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FOREWORD

Industrialization has always been regarded by the Economic Commission
for Latin America as one of the basic factors for achieving econoulc
developument in the region, The Commission's concern with industrialization,
expressed in a large number of resolutions, has been reflected by the
secretariat, both in its anmual economic surveys of Latin hAwerica, at the
more general level, and in various sectoral and country studies,

The aim of the present study is to give an account of soume of the
experience with industrislization in the Latin American countries, and
assess this experience in the light of the past eveolution of manufacturing
in the region, and the existing structural features of this sector, In
addition, past experience has been projected in an attempt to anticipate
some of the problems likely to arise in industry's future development,

The basic data on which the analysis is founded, and the wmethodology
used in making the analysis, are in the main set forth in the statistical
annex, document E/CN,12/716/4dd.2, In most cases the sources not given in
the tables and figures of the wmain part of the text will be found in the
annex referred to,

The secretariat was fortunate in obtaining the valuable assistance of
a mmber of Latin American professionals who helped to assess developments
in their own countries, mainly in relation to chapter III, on industrial
policy. Although these distinguished men cannot be wenticned individually,
the secretariat wishes to express its gratitude for their centribution,
without renouncing exclusive responsibility for the text that follows, in

accordance with the usual practice in this type of study.

/Chapter T
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- . Chepter I

SALILNT FEATURES OF THE HISTORICAL EVOLUTION
OF INDUSTRY IN LATIN AMERICA

1, Conditions which made industrial development .essential

The present dimensions and characteristics of 'industry in Latin America
are the product of a long~term growth process influenced by factors of
various kinds, some of which are connected with salient economic events
at the world level, and others with conditions peculiar to the region;
and, among these, with the industrial policy pursued by the countries of
Latin America,

Although these factors have many features in common, their
importance has differed widely in each individual Iatin American
country, so that a‘considerable variety of situations is observable within
the genepral picture of Latin American industry today., If the region is
considered as a whole, the present phase of Latin America's industrial
development process -exhibits obvious achievements., The manufacturing
sector has come to account for approximately 24 per cent of the region's
gross product and to employ no less than 14 per cent of the active
population, -Domestic production satisfies much of the regional demand
for non-durable consumer manufactures, and an appreciable contribution
is now made to total supplies of durable consumer goods, intermediate
products, building materials and production machinery and equipment,
Alongside the expansion of the so-called "traditional industries®" (primarily
foodstuffs and. beverages, textiles and clothing, chemical preparations,
furniture, cement and other building materials, etc.), considerable strides
have been made in the development of the basic industries (steel-making,
manufacture of chemical products) and of those producing transport machinery
and equipment (inciuding the motor-vehicle industry) and machine tools.

In terms of size and diversification, certain major industrial centres

in Latin America are nowadays comparable to some of those found in economies

/at much
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at much more advanced stages of development and enjoying far higﬁer income
levels; in many instances these centres present a startling contrast with
the retarded state of Latin America's vast rural areas, while in other
cases they have contributed to the modernization and dynamic impetus of
specific agricultural enterprises,

Thus, industrialization would seem to have constituted a fruitful
part of Latin America's over-all economic development process. But such
a conclusion is subject to reservations from more than one point of view,
and, in particular, the advances made should be compared with the historical
evolution of the factors determining industrialization requirements in
Iatin America, In other words, it is not enough to note the progress
achieved; what must also be evaluated is the measure in which it has
sufficed to meet the needs emanating from the over-all development process.

Many of the factors which make industrial development an indispensable
part of the over-all growth process are common to all kinds of economies,
whose respective stages of developizent determine the mode and intensity
of their operation. 1In this sense, the industrial development of
Latin America can be visualized over the long term as & way in which the
region can share in the benefits of technical progress at the international
level, and can Jjoin in the industrialization process of the whole world.
Viewed from this standpoint its participation proves to be modest indeed;
Latin American industry today accounts for only 3 per cent of world
industrial output, although the population of the region represents exceeds
6 per cent of total world population,

The significance of this share should be related, to its long-temm
trends and to the length of time it has taken to materialize. In fact,
the real incorperation of each of the Latin American countries into the
over-all industrialization process has taken place in different periods and
at different rates, Some latin American countries had already established
important foreign trade flows in the second half of the nineteenth century,
which facilitated their assimilation of technical progress and the
opportunities of creating better living conditions that this progress

/afforded; whereas
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afforded; whereas others did not enjoy the same opportunities until much
later ons, It is therefore not surprising that in each case, too, the
three major international events of the last half-century - the two world
wars and the depression of the thirties - produced different effects,

encouraging or hampering internal development, according to the degree -
of dependence of the country concerned upon and the outside world,
and the extent to which each had built up its own production basige

‘The aim of the ensuing paragraphs is not to present a systematic
analysis of the evolution of industry in each country or in specific
groups of countries over a set period, but merely to assemble a few data
which will help to: clarify the general characteristics of certain -
situyations that may be regarded as illustrative of the process in
Latin America. In preparing them, it has been borne in mind that several
of the general factors which make-industrialization a normal development
requirement seem to have operated particulafly powerfully in the case of
the Latin American countries,

Foremost among these factors is the rate of population growth, At
the beginning of the century, the population of Latin America represented
barely 4.l pér cent of that of the world. Twenty-five years later, this
proportion had risen to 5.2 per cent, and by 1950 it had reached 6.5 per
cent, During the fifty years in question, while the population of the
world as a whole increased by 61,1 per cent, that of Latin America more
than doubled (showing an increment of 158,7 per cent)s : These trends
have persisted and even sharpened in recent years; between 1950 and 1958,.
the annual rate of demographic growth in Latin America was 2.4 per cent, -
whereas it ranged from 1.6 to 1,9 per cent in Africa, Asia, North Awerica
and the Soviet Union, and was barely 0.7 per cent in Europe (excluding USSR).;/

i/ See "The Demographic situation in Latin America", Economic Bulletin
for latin America, Vol, VI, N° 2, October 1961, p. 22 (table 8).

/In these
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In these circumstances, for per capita manufacturing output to
expand at a specific rate, the over-all growth rate of industry would
have had to be more rapid in lLatin America than in other areas., lioreover,
although the rate of increase of the labour force is not necessarily exactly
the same as that of the population, given such demographic trends it must
have been much higher in Latin America than elsewhere.

To the rapid growth of the total population was added, in Latin America,
a second demographic characteristic -~ the trends followed by the distribution
of the population between urban and rural areas — which was to exert
a powerful influence on the composition and diversification of demand
for goods and services., For reasons linked to the patterns of economic
growth in its early stages - when development was strongly outward-directed,
there was little integration of the internal economies and a substantial
immigration flow developed ~, a vigarous urbanization process started in
the latin American countries at a very early date, Even in 1925, one~third
of the population of Latin America could already be classified as urban,
and at the present time the corresponding proportion is about 50 per cent.g/
If the concept of urban population is defined as the percentage of total
population living in places with 20,000 inhabitants or more, it will be
seen that the proportion registered in Chile in 1920 was slightly smaller
than that recorded in the United States in 1910 {28 and 31 per cent
respectively), and that by 1950 the two indexes were practically the same
(a little over 40 per cent), Ever since the twenties, Cuba has been
showing urbanization indexes higher than Sweden's, while those of Argentina
considerably exceed the corresponding figures for any European country,
excluding the United Kingdom but including the Federal Republic of Germany.z/

2/ For a precise definition of what is regarded as urban population,
see "Changes in employment structure in Latin America, 1945-551,
Economic Bulletin for Iatin America, Vol, II, N® 1, February 1957,
Pps 15 gt _seq.

3/  See "The demographic situation in Latin America®, loc, cit., pp. 33 and
34 (tables 16 and 17).

/There is
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~There is more than one indication thet the speed with walich the
Latin American urbaqiéation process has takén place_has'been much greater
than might have been expected in view of the absolute lévels and growth
rates of per capita income, In_other words, urb¢n¢zatlon might be
envisaged.~ in the speclflc context of the corresponding stages of
Latin America's development - as supplementary industrialization requltﬂment
determining changes in the structure of demand that were cnaracterlzed by the
greater diversification linked To urban patterns. of living, and that extended
beyond those which might strictly be associsted with higher income levels.

There is an additional factor which, elthough its effects on the
growth: of manufacturihg activity have been contradictﬁry, has helped, up to
a ﬁoint, to determine the characteristics of industrial development: nemely,
the influence that must have besn exertéd on the region's industriélization
process by incowe distributicn patterns,.in thé broédéét sense of the words,
As one sector of the povulation, in a few large urban centres, underwent
rapid modernization, huge groups of rural population lagged farther and
farther behind, while the distributipﬁ of urban inceme itself (by income
steps or by sociomecoﬁomic groups) showed a high dégree of concentration,
These general income distribution characteristics were bound to produce
twofold and, as already pointed out, somewhat.contradictory effects upon
industrial development on the one hand they aifected the rate of .
capltallzatlon and accelerated the diversification of dewand in a re;ailvely
small sector of the population, with the resultant supply recuirenenis in
respect of a steadily widening range.of mangfacturés; on the other hénd,_
they,limi@ed the'sizg.of the aggregqté mé;ket.fpr manuféctured goods, from |
which a‘considerable pr0por§ion of the Latin American population was N
largely cut off, | _

This factor - the coincidence. of preasures for rapid dlver51f1catlon
in response to the characteristics of one sector's demand with the concurrent
limitation of the market by the.slow expansion of demand in other éebtors
with lower income levels -_probablj made its ﬁresence felt at a veryiearly
stage of Latin America'é indﬁstrialization process, and, in aﬁy event,
could not fail to leave its mapk‘on the subseguent features of the region's
industrial growth, | |

/There was
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There was a possibility of partly meeting the over-diversification
of demand by means of imports, But here agein, the long-term evolution
of Latin America's external sector differed in significant ways from that
of other under-developed areas. In several countries of the region,
exports, and consequently the capacity to import, reached their peak levels
prior to the First World War, and later suffered considerable setbacks,
sc that per capita imports were higher'in the years preceding the
First World War than at the end of the twenties., (This was the case in
Argentina, for example, and to a still more marked extent in Brazil, which
had to cope with the 1910 coffee crisis.) The slackening in the international
trade of some Latin American countries spread and was aggravated as a result
of the depression of the thirties, which finally broke up the development
pattern followed until then. Eloguent testimony to its decisive importance
is borne by the persistent long~term decline registered from that time
onwards in Latin America'’s share in world exports. Whereas in 1928 the
foreign trade of latin America had accounted for 9,1 per cent of total
world exports, in 1938 it represented only 7.9 per cent, and by 1960
barely 6.8 per cent.é/

Setting aside the wide variations in over-all growth rates from one
country to another, such basic factors as the rapid tempo of urbanization,
the patterns of income distribution and the premature weakening of the
external sector have probably done more in latin America than in other
developing areas to intensify industrialization requirements, There were
also particularly favourable factors that made it easier to meet these
needs, Among the most important were, on the one hand, a scmewhat higher
overage level of culture and, on the other, a strong flow of immigration,
which attained significant proportions in several countries of the region,
In so far as it implied contributions in the shape of technical and
organizing skills, and in many cases capital resources as well, mass
immigration acted as a stimulus, and notably facilitated the early stages
of latin America's industrialization process. In others it boltered the‘
agricultural export sectors and thus contributed indirectly to the development
of industry by transferring to industry part of the surpluses of those sectors.

