credits and reduc-
tions in the ex-customs cost of imported components—
were of less relative significance. The reimbursement
of the value added tax, which is effected by varying the
application of this tax according to the destination of the
gotl)ds, is compatible with the “neutrality” of the economic
policy.
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which was notably accentuated from the
second half of 1974 onwards) this facilitated
the disposal abroad of a growing proportion of
national production. At the same time,
PROCHILE carried out promotional and
information work which helped to strengthen
an export-oriented mentality among business-
men and to open up new markets abroad;
these efforts received decisive support during
the entire period that Chile belonged to the
Andean Pact, an integration grouping with five
other South American countries® which until
1976 constituted the main destination for
increased non-traditional exports (see table 8).
In addition, incentives were established such
as the reimbursement of the value added tax
paid on inputs and exemption from payment
of this tax on the exports themselves, while
more recently generalized tariff exemptions
have been introduced in respect of imports of
inputs to be used in the manufacture of goods
for export.

The exchange policy covers the fixing of
the exchange rate and the rules for access to
the foreign exchange market. On repeated
occasions, various leading personalities in the
economic team have stressed the desirability
of adopting an exchange rate policy free of
State intervention in both aspects. During the
last five years, however, an exchange rate
administered by the Central Bank has been
maintained, and some restrictions on access to
the foreing exchange market still remain. Thus,
the foreing exchange policy constitutes the
main deviation —and perhaps the only impor-
tant one— of the present economic policy from
the traditional recipes given in orthodox eco-
nomics texts.

Up to mid-1976 the exchange rate was
adjusted two or three times a month. From
July of that year, however, the changes were
made daily and were announced monthly in
advance. This system was maintained up to
February 1978, when a table of daily changes

6An examination of the main characteristics and
implications of the Andean Pact (Cartagena Agreement)
was made in R. Ffrench-Davis, “El Pacto Andino: un
modelo original de integracion”, in E. Tironi, ed., Pacto
Andino: cardcter y perspectivas, Instituto de Estudios
Peruanos, Lima, 1978,

was published for the rest of that year. The
size and direction of the changes have varied
over the last five years. In a first stage the size
of the mini-devaluations was such that it
enabled the real exchange rate to go up consid-
erably, as may be seen from column 2 of table 2.
From the beginning of 1976, however, this
tendency was reversed, and in June 1976 and
March 1977 there were even two devaluations
which led to sharp reductions in the real
exchange rate amounting in total to a deteriora-
tion of the order of 25% in this period.” After a
few months, however, an opposite policy was
adopted which involved two successive
devaluations leading to a partial recovery of the
real level reached in 1976. Consequently, the
evolution of the real price of the dollar in
Chile has been unstable and has caused
fluctuations in the relative profitability of
exports.

In the foreign exchange field it should
also be noted that there has been a progressive

Table 2
REAL EXCHANGE RATE
{Pesos per US dollar)
Nominal Real Real percentaje
Date exchange exchange variation between
rate rates dates indicated
(1) (2) 3
1974 0.83 21.71
1/76 9.19 27.18 25.2
6/76 13.54 23.31 -14.2
17 20.96 20.66 -114
10/77 24.70 22.25 7.7
2/78 29.12 25.11 12.9

Note: The nominal exchange rate (in pesos per dollar)
was deflated by a simple average of the consumer
price index and the domestic component of the
wholesale price index, and inflated by an index of
external prices, the base of both indexes being 100
for the 1977 average. The methodology for estima-
ting the index of extemnal prices is described in R.
Ffrench-Davis, Politicas econdmicas en Chile,
1952-1970 (Santiago, Chile, Editorial Nueva Uni-
versidad, 1973), appendix 1. The dates correspond
to changes in exchange policy.

TThe results are extremely sensitive to the index of
domestic prices used as a deflator, especially during 1974.
Here, the combined index described in the note to table 2
was used.
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liberalization of access to the purchase of
foreign exchange. This is reflected, for
example, in the increase in the foreing ex-
change allowance available to Chilean tourists
and the reduction of controls on obtaining
foreign exchange to pay for imports. Certain
controls still remain, however, on the contrac-
ting of debts abroad and the purchase and sale
of foreign currency.

2. Trade expansion and the balance
of payments

As already noted, trade with the exterior has
been atfected by a number of economic policy
measures. Let us now see what effects these
have had on the volume of trade.

Practically all trade operations with the
exterior have expanded during the last five
years, particularly in the fields of imports and
non-traditional exports. The most notable
exception is the low real level of imports of
machinery and equipment.

In the field of imports, the behaviour of
the different categories of goods is very
heterogeneous. :

Imports of machinery and equipment
show a decline of over 15% between 1970 and
1978. These imports not only went down
compared with other purchases abroad (their
share in total imports dropped from 20% to
12%), but also fell in absolute terms (measured
in dollars of constant purchasing power). This
deterioration reflects the scanty investment
which has accompanied the present economic
policy, since domestic production of capital
goods also went down during this time.

In contrast, import$ of non-food consumer
goods —a category which includes most, if not
all, imports of luxury goods— rose by 112% and
accounted for 15% of total imports in 1978, i.e.,
more than total imports of machinery and
equipment.

To sum up, then, Chile is now importing
on a large scale many kinds of goods which
domestic industry had been supplying to an
increasing extent for decades past, and a large
proportion of these “non-traditional imports™
have taken the place of domestic products
which, in normal conditions (“reasonable”
levels of protection and a level of total demand

which is not depressed), could be manufac-
tured efficiently. This topic, however, like
those of imports of luxury goods and the most
efficient way of replacing those types of pro-
duction which really were inefficient, will not
be tackled here so that we may return without
delay to the consideration of the topic of
exports.

Non-traditional exports underwent a
marked expansion, which was particularly
noteworthy in 1975 and part of 1976, in spite of
the recession on international markets. With
the notable exception of some agricultural
products and one mining product, however,
most of the non-traditional exports have shown
some slackening of their growth rate from the
second half of 1976 onwards (see table 4). This
is explained by four factors: the recent reactiva-
tion of domestic demand, the withdrawal from
the Andean Pact, the exchange rate revalua-
tions, and the extremely low rate of domestic
investment. All these factors hav<ns1:XMLFault xmlns:ns1="http://cxf.apache.org/bindings/xformat"><ns1:faultstring xmlns:ns1="http://cxf.apache.org/bindings/xformat">java.lang.OutOfMemoryError: Java heap space</ns1:faultstring></ns1:XMLFault>