174 See The Economic Development of Latin America in the Post-~War Period,
United Nations Publication, Sales N°: 64,11.G.6, p. 12 (table 123),

/To sum
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To sum up, many of the Latin American economies seem to have found
themselves faced not only with the normal 1nuustr1e11zatlon requirenents
entailed by an ordinary development nrocess, but with 'zn 1ﬂten51flcaulon '
of such needs attributable to particularly rapld rates of urbanization
and over-all population growth, as well as to contractions ocecurring in
the external sector'at too early = stage in relstion to over-all develoPment
requirements. These characterlstlcs were not uniformly manifested in
each and all of the countries of the region, but they weré fairly w1despread,
and the extent to which they apply to specific individusl situetions will
be discussed in due ‘course, | ’ |

The factors in question were to constitute a powerful stimilus to
industrialization, implicit in them at the same tiue were certain hidrances
to the process, Thus, for example, while rapld urbanization created new
or broader markets for mamifactured goods, it simultaneously tended to
absorb, in the expansion of typlcal urben services, a hlgh proportion of
resources that could have been moblllzed for capltml 1onn tion. The fact
that the development process was not effectivelJ 1ntegrated and that the |
rural sectors lagwed so far behlne - except, pe;hans in some cases of
export agrlculture such as Sao Paulo - resulted in a lack of complementarity
in agricultural expan51on, which was reflected 1q the limived size of the
rural market for manufactured goods in inadequate contributions teldanestic
capital formation = except 1n Argentlna and Br321l durlng certaln perlods -
in heavy balance—of—payments pressures der1v1ng from imports of primary |
commoalties, in the limited growth of sgrlculnural EAPOPtS and in other
similar handicaps. The counterpart of the rapwd diversification of dewand
deriving from urbanization and incoite distribution wis the cramped
developuient of mass nroduction:ef current consumer manufactures to supply
the needs of broader pophlatlon S&CtOLuo The speed of demegraohié growth,
while it made for the enlargement of 1ﬂd1v1dual country marlets that were
often very SHall 1n ternyg of populac*on nunbers meant that -~ in default of
faster rates of increase of total income and in the face of social p¢essures
or demsnds ~; a considerable proportion of avallable resources still had
to be channelled towards satlsfylng the busic requlranenus of the populatlon
in the matter of health, educatlon and other services, lastly, the

unfavourable behaviour of esternal sector during the past half-century,

/while it
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while it promoted and emphasized the need for industrialization, hampered
the process by limiting the region's capacity to import the machinery

and equipment and the raw materials and intermediate products required
for industrial development itself,

Clearly, in face of such a complex of determining influences, an
evaluation of Latin America's industrialization process in abstract or
absolute terms will not suffice., It is not enough to note that industrial
development did take place, and that nowadays the menufacturing sector
accounts for an appreciable proportion of Latin America's total product;
the rates and patterns of that development must also be compared with
the evolution of requirements over the past, in order to assess how far
it was capable of meeting them, Particular importance must be attached
to such questions as whether it did in fact fulfil the role incumbent
upon it in relation to the basic objective of opening up suffieient
productive employment opportunities for the increment in the active
popuwlation, and whether it was able to play its due part not only in
breaking down the barriers to the growth of the whole economy set up
by the unfavourable evolution of the external sector, but also in the
replacement of this latter as the mainspring of over-all development,

Such a comparison will be attempted in the ensuing sections, It
will facilitate appraisal of the industrial policy pursued in the past,
will give a clearer idea of the root causes that determined the existing
structural characteristics of Latin American industry, and will afford
at least a glimpse or two of future prospects,

24 Main stages of the indusirialization
process in Latin America

The behaviour of the factors referred to above; and of others
equally pertinent, was not always uniform, nor did they affect all the
various Latin American countries at the same time and in the same degree,
Conseqguently, industrial growth rates were also uneven, and the
industrialization process did not take place simltaneously throughout
the region, On the other hand, its general characteristics seem (o mark
out. a succession of stages which all the Latin American economies

traversed, although at different perieds, and each in its own way,

/(a) The
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(a) The period before the depression .

It is often said that the world depression of the thirties initiated
a phase of radical changes in the rate and patterns of defelopmentkiﬁ
Latin America, and that these changes particularly affected the region's
1ndustr1allzat10n process. Until the end of the twerities the Latin American
economies were characterized by their "outward-directedi development, 51nce
_then the new world trade conditions caused a change towards "1nward-d1rected"
' development. Broadly. speaking this feature is associated with the expan51on
of the primary production sectors that was the dominant feature of the
pre—depre331on veriod, and with the subsecquent emphasis on 1mport oubstltutlon,
which in turn was to be reflected in the inception or invigorabion of the
industrialiiation‘process. o

In so far as these generalizations are taken to mean that until :
the time of the depression external demand constituted the main and almost
the only source of dynamic impetus to growth, whereas from the depfessiop
onwards the motive power was generated rather by factors linked to interhal
demand, they would seem to be fully applicable to Latin America as a whole,
But once they begin to evoke an imege of Latin American industry as almost
non-existent up to the beginning of the depression, and developing fapidly
only as from that date, it becomes essential to probe more deeply inﬁo
individual situations, the study of which will reveal quite sharp distinctions
between specific groups of Latin Awmerican countries, '

Indubitably, . in more than one instance a series of factors arose fl
in the decades, preceding 1930, which exerted a dynamlc influence on the' ‘
domestic manefecturing industry. This was partly true, even with respect ‘
to the increase in exports of primary products, since they required at
least a measure of local primary processing, which led to the coneolidation
of sizable manufacturing nuclei, such as pack1ng~plant, sugar mllls, ore
dreselng plants, and so on, These activities entailed closér contact w1th ;
‘technical advances, increasing familiarity with industrial orgenizations
'and its development opportunities, and a better assessment of techmical and .
professional ability. Moreover, the basic and complementary services A

required by export activities themselves {railways, repair aind maintenance

/services, etec.)
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services, etc.,) were not only instrumental in spreading at least part of

the income generated in the sector, but at the samne time promoted a large-
scale urbanization process, This concentration in urban areas formed

a market for a broader and more diversified flow of manufactured goods,
favourable to the development of "light" consumer industries, an appreciation
of which may be obtained from a few figures. For espuple, in Argentina,

even before the First World War, more than half the population was classified
as urban; in eight of the larger towns, the number of inhabitants exceeded
100,000, and in another thirty-nine it was over 20,000, By 1920 there were
at least six towns in Brazil whose population amounted to more than

100,000 persons, and twenty-one with more than 20,000 inhabitents. In 1930,
one~third of the population of Mexico was living in urban cenires, among
which the Federal District alone had an urban population of over one million,
The population of Buenos Aires already numbered more than one and a half
million in 1914; by 1920, that of Rio de Janeiro exceeded one million, while
Sao Paulo and Santiago, Chile, each had more than 500,000 inhabitants;

Mexico City had & population of over a million in 1930, and in 1931 more
than 600,000 persons were living in Havana.

The increase in exports provided a capacity to import sufficient for
the needs of the urban centres, whose size nevertheless offered a constant
incentive to the local manufacture of same products without a specific
protectionist policy being required for industry., This incentive was even
stronger during the external supply shortages which occurred during the
First YWorld War, a development which promoted local manufacture, In other
words, the dynamism of the external sector was not inconsistent, in some
countries, with a measure of import substitution which might be called
Uspentaneous" to distinguish it from the “"forced" substitution which had to
be undertaken later when foreign trade conditions worsened. "Spontaneous"
substitution stemmed from initiatives based on sufficiently low costs whereas
forced" substitution took place mainly in the form of protectionist measures.

The extent to which industrialization could be stimulated by
urbanization and by increased export earnings depended upon the absolute
size of the uarkets concerned, a factor which even then was beginning to

/loon up
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loom up as one of those exér’bing the most powerful influence on the
industrialization proéess in the Latin American countries, These faclors,
plus the very important element of irmigration, explain why by the end

of the twenties_éeveral countries of the region already possessed an
industrial base - which was, moreover, relatively diversified - apart from
the manufacturlng nucle1 directly linked to export act1v1t1es. As was
natural, by far the most prominent were the industries produ01ng foodstuffs,
beverages, textiles and clothing, with others whose characteristics were
similar but which were maily in the form of artisan industries, mamifacturing
activity included the metallurgical and metal-transforming industries
themselves, although the degree of integration and relative importance
varied considerably from country to country. |

The country where the combination of factors was most favourable
was Argentina, Its income from exports was relatively high, and spiead
fairly widely over the country's population ag a whoie; relatively speaking
also, a2 considerable degree of urban concentration had also been attained;
and in addition a substantial immigration flow amounting to over 2 million
persons in thirty years, brought with it a newrhotential in respect of
private enterprise and technical skills. As a result of the flow of
imnigrants, in 1944 aliens represented 30 per cent of the population.

It is thus understandable that at the beginning of the century
Argentinals manufadtﬁring industry already aécounted for an appreciable
proportion of the total national product and that by the eve of the
First World War this sector was also absorbing'about a relatively large
preportion of the total economically active,population.é/ The rapid
development of infréstructure and the infloﬁ of foreign capital were other
favourable factors, whose operation was reinforced by the stimuli emanating
from agricultural eﬁpansion itself,; until by 1910 one-third of the country'!s
internal requiréﬁents in respect of farm machinéry could bé supplied by
domestic industry. Later, by 1930, a complete petroleum reflnezy manufactured
virtually entirely in the country, could be set up,

.

M T D T . — e

5/ A census taken as early 1895 had recorded the existence of more than
22,000 manufacturing establishments, employing about 150,000 workers.,

/Although its
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Although its share in the product was smaller than in Argentina,
manufacturing industry in Brazil was also displaying some measure of
development and diversification long before the depression., The
concentration of export earnings in what has been termed the "Rio-Sao Paulo
axis", where even at that time a sizable urban market existed, provided
a substantial groundwork for industrial activity, which was further
facilitated by imnigration and the transfer of financial resources from
the export sector,é/

Similar conditions likewise prevailed in lexico, as regards market
size and urban concentration, although average per capita income levels
were much lower than in Argentina, ©Signs of a drive towards industrialization
were in evidence long before the depression of the thirties, by which date
the industrial base was significant, At the beginning of the century, the
textile industry alone provided employment for some 30,000 persons, and
possessed nearly 700,000 spindles and over 20,000 looms, most of this
equipment being in line with the most advanced contemporary technology.
Steel-making, in its turn, began in liexico as early as the year 1903,

Among the countries whose markets are smaller in absolute termus,
Chile and Uruguay are those whose industrial development efforts date
farthest back. In the former country, the dynamic impetus of the external
sector, although it had helped to promcte a relatively high average income
level, had more than once been halited by a contraction affecting the
staple export product, until this was compensated by the expension of
a new line of production; and as a result, concern for the development
of a domestic manufacturing industry was sharpened. Among its wmanifestations
were the creation of the Society for the Development of Menufacturing
Industry (Sociedad de Fomento Fabril) in 1883 and the incorporation of
deliberately profectionist measures in a law passed in 1897, as well as the
production of agricultural equipment, transport material and even some

types of steam-driven machinery during the same period. In the case of

[ The 1920 census registered over 13,000 industrial establisilments,
employing a total of more than 310,000 persons,

/Uruguay, although
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Uruguay, although insufficient data are available, same indirect indications
suggest that in the pre-depression period the relative size of industry
rose 1o one of the highest figures recorded in lLatin America, with the
exception of Argentina, Uruguay's packing-plan industry dates froem the
early years of the century, and so does the fairly large-scale developmen’
of tanneries, wool textiles and other manufacturing activities., Furthermore,
industrial developitent in these initial stages was encouraged to a greater
-extent in Urugvay than in other Latin American countries by direct and
indirect promotion activities on the part of the Covermment.
The situation seems to have been different elsewhere, particularly

in such countries as Colombia, Peru and Venezuela, which in view of the size
of their populations might also have achieved a fairly high rate of
industrial development. In fact, this did not prove of Colombia until
after the depression of the thirties, In Venezuela, the petroleum boom
that started at the time of the First lorld VWar made the eccnomy one of

the most Yopen", with an external sector that was not only very broad in
absolute terms but also rapid in its growth. In Peru, the earliest
industrial efforts - such as the Nation2l Association of Industries

{Sociedad Nacional de Industrias), established as early as 1896 - were

feable and speradic, and lacked the support of a groundwork of urban
concentration like that existing in other countries of the region.Z/

In Cuba, the relatively high level of per capita incowme, the degree
of urban concentration, and the large manufacturing nuclel constituted by
the sugar mills, were all factors that apparently stimvulated a certain
amount of industrial development from a very early date.

In most of the other Latin American countries, in contrast, two
circumstances that were much less propitious to a steady industrialization
process usually tended to occur in conjunction: smaller market sizes, in

absolute terms, and a continuing possibility of importing any type of goods.

s a o, s

1/ Only in 1940 did the population of Lima reach a figure in excess
of half a million inhabitants,.

/Accordingly, when
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Accordingly, when the depression ceme, and with it the nsed to alter
Their traditional growth patterns, the latin American couniries were in
such different positions as regards the industrial base they had succeeded
in establishiné up to that time, that a generally applicable description
can hardly be offered. In those.where industrialization had wmade any
significant headway, manufacturing activity was concentrated wainly on £he
- production of a somewhat limited range of non-durable consumer goods for
the supply of a few urban centres that had grown up under the stimulus of
foreign trade, This spread of dynamic repercussions from the external
sector to domestic industries tended to take place solely (or mainly)
through‘demand for consumer goods, as well as through the primary processing
of export commodities, while on the other hand the substantial demand for
manufactures created by the installation and expansion of the basic utilities
required for the expansion of the export trade itself failsd to produce
& similar reaction. Vhereas in more advanced economies the development of
transport infrastructure, for example, provided a tremendous incentive to
the expansion of their own industries, in Latin America it was reflected
almogt entirely in voluminous 1mports often financed by fope‘gn loans
which later on were to ‘exert protracted pressure on the region's balance
of payments. The more extension of the railway networls must have been
a powerful spur to the development of the iron and steel industry in the
more highly-developed countries, while for Latin America it simply meant
that hundreds of thousands of tons of track énd some indirect items deriving
from the installafion of repair workshops had to be im@orted,

(b)  From the depression of the thirties ommrds

Certain indicators of 1ong—term trends in the volume of manufacturing
output may first be considered (see figurs I). Two main features clearly
emerge: on the one hand, the relatively éavly date at which the process
began, as shovn by the magnitude of the relevant indexes in relation to
the base year (1960); and on the other, the disparitiss in rates and levels
of industrizl development at different periods, in particular those marked

out by the world wars and the depression of the early thirties, Thus,

/Figure I



Figure 1
TATIN AMERICA : INDICATCLS CF LONG..-TERM TRINDS IN THS
VOLUME OF MANUFACTURIRG OUTPUT
(Index : 1960 o 100)

Semi-logarithmic scale

Page 17

/f‘“')’“ 100
_w\,//’ )
e // “’/ TR —‘_)0
//ﬁ/ - Mexico -
/ T
S
A Jx.ffﬂ’ R
1CO}— ¢ e
B - f’ ¢
e ry’a - .4
- ot / 7 cnile 1o
4 -
01— . -.-_«fi d -1
Vs s s %
] NS :
— A AN -foo
Ve / .
Pt
N : -]
20|~ e T / ntina |
| == Argentina
i ,-4/ #7120
1001— J /
_ d__‘,.-c—"““"" /jf e
. iw":
L e A
B - / " Brazil
» f/,./ \\ e )
e /»' . . ;;/
_ AR -
4 ' : ’f/ 0
/ 7~ .
;i Q/P/’ Z
o , ,/7 -
/ =N -
Lo /\ 5
y A AN
i/
3 | {11 B t_Ll,Li Lt iy ll Lpeliaeg bogrados Il |L.J_I.J_.J_I_L.‘LJ,J.1,_!,,1,;.J_u 11...1 b
1900 05 10 15 20 25 30 35 A0 50 55 60 €3

/Figure I (Concludzd)




ST/ECLA/Conf 23/1..2
E/CI\T 12/716

Fage 18
Plgure I
(Cohcluded)
e
100l /
" - /
_ 7
r //’/ Ecuador
50— v
. / /'"' i f/
- Yl / -hoo ~/
] s o ~4 100 {— Y
/ ERE T S T - B / .
A\ Honduras ~ - ;7 Nicaragia
20 o aem ” et S e f
: ,"‘/ ..__59 '='~ ==t B /
i .f! 4 50— ";,,f'"
. e Uruguay 10 b
100]__ / 4 i
- ,v’\b_,vw"'[ f-/‘"’"\\_.sg_(,__ ; / -
!W / = / — #’A.j =]
- f/fﬂx e S Colombia 420 e Guatemala 4
- e y /" ZT100 2B
50y~ yA fm/ —z=] 100 |
kO = N \\u//Mw/ - = — //f“\f
10 -
- ~ // B CO al e fFi.Salvador
- #/’ A - 50 | /K“ o=
B A /ﬁVenexuela L f :
50— S / T /
7 / . (e
_ /fff f 30 -~ Panama
B Vs i ] PN PPN
f‘ J 1 /J N J.CO
/ J T LS
-/ s
-1 100-- - e / 7
f.,,ym/ s 77 4 =50
/ e :_ _/”'“"'/'f . f'.,O
g Pera
1G:— -
- Y | , /
S i L 501~ e
i e
L) J L
Cld g ot it inl:J 4 1t |
_____ . L T AR
1925 30 35 £O0 A5 50 555 20 qgE e e g

/the growth



S.l.‘,!j f'{i oy 1.023/I
E/Ci:12,7716
rags 19

the growth of manufecturing activities in argentina was vory rapid
from the beginning of the century to the outbreak of the First iorld Warg
ihe recession that took place during the war years affected only a few
branches, while stimulating others,.sndlmorsOVer, was qpiskly left behind,
and anew phase sf sﬁeedy development wss embarked upon, which cuiminateﬁ_'
in 1929« From the Depression uniil the early postnﬁaf years a further
period of sustalned growth was registered, although the growth rate was
lower than 1n the previous stages. Marked varlstlons occurred in the 1ass
fifteen yearse ‘ _ -
With respect to Chile, its industrial effort is &s long-standing as.
Argentina's; indeed, the indexes registered during the First Wbrld‘ﬁar (in‘
relation to the base year 1960) were actually higher then in the latter
countrys Subsequently, the trends followed were widely &ivergent in these
two cases, ﬁo judge from the incomplete indicators available. Between
1918 and the pre~depression years, the rate of in&ustrial growth was much
lower in Chile than in Argentina, and the disparity ‘becams yvet more marked
in the next three quinquennias The Chilean economy was prevenied from taking
due advantage of the new incentives implicit in indvstrialization by the
severity of the depression's impact on aggregate demand and of its restrictive
effects on imports of the capital goods and intermediate products essential
for the expan51on of manufactur’ng act1v1t1es, and in its turn, this slow
groweh Limited the possibilities o-»1ncreaslng industrial prodhcuﬁon in
face of the fresh external supplj dafflcujoles that arose during the
Second wbrld Ware Only from 1945 onwards did Ehllean 1ndustry cnce agsin
enter upon a new phase of relatlvesJ zapsd developnent, psrtLCularly
towards the mldmflftleSe , ) )
In nexlco, too, the evolstlon of the manufactvrlng soctor dlsplays
clearly dlstlnctlve features. Tne conditions thau_prevslled thioughout
the revolutlonary nericd precluded any significant expansion of the industrial
enterprises that had been 1aunched ai the beginning of the century. But
as from the early twentles, a swift and sbeady growth rate was sstabllshed
which, apart irom a few short-term fluctuations, has been maintained up wo
the present time, The relatively favourables deveicopmant of the sxternal
sector enabled it to recovef rapidly from the effects of the world depression,
and in fact it was from 1933 onwards that the most rapid rate of cCevslopment

was registered, continuing right up to the Second World Vare /
. In tus
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In the period between the First iorld War and 1960 the rate of
industrial growth in Brazil was much the same as in Mexico, but the trends
pursued were not always identical, the development of Erazilian industry
having been slower dwring the tuenties and faster from 1947 onwardsa
In Brazil too the rapid recovery of the external sector jlmedlately aftex
the depression of the thirties accompanied the expansion of manufacturing
activity and the consclidation of an irdustrial base sufficient for the
maintenance of a high rate of growth even in the restricted external
supply conditions that prevailsed during the Second World Ware

Unfortunately, no quantitative dats are available on the long~term
evolution of industry in Uruguay, which is the other Latin American
country where industrialization began abt an early date. At least from
1936 onwards, the average rate of industrial development seems to have
been lower than in Chile, although the stages distinguishable are not
the same. It was slow wibtil the end of the war, it slightly oubstrdipped
the growth rate of Chilean industry,; between the end of the war and 1955,
and has remained in absclute terms virtually stationary since.

Colombia seems to be one of the countries which found the decisive
incentlive to their industrialization process in the depression of the
thirtiess TFreviously its industrial development had besn scanty bub
the expansion of new'mannfacturing activities was reflected in a very rapid
rate of growbth in the sector as a whole, which was maintained, with few
fluctuations, abt least until the mid-fifties;, {ium which point onwards
it declined appreciebly, although still remeining fairly highs

The cases of Leuador and Peru are probabLy girmilar to that of Colompia.
In both, the industrialization process gathered mecmentum as from the
time of the depression, particularly in Peru. The evolution of the
external sector was favourable, since it did nol drastically limit the
capacity to import equipnent and raw meterials, but not to such a point
as to discourage the expansion of internal import substitubion achivitierse

This was vhat heppened in Venezuela and, togeblhsr with the extremely wide

Jincome distbribution
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income distribution gap, explains why the industrialization process began
relatively late in that country, although the size of its population and
its average level of income were such that its market for menufactured
goods was much bigger than that of many other countries in the regione
Venezuelan industry's systematic development effort dates only from the
time of the Second lorld War although the growth rate achieved since then,
has been not only steady, but also the highest in Latin America if.a
sufficientiy long period is taken into account (see again Figure I)e

With the exception of Cuba, whose relatively high levels of .income and
urban concentration had fostered a measure of industrial development since
a much earlier date, the progress of industrialization in the remaining
countries of the region has been much more recent, and narrower in its
scopes During the last fifteen years, the volume of manufacturing output
has remained virtually stationary in. Bolivia and has increased relatively
slightly in Paraguay, these being the two South American countiries hLirat are
most alike in respect of the factors that militate against industrialization
-~ numerically small populations and low . income levelse In the Central
American and Caribbean coumtries (other than Cuba) manufscturing industry
has also developed only on a small scale, but its rate of growth was reasonably
satisfactory in the post-war period, and has been given fresh impetus under
the Central American Economic Integration Prograrmes This schematic presen=
tation of the long=term trends of Latin. Americals industrisl production
relates to the manufacturing sector in its broad sensee It therefore covers
both the manufacturing industry proper and the wide complex of artisan
industrye The latter's relative importance is fairly substantial: its share
of industrial output may be estimated at 30 per cent in 1925 and 12 per cent
in 1960, and even higher this year in a number of Latin American countriess
Its vegetative growth had a significant effect in that the growth rates
shown were certainly far belowthose of manufacturing activities propers For
the same reason, the industrial, growth trends do not provide an adequate
indication of the powerful effect of the Se¢ond World War and of more recent
developments, which led.to the initiation or conseolidation of important
dynamic sectors of industry which respond typically to levels of productivity:
and manpower absoxyption that characteprize modern industrye

/Admittedly, a
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Admittedly, a single indicator of the kind under consideration will
not suffiece to characterize the industrialization process in the different
countries of the regione In the first place, the various growth frends
start from widely disparate absolute levels of industrial output; furtherw
more, they occur in conjunction with retes of over-all econounic development
that are often completely dissimilar, so that they do not necessarily ‘
reflect the degree of intensity of the industrialization process, if this
is defined in terms of the steady growth of the manufacturing productls
share in the total product; lastly, it is important to take into account
not only the development of industry as a whole, but élso the changes
observable in its internal structure, ieec, in its composition by branches
of manufacturing activitye.

The desirability of knowing the longe~term trends relating to the
relative size of the manufacturing industry in variocus countries of the
region, as reflected in the share of the national product generated by
the manufacturing sector - which may be considered, up to a point,
representative of the degree of industrialization attained - lies in the
fact that they permit a comparison to be made between the rate of industrial
growth and that of over-all economic growth, and hence an evaluation of
the size of the expansion of manufacturing not only in zbsolute terms,
but also in the broader context of the over-all economy in which it occurred
(see Figure II)e To put it in ancther way, the dynamic role industry may
play depends ncb only on its growth rate but also on its relation to the
growth of other sectors of the economys. Thus, the same rate of industrial
growth may make a dynamic contribution in a country where over~all sconomic
development has been slow, yet prove inadequate within an economy whose
growth rate has been more rapide

Viewed from this angle there are a number of typical situations in
Latin Americae One may be considered to be broadly reflected in the trends
demonstrated by Argentina and Chile, countries in which a moderate industrial
growth rate is combined with a relatively sluggish over-all economic
growth rate. This explaine why in Argentina the share of the
manufacturing product in the total product not only stands among the highest
in the region but is also steadily increasings Chile's position is somewhat
similar over the long term, although at lower lgvels and with more irregular

trendsse /Figure II
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LATIN AMERICA : PAST TRENDS IN THE MANUFACTURING
SECTOR'S SHARE OF THE TOTAL PRODUCT
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Figure II
(Concluded)
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The cagse is different in Brazil and Mexico, whose more rapid industrial
development was accompanied by an expansion of other sectors of the economy
that was also relatively rapid, with the result that their industrial
effort was not reflected in as marked an upward trend in the degree of
industrialization, at any rate wp td the early years of the post-war period.
Since then, however, the situations of the two countries have sharply divergeds
In Brazil, the manufacturing sector's share in the total producﬁ has grown
fast, and is approaching the levels currently registered in Argentinaj; in
Mexdico, on the other'hand, it has increased but slowly, at a much lower rate
than in the peried following the depression of the thirties, despite the fact
that industrial expansion has been speedy in itself.

This is not the place to say whether these variations were favourable
or adverse but merely to record the fact that the different industrial growth
rates occurred under over-all economic development conditions vhich were also
differént. This may be useful, for exanple, with a view to a comparative
evaluation of the effectiveness of specific industrial promotion policiess

Figure JI also shows, although in relation to shorter perieds for lack
of data, the trends followed by the corresponding ratios in other countries
of the region. In some, the particularly favourable evolution of the external
sector, reflected in a vigorous expansion of primary export activities, greatly
retarted progress in respect of the degree of industrialization (measured
in terms of industry's contribution of the total product), although
manufacturing industry made very substantial advances in absolute termse This
helps to account for the relative stagnation of the ratio in Venezuela, its
decline in Ecuador, and, up to a point, its comparatively slow increase in
Perus It is partly for the same reason that, generaily speaking, the
Central American countries in the post-war period witnessed no major changes
in the manufacturing sector's share in the total product, which remained
at disﬁinctly low levels, | |

In short, the foregoing comparisons suggest that for the purposes of
evaluating the long-term rates of industrialization in the various Latin American
countries indicators of the voluaes of panufacturing output will not suffice
in themselves, and must be considered in relation to the corresponding rates

Jof development
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of'development of the economy as & wholee Moreover, from ancther point of
view, it is essential to bear in mind that the increase in the induétrigl
sectoris relative importance in the economy as a whole has resulted not ;.
so much from the expansion of a specific set of manufacturing activities,
as from the growing diversification of industrial productions To some
extent,ithese are structural changes inherent in any irdustrialization -
process; but, as was impiied‘in previous sections, in Latin America the
the tempo of the diversification process sesems to have been set by -
 circumstances more or less pecullar to the region, and primarily by fhe_l
ohéracteristiés of the individual counbry markets, determined in their turn
by either a numerically small population, a low average level of per cépita
!'inccme, a marked degree of concentration in income distribution, or the
'coﬁbinedneffect'of two or moreé of ‘these factorse Protectionist policy
_itself was another source of incentives to diversification. If these
con31derat10ns are taken in conjunctlon with other factors of a malnlJ
' technlcal ndture ~ minimum economic scales of production, capital, dens;ty,
degree of technologlnal complexity =, it will be olear that the changes
in the composition of manufacturing output constitute another of the
indicators which help to shed light on the stages traversed by the various
Latin American countries in the-course of their industrialiéation procéséo
Unfortunately, the real degree of diversification is not adequately
illustrated by the more or less general data availables At the level of
maqer grouplngs by brarichés of - -industry, a notable feature in the Iatin
ﬂmerlcan cowitries at & more "advanced stage of indugtrial development is
the steady increase in the rejative.importance of the chemical and, above
all, the metallurglcal and metal=transforming industries, while 1nlthel
other countries of the region the production of foodstuffs, bsverageé,_
textiles and clothing still predominatess ~Furthermore, study of the import
substitution process and the characteristics of foreign trade in ménuféctured
goods suggests'thafhwithin each of the branches of manufacturing activity
that have beeri gradually éxpanding, the tendency has been to cover the
widest pbssible range of products, in quest of a very high level ofréelfr
sufficiéncye This has been the case, for example, not only in the traditional

/industries themselves,
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industries themselves, but in the iron and steel industry, the manufacture
of electrical appliances for household use, and many other industrial
activities, while reéently the same process has been taking place in the
development of motor-vehicle productions  In short, specialization does
not seem to have been a ¢learly-defined objective of industrialization
policy in Latin America, with the result that industrial growth has been
of a type primarily based on the progressive incorporation of new lines
of productions This partly accounts for the weaskness shown by the latin
American countries = even in comparison with those of other under-developed
regions ~ as regards incorporating uanufactured goods in their normal
export flows, as well as for the minimal volume .of their reciprocal trade
in manufacturess | . S
Thus it is with the foregoing resecrvation respecting the degree of
"internal" diversification in each branch of industry that the varying.
structures of the manufacturing sector in the different countrieslof the
region must be evaluated from the standpoint of ite composition by branches
of industry and without prejudice to the more detailed references in the
following éhapter. To this end, it is enlightening to study the comparisons
presented in figure III, relating to the more general structural
characteristics found in three Latin American countrigs,at widely differing
stages of industrial development, isee, Brazil,.cblomﬁia and El Salvadore
A comparison between these three examples;‘while representing recent
. situations, may be regarded as itidicative of the long-term structural
changes that have éccémpanied Latin America's industrialization processe
In El Salvador more than half fﬂ&fpér'cent) of the manufacturing product
is concentrated in the food, beverages and tobacco industries, and almost
another one~fourth (24 per cent) in textiles, footwear and clothing; in
contrast, the many lranches of manufacturing activity comprised by the
rubber, petroleum derivatives, wuod and furniture, paper and paper products,
metallurgical and metal-transforming industries and the processing of
non-metallic ores; etcs, do not account in the égg:eééﬁe for as'much as
one~fifth of the total industrial producte

)Figura IIT
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Figure III

SELECTED LATIN AMERICAN COUNTRIES
STRUCTURE OF THE MANUFACTURING SECTOR

(Percentages of value added in the branches of
industry mentioned as compared with the total)
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On the obher hand, in Colombiz, another Latin American country which
may be regarded as occupying an intermediate position within the framework
of the regionts industrial development at the present time, the relative
importance of the food, beverages and £obécco industries is much less
(35 per cent of the total manufacturing product), and the seme is true
- although on a far smaller scale =~ of the textile, footwear and clothing
industpies. Conversely, the proportions of the total manufacturing product
contributed by chemiecals, rubber and petroleum derivatives, and by the
metallurgical, metal-transforming and machining industries, have more than
trebled, rising from 5 to 16 and 4 to 13 per cent, respectively. The share
of other industries - while constituting a category too broad and heterogenous
for significant conclusions to be drawn ~ has also substantially increased.

An examination of the industrial structure of Brazil suggests that
such changes persist and are intensified at more advanced stages cf
industrial development. Here again there is a decrease, gimiiar in its
degree of irtensity, in the relative importance of the fopd, beverages,
tobaceo, textiles and clothing industries, which in the aggregate represent
only 37 per cent of the total manufacturing product. Most of this
contraction seems to have been absorbed by a very mérked expansion of the
nmetallurgical and metal-transforming industries, whose share in the total
amounts to 27 per cent; on the other hand, the proportion corresponding
to chemicals, rubber and petroleum derivatives has tended to remain
constant, although no doubt highly signifitant changes$ have taken place
in the internal composition of this group of industries.

It is true that the structures compared here cannot fail to reflect,
in additionh to the degree of industrialization of the countries concerned,
certain special ahafacteristics of theif development or of their available
ratural resourcess But the trends noted are sufficilent]y marked to be
accepted as broadly indicative of the long-term changes that took place
during Latin America's industrialization process, and of its various
phasess It is also worth while to point out that since the loss of
relative importance suffered by specific branches of industry is in no case
attributable to decreases in absolute levels of production, but to growth
rates lower than those of more dynamic industries,; the over-all rate of
development of the industrial sector as a whole must have been quite high for
such marked structural changes to have taken place within a reascnable space

of times /From another
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From another point of view, it is natural that the advances made
in the industrialization process, and the changes in the structure of
manufacturing output which accompany it, should also be very clearly
reflected in the characteristics of industrial employment. These
repercussions include not only the changes.Ochrring in the absolute level
of employment in manufacturing or in its relation to the total active
population or to total urban employment, but also those that take place
in the distribution of employment by branches of manufacturing activity,
and particularly in its composition in terms of the distinctions usually
drawn between employment in cottage industries, in artisan industry and in
. factories propers

The contribution made by Latin American industry to the necessary
absorption of manpower will be discussed in 'some detail at a later stage.
A1l that is of imnediate concern is to point out {he longw-term changes in
the composition of manufacturing employment, in-so far as they also help
to define certain typical features of the evolution of the region's
industrialization processe :

It may be estimated that by 1925 the labour force absorbed by
manufacturing activities in Latin America totalled about 4,5 million workers,
of whom barely one=fourth could be regarded as employed in factories proper,
while about 3.3 million were classifiable under the getieral head of
employment in axtisan_industnysg/q.EVen‘at_that date, marked differences
were observable from one country to-anothers The proportion of factory
employment was as high as 40 per cent in Argentina, and very close to that
figure in Uruguay; sbout 30 per cent in Brazil, Chile, Cuba and Mexico; a
little over 10 per cent in Colombis and Venezuela; and smaller in other
countriesge

The increase in the share of factory employment which by 1940,
represented over 4C per cent of total employment in manufacturing industry,
seems to have been accompanied by a rapid drop in cottage industries.

8/ These categories are described in Chapter II with reference to 1ndustrial
establishments.

9/  Including employment in cottage industries and small establishments
not, registered in industrial stablstlcs propers

/During that
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During that period, the process was particularly intensive in Brazil, Chile
and Mexico, where fachtory employment succeeded in catching up with
Argentina and Uruguay, so that in those five countries, as well as in

Cuba, it came to account for about 50 per cent of total, employment in
industry. Proportions exceeding 20 per cent were also attained in Colombia,
Venezuela, Costa Rica, Bl Salvador, Panama and the Dominican Republic,

and in scarcely any of the countries of the region did the corresponding
figure fall below 10 per cent.

The rate at which these changes in the structure of industrial
employment took place slackened considerably during the forties, and
throughout the post—war period as a whole, so that by 1950 factory
employment still represented less than half the regional total, and in
1960 had only just reached 52 per cente In the Latin American countries
at more advariced stages of industrial development, the progress of
industrialization since then has taken the form of the installation and
expansion, on a priority basis, of manufacturing activities whose manpower
absorption capacity is relatively small, while over against these the
incidence of artisan employment is still substantiale Only in Argentina,
Mexico and Uruguay did the proportion of factory employment proper come
to exceed, in the last of the years mentioned, 60 per cent of total employmert
in industry, while it stood between 50 and 60 per cent in Brazil, Chile
and Cubae In contrast, the shift of relative emphasis {rom employment in
artisan industry to factory employment has continued to take place fairly
rapidly in the countries whose industrial development is of more recent
date, particularly that of Venezuelas Thus, there is at present a wide
variety of situations, which do not depend strictly upon the existing
degree of industrialization, but also upon historical factors and on the
period during which the industrial development effort has been most strenuous,

(¢) Characterization of some phases of the process
If indicators relating to the proportional importance of. the manufactUring
gector's share in the national product as a whole, to the composition of
industry by branches of manufacture, to the characteristics of‘industrial
employment, and also, up to a point, to trends in the external sector are
studied in conjunction, they evoke the image of a sepries of sbagés which
/have been
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have been traversed by the various countries of the region, in different
pericds and at different rates, or upon which they are beginning to
embarke

A preliminary stage, which might be described as the "pre-factory
phase", is of little use today for reference purposes, since by this time
practically all the Latin American countries have left it behind. It
was the period when demend for manufactured goods - small in absclute
volume, and under-diversified - was very largely satisfied by means of
imports; local manufacturing activities were confined to cottage industries,
thus determining the prevailing pattern of industrial employment. lNever—
theless, even at that early date industrial establishments proper, engaged
in the processing or simple transformation of primary export products, were
consolidated in many countries of the region.: Geared by their very nature
to the world market, and often developed on the basis of direct foreign
investment placed by those of the industrialized countries themselves that
were interested in importing their products, they constituted islands, as
it werey cut off from the rest of the internal economy as far as the
distribution of their output and the supply of their inputs were concerned,
with the result that they had few dynamic repercussions on other internal
activities, except through very indirect chennels (such as taxation, for
example}s The small nuclei of factory employment to which they gave rise,
limited in size by the absorption of the most up-to-date contemporary
technologies, although. their dynamic effect- was somewhat greater, also
represented exceptions to the general prule in the national economiss, and
showed substantial differénces in productivity. -

The rise in income levels deriving from the expansion of exports,
the ;rapid formation of large urban population nuclei, and in some instances
the appearance of the first symptoms of devitalization in the external |
sector, paved the way for a new stage of the process, which chiefly took
the form of development of ﬁhe range,gf éctivities that are nowadays
usually described as traditional industriess Basically, this meant that the
primary food processing, tobacco and beverages industries were developed,
togethef with the ménufgcture of textiles ~ particularly important from the
stahdﬁoint of the absorption of technology and the concentration of big
employment nuclei which rpeally began to look like a typically industrial

- . | [sector =, and
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sector =, and the preduction of cement and other simple building msterials,
chemicals (simple preparations,. compunds and distillations), and contéing?s'
for pharmaceutical products (stlll largely based on imported raw |
materials), etce

This phase is characterazed by a sharp reductlon in empleyment in
cottage industries and the formation of sizable nuclei of factory employment’
proper, while at the same time employment in artisan industries and in -
establishments representative of small-scale industry likewise inéfeaSeﬁ.
Furthermore, the fact that the activities devéloped were_generally of

a relatively labour~intensive type had a favourable effect én the industrial ' =

sector!s capacity to play a significant part in the’provisiqn of employment
for the increment in the active populatlon. | ' A "

Broadly speaking, this is the phase that countr*es 11ke Argenn;na,
Brazil, Chile and Mexico went through before the thlrtleSo Others, of
which Colombia is perhaps a represen‘c.a.t:.va example » Were not cef:a.r..u.ely
launched upon it unti], the depression of the thlrtles, While in Central
America, as well as in Venezuela, the declﬁlve effort really dates only
from the time of the¢ Second World War.

The possibilities for the 1ong-term malntenance of an industrial
development: more, or less. confined to actlv;tles of the type under discussion
are limited.. In the first place, their products are as & rule consumer
goods; in whose case the elasticity of demand =~ although its size also
depends upon the income level ~ is low, 80 that demand for them tends to
expand comparatively slowly, eapeciélly'if the over-all development process
does not involve gignificant changes in the diréctipn of’ﬁpre progkéssivé
income distributicn. Hence the rapid rates of growth recorded in various
countries of the region could be kept up'as long as the expansion of
domestic production displaced a previous flow of imported supplies; but
naturally the dynamic stimulus of imporf sgb?titution tends to wear itself
out, and in the more developéd‘Latin American countries iﬁ has already done
so in the group of industries under consideraﬂion¢ lioreover, substltution
has its counterpart in increased 1mport requirements in reapect ‘of the
machinery and equipment and the raw weterials and intermediate products

/essential fopr |
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essertial for the opsration of these industries themselves, so that unless
exports exﬁand sufficiently fast, its own dynamics necessitate the
extension of the process to new manufacturing activitiese

Thus begins whst may be regarded as a third sbage in the industriali-
zation process, characterized as a rule by the dévelopment of basic
industries and of those manufactupring siiple equipment. It is the phase
of the expansion of steel-making, simple iron and steel transforming
industries, the chemical industry (mainly inorganic preducts), 0il refining,
assembly of vehicles, and so forth, At the same time requiremenis are
stepped up in respect of the assimilation of technelogy and the utilization
of capital per unit of output or of employment. Since in the megnwhile
technical progress also spreads to the "traditional" industries, there is
a tendency for factory employment proper to increase and employment in
artisan industry to decrease, at least in relative termss As a result,
in view of the technical characteristics of the new industries in course
of development, the aggregate manpower absorption capacity of the
manufacturing sector as a whole is weakened.

Alongside the needs that conduce to the inception of the new phase,
there are also factors which have a much more cbstructive effect than in
relation to the traditional industriess Foremost among these is market size
since in many cases the new lines of development are conditional upon
minimum egonomic scales of production, below which unduly heavy sacrifices
are entailed in terms of jdle capacity, inefficiengy and high production
costse Their higher capital-intensity makes i£ harder to asgemble the
necessary financial resourges, and their greater measure of complexity
entails more rapid assimilation of technological progress, vhile at the
same time it increases the shortage of skilled labour, in an environment
in which unskilled labour is plentifule

Foreign investment and technicsl assistance, direct State promotion
of new industries and intensive training programmes are partly overcoming
some of these obstacles. But, particulariy for countries with pelatively
small populations and narrow domestic markets, or for those with lower
income levels in which increase in capital formation are harder to achieve,

/the difficulties
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the difficulties and disadvantages connected with economies of scele that
are inherent in many industries of this type still subsiste Other obstacles
stem from the absence of specific natural rssources, especially ores and
erergys

Perhaps-the only Latin American. country that has complsted the phase
under review is Brazil, where & broad narket and plentiful natural resources
(with the notable exception, so far, of petroleum) have coincided with a
dynamic entrepreneurial class, systematic technicael training efforts; and
effective direct State promotion. A somewhat similar situation seems to
prevail in Argentina and Mexlico. In Mexico, moreover, especially
favourable balance—of-payments trends have facilitated the maintenance
of a comfortably adequate flow of imports of eguipment and other goods
essential for the expansion of the industrial base, while at the same
time they have encouraged foreign capital to play a greater part in the
countryts industrial development. Chile, Colombia, Venezuela and Peru have
made significant advances in this stage; but they have been encouniering
increasing difficulties as a reswit of the limitations imposed by the size
of thelr respective national markets. Fof the same reasoin, the Central
American countries have only just begun to give concrete form to their first
major undertakings in these fields of manufacturing development, in so far
as they have progressively improved their economic integration arrangementse.

In recent years, aArgentina and Brazil, and to scme extent Hexico
likewise, have had to push [orward into a new phase of their industrialization
process, mainly characterized by the prodaction of new and hiore complex
transforming industries, and the manufacture of equipment For thems Since
the maintenance of the existing industrial base entails a great deal of
renewal and expansion of equipment, as well as the use of intermediate
products that require much more complex processing, further advances are
called for in the development of the metal-transforming industries - including
the production of motor-vehicles and spare parts ~ and of important branches
of the basic chemical industries. Horeover, in the countries in question,
it is only in these fields that import substitution can continue in the
future if it is to be a potentially dynamic factor in the industrialization
process, if not an imperative need stemming from the inadequacy of the
external sector's growthe.

/The progress
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The progress that is still being made in this direction will probably
once again bring about further changes in the characteristics of industrial
employment, leading to a consolidation of factory employaent proper and a
decrease, in relative terms, in employment In artisan industry. In so far
as the tempo cf this process speeds up, the weaknesses of industryls
manpower absorption capacity will be aggravated,

The foregoing problem is certainly not the only one liable to arise
at this stage. Apart from the increasing capital density and more stringent
technological demands of these new lines of industrial development, the
countries mentioned are not exempt from the difficulties relating to economies
of scale and the consequent need for specialization, even though their
markets are the biggest in the regione Thus, in different phases and at
different levels of industrialization, the limitations implicit in market
size are a factor operating to a varying degree in practically all the
Latin American countries today, with, perhaps, a very few temporary
excepbions in cases where the development of industry has lagged behinde

These are, in very broad outline, the mein phases characterizing the
longéﬁerm evolution of industrial development in Latin America. Their analysir
may be useful for the purpose of foreseeing some of the problems likely
to arise in the subsequent phasés of the process, and contributiﬁg to the
formulation of a more appropriate industrialization p01iqy.

It should not be assumed that history will autdmatically repeat itself,
especially as regards those countries of the region which are nowadays
passing through stages already traversed by other Latin American countries
at more advanced levels of industrial development. dJust as the latter have
not followed the same development patterns as did the industrialized economies
at an earlier date, the former will 2lso have to adapt their subsequent
evolution to new conditions and requiresentsc Venezuela is an interesting
case in point, since there the traditional industries ave making up lesway
while at the same time new activities are being pronoted - as, for instance
under the Guianas project - which might well appear to belong to much
more advanced stages of the industrialization p}ocess.

/3 o ImEOI"'G
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3. 'lgportﬁsuggtitutéQg

The rate and patterns of industrial deﬁelopment were largely determined
by the behaviour of the external sector. Between 1929 and the last few
years Latin America has been gradually tvansformed'from a8 regidn
exceptionally "open" to international trade to one in which the ratios
between imports and the'total domesti¢ product are among the lowest in the
world, Up to 1929, in thé region as a whole, imports accounted for
between 20 to 25 per cent of the total product, whereas in 1963 the
carresponding coefficient wag barely 10 ber cent or theresbouts,

Import substitution thus represented, st one and the same time, an
imperative requisite for the over-all development of the Latin American
econanies and one of the mainsprings of their industrialization process,
43 in the case of other factors, the degree of influence it exerted of
course varied greatly from one individual latin American country to snother;
this can be seen from the import coefficient trends showm in figure IV,
vhich alsq presents the long-term trends followed by fhe volume of
manufacturing output.

In some gountries, the symptoms of growing weakness, and above all of
instability, in the external sector made their appearance long before the
depression of the thirties. Fop instance, after the rubber boom in
1906=12, Brazil found itself compelled to deflect its export trade towards
coffee and cotton, Chile was forced to offset the decline jin nitrate by
means of its copper exports; and Mexico had to substltute hemp for cotton.
The progressive shift of the dynamic centre of world trade from the
United Kingdom to the United States, snd the evenis that took place during
the depression itself - including the establishment of the restrictive
Smoot-Hawley tariff in the United States in 1930 and of the British
Commonwealth Preference System, the sbandonment of the gold standdrd
and the reformulation of monetary policies =~ meant the breakdown of the
vwhole of the ¢lassic pattern of world trade, with drastie ponsequences for
many Latin American countries,

The effects produced in each indiv1dual case depended upon the 1evels
of the import.coefflqients of the countries concerned, and upon how far they
had developed an industrial base which might serve ag a groundwork for

/Figure TV
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Figure IV

LATIN AMERICA : IMPCRT COEFFICIENT TRENDS AND THEIR
RELATIONSHIP WITH MANUFACTURING CUTPUT TRENDS

Semi-logarithmic scale
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Figure IV

(Continved 2)
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(Concluded)
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more extensive efforts to replace imports., Among those whose degree of
industrialization had been relatively high even before the depression,
Chile found itself in a particularly disadvantageous position, since in
1929 its import coefficient was one of the highest in Latin America and
at the same time underwent one of the most severe contractions. HNor was
the subsequent evolution of this coefficient favourable, for after a
.Jrapid reccevery during the thirties, it continued to decline until the
'.midpfifties, and only since then has shown some improvement,

Argentina's import coefficient, too, was fairly high before the
depression, but not equal to Chile's; and furthermore, its subsequent
evolution - to some extent influenced by the nature of the country!'s
staple export products, together with the fact that these products were
partly used to satisfy internal demand - was quite as unfavourable as in
Chile'!s case, or more so, with the result that nowadays Argentina shows
one of the lowest import coefficients in the region,

Mexicots situation prior to the depression resembled that of the
foregoing countries, but the trends subsequently pursued were very
different, From the beginning of the thirties to the time of the Second
World Var, the aggregate import coefficient, rather than recovering,
showed a continuing tendency to decline; in contrast, it rose sharply in
the eariy years of the post-war period, and despite subsequent decreases
still stands at a level higher than those registered in Argentina and
Brazil, Furthsrmore, it must be remembered that Mexico's position
differed from that of Argentina and Chile inasmuch as this evolution of
the coefficient was accompanied by a much more rapid growth of the total
product, which involved substantial increases in the absolute volume of
imports, facilitated by the increasing diversification of Mexico's exports
and by the income accruing from tourism, which represented a considerable
contribution to the country's total capacity to import,

Brazil has come to be the Latin American country with the lowest
over-all import coefficient, since the figures registered of late have
dropped below the levels noted in Argentina, But the relative importance
of the role played by Brazil's external sector in the national economy
as a vhole was never as great as in the other countries mentioned; the

/import coefficient
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import coefficient barely exceeded 10 per cent even in 1929, and was
lower still in the peask years of the early fifties. As in the case of
Mexico, this long-term decline in Brazil'ls pver;all import coefficient does
not imply that the absolute volume-of imports followed a very unfavourable
trend, since the rate of grewth of the total product was relatively rapid.

These differences between 1nd1v1dual cases stand out yet more clearly
1f the comparison is extended to other Latin American countries. Thus, for
example, Colombia has become one of the Latln American countries with the
lowest jmport coefficients, as a result of the decline that has taken place
since the mid-fifties. Venezuela maintained very high coefficients between
1948 and 1957, comparable to those shewn by‘etﬁer countries before the
depression; since then, -a- eharp downward movement has been registered -
partly attributable to the rapid growth of the total product - but the
levels reached are still among the highsst in the region, Despite marked
fluctuations, Peru has succeeded in maintaining a relatlvely high coeff1c1ent,
which at present is among the highest in South America. Among the Central
American countries, Nlcaragua has a partlcularly hlgh coefficient, and 50
has Panama; Costa Rlca, Honduras and El Salvador record medium coeffzclents,
somevhat higher than that of the Dominican Republlc, while that of
Guatemala is relatively low, although still a good deal hlgher than ‘
Haltl'S.lgl

The range of different situations is thus sufficiently wide to make
it dlfflcult to generalize with respect to Latin America as a whole.
Nevertheless, the dominant feature is a substantial long-tem decline in
over-all import'coefficients;'and furthennore; -~ a point of—basic iﬁportance,
particularl& for the purposes of defining a future development strategy =
the average coefficients registered today, and'eepecially, therefore, the
figures for some 1nd1v1dual countraee, have dropped to levels lower than
thoge recorded in most of the other reglone of the world,

10/ For a more detailed analysis of the evolution of imports and their
relation to the total product since 1945, see The Fconomic Develcpment
of Latin America in the Post-War Period, op.cit.

/Obviously, this
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Obviously, this deminant feature of Latin America's development
during the past three decades necessarily exerted a powerful influence
on the industrialization process, and the consequent import substitution
regquiremsnts were bound to constitute one of the main dynamic factors
notivating the expansion of domestic manufacturing production.

In five countrjes cf the region - Argentina, Brazil, Chile, Colombia
and lMexico - imports of manufactured goods amounted to about 3,300 million
dollars in 1929,é£/ while the total product was approximately 23,000 million
and the product generated in the industrial sector represented some
3,5C0 millicn. In 1960, the figures for the last two items were
71,300 million and 18,700 million dollars, respectively. To have kept up
the same average import coefficient in the latter year would have called
for a total volume of imports of manufactures equivalent to approximately
10,100 wmillion dollars, a fact which, if related to the external purchases
of manufactures, actually effected (4,600 million), implies import
substitution to a value of about 5,500 million dollars.;g/ Meanwhile,
between the same two dates the industrial product increased by 15,200
million dollars. From these illustrative calculations, therefore, it may
be inferred that in the case of the five countries under consideration

11/ These and the following data are expressed in terms of dollars with
constant 1960 purchasing power, It will also be noted that whereas
in earlier paragraphs reference has been made to total imports, dnly
manufactured products are taken into account here; however, in view .
of the broad definition of the industrial sector usually adopted,
vhich jncludes even primary processing of foodstuffs and other
commodities, imports of non-manufactured goods work out at a fairly
low level,

32/ The concept of import substitution itself gives room for various
interpretations, It can be taken to mean either the equivalent of a
decrease in the absolute voluune of imports; or the difference
between the potential import demand which would have existed if the
import coefficient had remained constant, and the imports actually
gifected; or a similar difference, but in respect of a potential
denand estimated on the assumption of a measure of elasticity
~ generally exceeding unity -~ of import demand in relation to the
total product. For the purposes of the present hypothetical
calculations, the second of these definitions of the concept is
adopted.
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about 36 per cent of the expansicn of the indusirial product was directly
related to the import substitﬁ%ion incentive, Were Brazil excluded, the
relation would rise to over A3 per ceﬁt, and if the comparison were conifined
to Argentina, Chile and Cdlombia, the increase atiributable to substitution
would exceed 50 per cent. If this conclusion were corroborated by a more
detailed analysis, it would be of supfeme interest in comnexion with tae
evaluation of Latin Americals industrial aevelopment prospects, especiclly
in relation to those countries which are finding it increasingly difficult
to continue their substitution process, either because it has reached a
very advonced stage as far as the less complex tjpes of imported manufaciires
are concerned, or because the over-all import coefficient has fallen by
now to relativelyiloW'levels, or because the narrowness of the domestic
market constitutes an obstacle to the development of new lines of
manufacturing production for import substitution‘purposeso

Decisive as the import substitution‘incehtive has been,'figure v
does not always show sufficiently clear correlations between the long-term
evolution of the import coefficient and that of the volume of domestic
manufacturing output.'
| The implication is that the external sector has exerted a twofold
and contradictory influence on industrial development, This latter is
encouraged by a contraction in the external sector, inasiuch as import
substitution requireunents are intensified; but at the some time it is
handicapped by the consequent restrictive effects on imports of the
machinery, equipment and intermediate prodﬁcts essential for industrial
expansion, A conclusion of this nature, which goes a long way-tcwards
accounting for the disparitiés in the response made‘by industiy in the
various countries to the import substituion incentive, was expressed in a
racent anal&sis of Brazil's experience, in the Hllowing tenns:lé/ "In fact,
although restrictions in the external sector may be responsible'for

generating strains and disequilibria in some sectors of the economy, they

-
\

13/ See "The growth and decline of import substitution in Brazil®, Econcmic
Bulletin for Latin America, Vol, IX, No. 1, March 1964, p.51.

/constituté the
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constitute the spur to achiewing the siructural changes

required by an import subsititution process, The whole problem ....
lies in the fact that the restrictions in absolute terms should
not last too long, so‘that the economy can advance thirough
successive stages of diversification. Thus the theory can be
advanced that each period of increasing restriciions in the
external sector should be followed by a pericd of relaxation to
facilitate the transition tc the next stage...

In Brazil, the behaviour of external conditions was of a
cycliecal nature that, generally speaking, followed such a
patiern, although the trend was naturally towards a sharp reduction
in the import coefficient."

Hitherto, the import substitution process has been
viewed mainly from the angle of the decrease in the over-all
import coefficient. By definition, substitution does not
necessarily entail a contraction in the absolute volume of
imports, but simply means that they increase more slowly than
the toﬁal product. With few exceptions, this has been the
general characteristic of the process in Latin Auerica, But it
is not merely that the growth of aggregate imports has lagged
benind; concurrently, there have been radical changes in the
composition of imporis.

The basic trends represented by these changes cin be
easily deduced from an examination of the general characteristics
of Latin America's industrizl development and the various stages
it has covered, as described in earlier paragraphs. Furtheimore,
the subject of changes in the structure of imports and their

repercussions on internal economies has been discussed in detail in

- Jother studies.
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other studies.® It will'suffice here, tuerefore, o make certain
brief supplementary comments which will shed some light on the nature
and magnitude of the long-term changes that have taken place,

A useful comparison for this purpose is that presented in figure V,
in which an attempt is made to illustrate certain typical relations
between the composition of imports and the degree of industrialigzation,
on the postulate that this latter can be identified with the share of
manufacturing industry in the total product.LZI

Of course, there are many factors other than the degree of
industrialization - including the volume and diversity of natural resources -
vhich may exert an appreciable influence on the composition of imports. In

1,/ See, for example, the ECLA study on the economic development of

Latin America in the post-war period, referred to above, which presents
an analysis of this kind relating to 1948+60, and in which consideration
is given not only to the evolution of the over-all import coefficient,
but also to the relations between imports of consumer goods and total
damestic consumption, imports of capital goods and fixed investment, and
imports of raw materials, fuels and intermediate products and the total
gross domestic product, At the same time, the countries of the region are
grouped in four ecategories, according to specific characteristics of
their development in the post-war period. The import coefficient for
consumer goods shows a clearly marked downward trend, and reaches the
lovest levels, with an average of slightly more than 3 per cent in
recent years, of which more than two-thirds corresponds to durable
consumer goods {including same types of motor-vehicles); moreover, while
for some groups of countries it barely exceeds 2 per cent, in one
category - comprising the Central American and Caribbean countries = it
is even higher than 10 per cent., The relation between imports of capital
geods and total fixed investrent significantly decreased in certain
groups of countries between 1948-49 and 1960, in particular because of
the contraction in respect of building materials, but the average
coefficient shown is still quite high, namely, a little over 25 per cent,

- the main compenents being imports of machinery and equipment, Lastly,
in the region as a whole the coefficient of imports of raw waterials,
intermediate products and fuels, of which the last-named continue to
renresent a significant proportion, has followed a trend towards
stabilization at levels fluctuating between 5 and 6 per cent of the gross
domesti¢ product.

15/ The countries were selected, partly with the aim of covering margins
that would include the widest possible diversity of situations with
respect to levels of industrial development, although also on account of
the restrictions imposed by the lack of basic data. Accordingly, for

- specific countries data relating to two different years are utilized
(Chile, 1929 and 1963, Colombia, 1948 and 1962),

[Figure V
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LATIN AMERICA : SOME TYPICAL RELATIONS BETWEEN THE COMPOSITION OF IMPORTS
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these comparisons as a whole, however, clearly-defined trends are manifest.
A first outstanding example is the rapid downward movement in the
proportion of total imports represented by consumer goods, although in the
end it seems tTo have settled at about 10 per cent, Until a certain _
degree of industrialization is attained, this decline is almost entirely
attributable to import substitution in réspect_of non-durable consumer
goods, vhile imports of consumer durables tend to maintain and even increase
their share in total external purchaseé. But even before the import
substitution process reaches saturation point in respect of non-durable
consumer goods, it extends to consumer durables aS well, and once a slightly
more advanced level of industrial development héé.been_reached, these
latter-are the only dynamic element in import substitution as,far.as
consumer goods are concerned, the share of non-durableé in agzregate imports
remaining practically constant, | .

The behaviour pattern of imports of raw materials and intermediate
products - which for the purposes of the present comparisons include
fuels and lubricants - is entirely different. Although very marked
fluctuations are observable, the general trend is towards a substantial
inerease in their participation in total imports, of which they ultimateiy
absorb about 50 per cent.  However, these figures are strongly_influenced 
by the special situation of Brazil, vhose imports'of fuels are particularly
heavy (accounting for a little over 18 per cent of total importe in
1962)s 4 | |

Lastly, the share of capital gqus in aggregate imports also follows
a behaviour pattérn of its own. It increases during the first stages of
industrial development, remains at a fairlﬁ constant figure in a second
stage, (the proportion being distinctly high, in the ﬁeighbcufhood of
40 ﬁer cent), and declines substantizlly during a third phase, As the
replacanent of capital goods by domesfic production is largely linked to
thelekpansion of the metal-transforming industries, which also produce
thé biggest fange of durable consﬁmer goods, it is not sﬁrprising that in
this final stoge the changes in the share of capital goods and in that of
constmer durables keep markedly ﬁarallel.

/The variations
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The variations in the structure of imports during different periods
and in countries at different stages of industrial development suggest
a rational graduation of the import substitution process, First come
the sinmpler types of manufactured goods characterized by lower capital-
intensity, smaller economic production scales and, in general, less
exigent technological requirements; later, the process is extended to more
complex lines of production, and headway is made in the manufacture of
constmer durables, intermediate products and capital goods,

For a proper evaluation of the econcmic rationality of the process,
however, a much meore detailed analysis would be required than the
consideration of such broad manufacturing categories permits, To begin
with, vhile the behaviour of factors relating to scales of production,
capital-intensity, requirements in respect of assimilation of technology,
etc., can be roughly associated with the above-mentioned categories of
manufactured goods, it is not absolutely consistent in each., In practice,
import substitution in respect of a particular consumer good, especially
if it is a consumer durable, may make severer demands with respect to
investient and technical know-how than other alternative substitution
possibilities in the field of capital goods or intermediate products,
Again, the net effects of import substitution may be very slight, if it is

confined to certain of the later stages of a manufacturing process of

which a very high proportion is still based on imports of intermediate
products and parts, as well as of the equipment needed to install and
maintain the production capacity concerned, Such a situation has frequently
arisen, for example, in the so-called packing and assembly industries.

In these cases, apart from the faet that import substitution is more
apparent than real, the external vulnerability of the economy concerned

is aggravated rather than reduced, sinece even short~term fluctuations in
the capacity to import not only affect the possibilities of importing
specific final goods, but directly influence the tempo of internal activity,
The point at issue is not the desirability of establishing industries
initially based on a high proportion of specific raw materials and imported
intermediate products, but the gquestionable advantages of allowing such

/a situation
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a situation to persist, sinee its usual outcome is that resources are
dissipated over a wide range of products rather than used for the
consolidation of other new ventures. This generates a sort of chain
reaction, whereby substitution in respect of a given item immediately
entails a new import requirement, which has to go. on being satisfied
until fresh restrictions on the capacity to import impel domestic industry
to develop the line of production concerned. -

It is likely that the expansion of the share of raw materials and
intermediate products in total imports has not always been the result of
deliberate selection, based on priority criteria dictated by the interests
of the economy as a whole, but has been determined by fabtorsldf another
sort, largely deriving from the patterns of the protectionist policy -
applieds The policy in question has, as a rule, tended to provide
indiscriminate nrotection for finished goecds in the aggregate, and
particularly consumer goods. Preferential incentives have thus been given
to a rapid diversification of manufacturing activity, mainly confined,
however, to goods in the consumer categories, This procedure at the
same time, has weakened efforts to move towards a higher degree of
specialization and the ensuing improvement of productivity and efficiencs;;é/

16/ See Ruth Kelly, "Foreign trade of Argentina and. Australia, 1930 to
1960: a comparative study".. Economie Builetin for latin Ameriea,
vols X, N°1, The author stresses the differences between the general
import substitution strategies practised in Australia and those
characteristic of Latin America, Data cited Ly R.S. Gilbert in
"Structural Trends in Australian Imports", The Economic Record,
April 1959, are quoted to indicate that in Australia the process has
been better balanced; with a greater degree of synchronization of
import substitution in respect of the various categories of goods,
This is reflected, for example, in a more moderate long~term decline in
the proportion of imports represented by consumer goeds, which,
excluding motor-vehicles, accounted for 28 per cent in 1913, 24 per
cent: in 1928-30 and 18 per cent in 1954=58, -

/The extremely
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The extremely wide range of products usually processed in one and the
same establishment, with a great variety of designs and specifications,
and often with quite short production series, also bears eloquent
testimony to this under-specialization. For the same reason, tariff
duties designed to restrict lwawy consumption of specific imported

goods have in practice created powerful incentives to their domestic
manufacture in conditions of dubicus economic efficiency, with the result
that neither are the social objectives implicit in the restriction of
this type of consumption achieved, nor is its incidence on the balance of
payments substantially lightened, :

This is, of course, & fairly complex phenomencn, which is the main
reason for one of the striking ancmalies of industrialization in Latin
America: on the one hand, certain institutionzl factors lead to a great
lack of initiative in reinvesting industrial profits, which tend to be
continually used in the same enterprise even where this means creating
considerable surplus capacity that is not used; on the other hand, a
number of factors encourage a rapid diversification in the industries
producing consumer goods, at the expense of the consolidation and fruitful
growth of lines already established, This aspect of the problem, that
might be described as the choice between industrial development in breadth
or in depth, has been dealt with in an earlier study in the following
termss

"In development in depth, most of the amnual reinvestment by

entrepreneurs is made in their own enterprises, in the form of

progressive modernization and consequent reduction in costse. The
proportion of products manufactured in the country does not increase
rapidly from year to year, but the efficiency of the existing
activities does.

In development in breadth, the most usual type in Latin American

industry, profits are usually reinvested in new activities, the

production-of new items, which can replace those formerly imported,

;Z/ Problemas erspectivas del desarrolle industrial latinoamericano.
ZE?GN.IE?E%A, April 19637

Juhile the
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while the existing activities remain at a standstill as regards

average productivity. Development in breadth appears to offer

more advantages to the private entrepreneur, bscause in new lines

of production, at least for the first few years, competition is

very limited and the producer may have a virtual monopoly, whereas

reinvestment in the same field continually increases competition,

and also because it is easier to establish a wholly new production

unit than to keep modernizing and improving existing plants, where

routine is strongly entrenched, However, widespread development in
breadth tends to iﬂcrgasg and perpetuate situnations of monopoly or
restricted competition, and the stagnation of traditional industries.

‘This is apparently cne reason why such industries in Latin America are

now faced with an urgent need t6 renew the obsolete equipment they

have aceumulated, and why their levels of organlzational and
operational efficiency are so low",

Two related quéstions are of particular importance for a general
evaluation of the substitution process. The first concerns certain |
additional analytical comments on the behaviour of imports of intermediate
goods, and the second is a more detailed consideration of recent trends
in import substitution that reveal a considerable weakening in this process,

B:oadlj spealcing the substitution of intermediate goods is strbngly
affected by considerations of market sizé and economies of scale.
Furthermore, a direct evaluation of market size (reflected in estimates of
apparent consumption which, in turn, is determined by the sum of the
domestic output and imports of the product concerned) often leads to a
considerable under—estimation of the real scals of the supply requirements
of intermediate goods, This is always so in the case of products involving
concealed imports, in the form of imported inputs or components of the
end product, which are thus not taken into account in the apparent
consumption of the intermediate product as such, This problem does not,
of course, arise in relation to end goods, and market evaluations for
such goods are generally much more accurate, but the degree of under-
estimation can be very substantisl for inbermediate goods, since the
registered imrorts nay rerrescnt only a fraction of thie actual imports,
which alsc include items imported in the form of intermciicte
incorporated in imported end goods,

cods

()
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As soon as substitution begins to take in end goods, the higher
level of imports needed for the intermediate goods beccmes clear. Bub
this means not only an increase in the imports of intermediate gocds, but
2 change in the form of the imports: instead of their being imported as
inputs in an end good, they are imported directly, and the concealed
import becomes a registered import. This is no doubt one reason why
import substitution, which concentrates mainly on end goods, leads to a
rising proportion of intermediate goods in the total import schedule.

This situation is well illustrated by the steel industry, which
typically supplies intermediate goods for a wide range of uses, Market
estimates, usually based on estimates of apparent consumption, are often
shown within a short period to lag far behind the actual demand, since
the development of domestic production of steel products in the strict
sense has been accompanied by considersble efforts to replace imports of
end goods with a high content of steel inputs.

A comparison of the series for imports, production and apparent
consumption of rolled and sheet steel in Brazil and Mexico, indicates
that the expansion of demestic production goes far beyond the mere
replacenent of imports, and is accompanied by a striking increase in
apparent consumption (see figure VI), This has led, in turn, to a belief
that the steel industry has its ¢wn dynamic impulse, and that the mere
fact of establishing and developing the industry is an essential factor
in the broadening of the market, There is undoubtedly a considerable
dynamic effect, in so far as import substitution is extended to
additional types of end products, but the actual expansion of consumption
of stesl piroducts in the striet sense is certainly much less than would
appear to be indicated by the figures in question.

To illustrafe these comments more exactly would mean entering into
a very detailed analysis of the structure of imports, Despite the
approximations invelved, an illustration is provided by the estimate of
imports inte Brazil in 1947, when import substitution in respect of
rollad and sheet steel had just begun. Direct imports of these actual
items alone indicated a Brazilian market fro rolled and sheet sieel
(including tinplate but not tuber) of about 190,000 tons & year, and
in fact there were imports of 188,700 tons, plus the small initial output

[Pigure VI
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of the domestic industry. But detailed examination of esach item of
imports in this category shows that in the same year rolled and sheet stecl
imported indirectly in the form of inputs or compenents of end gocds
represented a volume of the order of 192,000 tonsélg/ In other words,
real imports were double the imports registered for these products as such,
and consequently anparent consumrtion calculated according to the usual
method amounted to only about half the real consumpticn of rolled and
sheet steel,

These comments, which cculd probably be applied to many other
categories of intermediate goods, especlally in the chemical industry,
throw seme light on the interdependence of the import substitution of
final and intermediate manufactured goods, and help to explain the inereasing
share of intermediate goods in the composition of Laitin american exportse
They also make possible a sounder approach to the problem of extending
import substitution to intermediate goods, in the light of the greater
importance in this field of market size and economies of scale,

These consicerations become more significant when they are related
to the second point referred to above: the weakenming of the import
substitution process in recent times. There is no doubt that the long~term
trond towards a sharp roduction in the total import coefficient has been less
widespread in recent times. Thus, for example, the decline from 9.6 to
8.1 per cent, between the second half of the fifties and 1953 was due majinly
to the reductions in the cocfficients for Brazil and Veneszuela, and to

a lesser extent also for Mexico. On the other hand, there were no

18/ This figure covers about 12,000 tons of containers imported as such,
about 26,000 tens of metal containers filled with a wide range of
imported goods (canned goods, chemicel products, etc.), and over
150,000 tons of rolled and sheet stsel in the form of components or
inputs in finzl goods covering a range of about 200 tariff items,
without including in this estimate imports of tubes, which amcunted
to over 50,000 tons. It should be noted bhat these are somewhat rough
estimates, put forward only by way of illustration. They were
celoulated by applying te the net weight of cach import item an
arproximate coefficient for the content of rolled and sheet steel per
unit of weizht., These coefficients in turn, were estimated on a rather
arbitrary basis, except for some cf the most important cases, whieh
were caleulated on the basis of the study Primera Matrice Sidertrgzica
Italiana, Strumento di Pisnificazicne del Settore, Sccieta Finanziaria
Siderurgica call'lstituto di Ricerche Gestionali e di Mercato, Rome, 1962,

/eignificant changes
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significant changes in the coefficients for Argentina, Costa Rica, Ecuador,
El Salvador, Peru and Uruguay, and in éame 6oﬁntries there were substantial
inereases (5011V1a, Chile, Nlcaragua and Panama).‘ In the countrles, other
than Venezuela, that still have fairly high coefficients, namcly, Guatemale,
Honduras and Paraguay, the reductlon in the coefflclcnt was only moderates .

In many cases the return of the 1mport coeff1c1ent to former levels, or
at any rate the slackening off in 1ts decllne, had already begun before the
second half of the fiftios. Furthermore, the improvement cannot always be
attributed to particularly favouradle behaﬂibur by fhe external sector, in
view of thé difference between import and export trends, and the increasing
contribution of capital flows to the financing of current deficits on the
balance of payments, .

These changes in the general mmport coefflclcnt were accampanied by
a weakem.nb in the rising trend of the share of manu¢actur1ng in the total .
product, Between the second half of the flftles and 1963 there was an
appreclable 1ncrease in this share only in Brazll, it also 1ncreased, to a,
lesser extent, in Colombla, Honduras, Wexico, Nicaragua, Peru and Venezuela,
whereas in most of the other Latln Amerlcan countrles it elther declined or
remeined at more or less the same lovel,

These facts lead to the conclusion that with few excepﬁidns_import
substitution has slackened considerably, and that the end of one stage has been
reached, at least as regards the patterns typical until nowe If this is the
case, Latin American industrialization must seek haw stimuli, sinqe.up to now
impbrt'subétitution has becn one of the bLasic dynamic factorsd Mofeoyer, it is
a striking fact that this situstion has not arisen solely, or even mainly, in
the Latin Anerican countries where substitution has been taken furthest and the
import coefficients are the lowest in the region; it also existslin countries
where substitﬁtion is at an intermediate stage, and gvenlin ﬁhose whsfe import
coefficients have remained relatively highe In the iast_group the limitations
imposed by market size may be sufficiently stringent to constitute an obstacle
even at a stage when the scale and structure of imports seems tolleave open
a vast range of substitution opportunities. |

/ Le EI!I'Q IOﬁ}eg‘b‘
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Le ZEmployment targets and industry's contribution

Latin Americal!s population has expanded rapidly, especially in wurban
areas, Jince this expansion has been ascompanied by a progressive decline
in the contribution of agricultural employment to the total labour foree,
other economic sectors, have a responsibility for providing productive
employment to tho growing population of working age. Thus employment
requiremernts have been another reason why industrialization is an inescapeble
need, from the standpoint of Latin Americals development, Consequently a
comparison of the facts of the employment problem with trends in manufacturing

employment provides an objective basis for an evaluation of the vigour of

Latin Amerlcan industrialization, and how far the regionts industrial
development has met the basic requircménts deriving from the special
characteristics of the Latin American economies.

In making such a comparison, it should be borne in mind that the
question of industry!s capacity to absorb manpowcr is a controversial topie,
On the one hand, it is argued that industrial development should aim ab
acquiring as many advanced techniques as possible in order to raise manpower.
output in manufacture to peak levels, Industry would thus be contributing
very little to manpower absorption,'and the slack would have to be taken
up by other branches of the economy, since an industry with a high level
of output and a high investment figure per person employed might provide
enough of a surplus to constitute a powerful in¢entive to over-all esonomis
developméﬁt. The other argument is that the employment problem is sufficiently
serious to require a solution to which every branch of the economy, including
industry, must contribute by determining how far it is econcmically feasible
for them to absorb manpower. The economic criteria on which resource
allocation and technical decisions are based must teke into account the
relative supply of capitdl and manpower in the economy concerned.

This is not the place for a detailed study of the controversy, although
some background data may be provided as an illustration of the specifie
. trends being followed in Latin America. Moreover, a few structural
characteristics of employment in the region will be compared with those
preveiling in the industrialized economigs. This implies taking as a frame
of reference situations in which advantage has been taken of the opportunities

afforded by modern technology.
/A few
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A few figures suffice to illustrate the magnitude of the problem,
within the context of Latin American development., For example, it is
estimated that by 1925 the economically active population of Latin America
was about 32 million, while in 1960 it had reached about 68 million; in
other words, after thirty-five years the region's labour force increased by
about 36 million. In the United States an increase on.a similar scale
took place between 1900 and 1960, that is, it took sixty years.

In addition to this increase in its labour force, Latin America
also experienced profound changee in the structure of employment, mainly
due to a sharp decline in the share of agriculbural employment, Between
1925 and 1960 the labour force engaged in agriculture increased from nearly
20 million to 32 million, which meant that its share of totel employment
fell from over 60.per cernt to less than 48 per cents Consequently nom=
agricultural emplgyment had to expand almost three-fold, from 12.5 million |
in'1925 to nearly 36 million in 1960, whereas agricultural employment
increased only by Jjust over 50 per cent. _

From the qualitative standpoint these are normal trends in a development
process, in accordance with the past experience of the more advanced
economies, where these changes in the structure of employment have gone
even furthers What is not normal is the speed with which these changes
have had to take place in Latin dmerica, particularly in view of the
growth factors that have determined them, Thus, for example, & change of
_ similar magnitude in the share of agricultural employment took place in
Italy between 1881 and 1936, that is, the process took more than half
a century (the reduction was from 57 to 48 per cent). *2/ In addition, in
Italy, as in other industrialized economies, the reduction in agriculture's

L4

share of employment was an induced phenomenon resulting frpmlthe growing
demand for labour in urban activities, Technical progress, associated mainly
with the reduction.in the volume of work required per unit of output, is
also largely a response to an increasing shortage of labour, both in urban
activities and in agriculture itself,

19/ See International Labour Office, The World's Working Population,
(Geneva, Mmy'l956), Volume III, N° 5, '

/Conditions have
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Gonditions have been guite different in Latin America, In general
emigration Ifrom agriculture has not waited upon the consclidation of urban
demand for labour, but has been determined by more autonomous factors, as
shown by the high urbanization indexes in.rélation to the income levels
concerned, and the proliferation of "marginal® population groups,; without
any steady employment, in the main urban centres of Latin America. Technic:l
progress, moreover, has not been the fruit of local effort, but has been
merely transplanted from the more advanced cconomies, where it developed
out of local conditions, so that it bears the impress of those conditions,

The ratio between agricultural and nonw-agricultural employment is
naturally affected by various important factors relating to the general
level of development or industrialization, and differences in natural
resources. For the purpose of analyzing manufacturing employment, therefoie,
it is preferable to leave aside the question of the general structure of
employment, and confine attention to matters relating to urban activities,
In this connexion it should be noted that past experience in the more
advanced economies has pointed to two basic features: a relatively
high percentage of industrial employment in urban employment, and a rather
steady persistence of this percentage even over long periods, Thus, for
example, it has been showngg/ that the percentage in the United Kingdom in
1951 {51.9 per cent) was practically the same as in 190L (51,1 per cent);
in Italy, after a slight decline during the twenties, the percentage remained
little below that for the beginning of the century (5945 per cent in 1901,
5646 per cent in 1939 and 53.5 per cent in 1954); in Australia it remained
almost the same between 1911 and 1947 (45.8 per cent and 45.5 per cent,
respectively), and the same is true of Sweden (5l.4 per cent in 1910 and
517 per cent 4n 1950); France (51,4 per gent in 1881 and 51.3 per cemt
in 1954) and other countriss., In the United States the percentage has been
lower, but has alsc shown very little tendency to decline over the long
term (47 per cent in 1870, 44 per cent in 1900, 45.4 per cent in 1920 and
42,3 per cent in 1950).

20/ Idid.

/The situation
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The situation has been quite dlfferent in Latin America, in relation
both to the share of industrial employment in all urban employment, and
to the long~term trend of the ratio.gé/ The highest percentages reached
in Latin America have in fact been much- lower than those in the other
economies referred to were either in recent times or at much earlier
stages of their economic development. Furthermore, over the long-term
the share of manufacturing employment in ail non=agricultural employment
for the region as a whole has followéd é notably declining trendy which
has been particularly marked throughout the post=wer period.

These trends are clearly shown in Figure VII, which shows that the
decline took place not only in Latin America as a whole, but also in
each separate country, For the region as a whole the difference between
1925 and 1960 was significant; the percentage of industrial employment
in non~agricultural employment fell from 35.4 per cent to only 27.1 per
cent, which means that manufacturing was able to absorb only slightly
over 5 million out of the 23 million persons added to the urban labour
force during this period.

From a broader standpoint, a comparison of the contribution of
various sectors to the growth of Latin Americals active population between
1925 and 1960 is provided by the following estimates:

Millions of persons

Increase in total employment 35.7
Increase in agricultural employment- 12.2
Increase in non-agricultural employment 23.5
Increase in industrial employment 543
Increase in employment in other urban activities 18.2

g;/ The percentages previously referred to and those given below for
Latin America are not strictly comparable, since the first refer =
to total industrial employment, ineluding mining, construction and
the provision of such services as electric power, whereas the Latin
American figures relate only to employment in manufacturinge. The
conclusions reached as regards the absolute percentages are based
on estimates prepared from incomplete data which indicate that in
the economies listed employment in manufacturing alone represented
about 75 or 80 -per cent of industrial employment in the broader
SCNSG.

/Figure VII



Figure VII

LATIN AMERICA : SHARE OF MANUFACTURING EMPLOYMENT
IN TOTAL NON-AGRICULTURAL EMPLOYMENT
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In absolute terms the absorption of labour in manufacturing therefore
represented only slightly over one-seventh of the increase in total
employment (including a percentage of disguised uncmployment), and between
one=fourth and one-fifth of the increase in the active urban population,

If, as in other economies, Latin America's industry had maintained
its share of urban employment over the 1ong-term, the total employed in
industry in recent times would have been about 12.8 million, instead of tle
10 million so employed. Furthermore, this would have represented only the
maintaining of a percentage which was already comparatively lows If the
percentage had been similar to those existing at the beginning of this
century in France, the United Kingdom, Italy and Sweden, the total mmber
employed in Latin American industry.py 1960 would have been about 15 million,
that is, 50 per cent more than were in fact so employed at that dates

These figures are already sufficiently significant to indicate that
one of the outstanding features of industrialization in Latin America is
a marked fajlure to contribute sufficient employment to permit the absorption
of the rapidly growing labour force, This is a fact that has far-reaching
consequences for the Latin American'econqmies, wherelthe enployment problem
hag been an overriding concern, | _

Another fact wcyth ﬁéntioning is the speed with which the share of
industrial employment in‘total nen=agricultural employment has fallen in
certain countries., The most striking example is Colombia, where the
percentage fell from nearly 48 in 1929 to abowt 28 in 1960; in Chile it
fell from 33 to 23 per cent, and in Venezuela, where, moreover, the percentage
is one of the lowest, the decline was also very marked, from 27.5 to 18.1 per
cent in the same period (see again Figure VII),

It is also noteworthy that neither the earlier figures nor those
for recent years reveal any definite ratio between the coefficient for
industrial employment (in relation to all urban employment) and the level
of industrializations Thus, for example, there is very little difference
between the employment coefficients for argentina and Colombia, although
in Argentina the contribution of industrial output to the total domestic
product is nearly twice what it is in Colombia. This makes it essential
to enter into the intcrnmal structure of industrial employment, and in

/particular into
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particular into its composition in terms of what might be called artisan
employmentgg/ as against manufacturing employment strictly speaking in the
sense of factory employment. |

The estimates shown in Figure VIII illustrate the composition and
trends of industiial employment considered from this standpoint, for Latin
America as a whole and for selected individual countries, The figure
indicated that up to 1925 there was a great variety of situations reflecting
& wide range of percentéges for the contribution of factory employment to
all industrial employment, from less than 7 per cent for Peru to over 40 per
cent for Argentina. The percentages for Colombia (10.7 per cent) and
Venezuela (143 per cent) were also.very low, and those for Brazil, Chile
and Mexico (about 30 per cent) relatively highs

These sharp differences were greatly modified during the course of
the subsequent industrialization. For Latin America as a whole the share
of factory employment in all manufacturing employment nearly doubled (from
25.7 to 52,3 per cent); in absolute terms this represented an increaée
of about 4 million in'the number employed in factories (from l.1 to
5.1 million}, whereas the number in artisan employment increased by only
1,3 million (from 3.3 to 4,6 million)., But in addition this trend was much
more marked in those countries where the share of factory employment was
particularly low at the beginning of the periocd, so that industrial
employment in the various countries became much more homogencus in
structure in recent years, In other words, most of the industrial growth
of the past thirty-five yéars was through expansion of factory activities,
and very little through expansion of artisan activitics, and this trend
seems to have been wholly unrelated to the level of industrial development
in the various countries,

There is no doubt that this relative reduction in artisan employment
as ageinst factory employment is one of the factors most responsible for
the failure of Latin American mamufacturing as a whole to absorb much of
the increase in the labour force, Its effect can be better appreciated

22/ In addition to what is strictly the artisan type of employment, this
includes cottage industries, that is to say all non-factory employment.

/Figure VIII
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LATIN AMERICA : COMPOSITION AND TREND OF INDUSTRIAL EMPLOYMENT

(Thouéan&; of persons)
Semi-logarithmic scale

e Industrial employmerit ~ —— Artesan empléymeﬁt — - ~Factory employment

LATIN AMERICA ARGENTINA
2000 |-
9000 |- ’ o
5000 |- - 5000 1000 — "
L000 |- e at - ‘
= =TT T = _JBOOO = o "'\"\/”’
5000 o / - 500_L"" -“
- ~° 1000 — r m———
e _ /
.. ‘/a | /
s B ya
e ,l 500 /’ .
P [- -~
7" -’
s’ 3001
1000— |, L b R N T B
—r—— - ~- 5. 60 192 30 40 50 60
BRAZIL COLOMBIA
3000
/ 1000 |-
- - -
/ -
/ - /
— -— 00 -
_ - S00}— -
1000} — - }_ \__p_,/ - -
. ” ~ o
800_.._ - o - \“__‘--’.r
1500’_— L .
-~ - - e
) e
1000'—" /./ ’/—
N e -
R ya e
n P 10’0;—— '/'
| ’ /
500 ‘/ : ‘/ -
- / | /‘
300 , 50— ‘
l: ' R R B | | I I W N N R
1925 30 40 50 60 1925 30 40 50 60

/Figure VIII (Concluded)



Page 66

Figure VIII
(Concluded)
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if 4% is recalled that the productivity {in terms of the product generated
per person employed).in these two categories of activity, differs greatly,
the ratio of artisan to factory productivity being estimated as about

1to 7orlto B.EE/ In other words, one person employed in the factory
sector ‘can usually generate the same product, and therefore replace,

about eight persons employed in the artisan sector.

Tt is likely that estimates of this type, for recent pericds and for
eountries that may not be sufficiently representative, do not apply to the
region as a whole and to situations in the pasts But even if more moderate
egtimates are accepted « for example ratios between artisan and factory
productivity of 1 to 5 in the manufacturing sector - several hypothetical
caleulations are needsd to illustrate the magnitude of the problem, .Thus,
for example, it should be noted that.if these changes in the structure of
industrial employment had not taken place, that is to say if there had not
been a shift from artisan to factory industry, an equal growth in the
manufacturing product between 1925 and 1960 would have required an
- additional labour force in the region of 5 millicn. Even so, the total
nuﬁber employed in mamufacturing would have represented only 40 per
cent of all urban employment. '

Needless te say, these hypothetical figures in no‘way imply any -
Jjudgement as to the desirabilidy of maintaining tnc structure of industrial
employment unchanged, since this would in fact mecan that no real development
was taking place as modern industry cannot adopt artisan methods. The
sole aim of the calculation is to show.how the manpower absorption problem
in Latin American industrialization has been met by the manufacturing
sector itseelf, through the relative replacement of artisan by factory

23/ In Colombia, for example, the product per person employed in
marufacturing as a whole. amounted in 1950 to about 4,000 pesos (1958},
which represented 9,500 pesos in the factory sector and only 1,400 in
the artisan sectore In 1960 the corresponding figures (also in 1958
pesos) were 5,200 pesos, 12,400 pesos and 1,600 pesos, respectively.
In Peru the industrial product per person emnployed in industry in
1955 was about 9,000 soles a year, based on figures of the order of
28,000 soles in the factory sector and -only slightly over 4,300 soles
in the artisan sector, See Past II, on industry, of the Colambian
development plan Plan Genersl de Desarrollc Econdmico y Social, and

The industri velopment of Peru (United Nations publication,
Sales N* 59.I1.Ge2).

/employment, with
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employment, with muich higher levels of productivity. It is alsc important
to note this point because the artisan sector, as a source of additional
manpower to be gbsorbed, is far from being exhausted, In fact its
absolute volume today is nearly as large as the factory sector itself,
and consequently the effects of the internal replacement will contimue
for a long time, restricting the industrial sector!s capacity to absorb
its proper share of the addition to the total active population.

From another standpoint, it can apparently be concluded that the
speed of the absorption of artisan by factory employment is not closely
related to the type of industry being developed, but relates rather
to the rate of absorption of technology and of capital formation in the
industrial sector. This explains the increasing homogeneity, among
Latin American countries at very different levels of industrialization,
of the coefficients for the share of factory employment in all manufacturing
employment, Venezuela is perhaps one of the best examples, although somewhat
extreme: din the absence of any long artisan tradition, and with stimuli to
industrialization that did not become vigorous until recent times, it has rapidly
built up an employment structure in manufacturing in which factory employment
predominates. Of the increase of 211,000 in industrial employment between
1925 and 1960, only 46,000 could be classified as in the artisan sector, as
against 78 per cent in the factory sector. At the same time Venezuela has
both one of the lowest percentages of manufacturing employment out of total
urban employment (18.1 per cent in 1960, as against the Latin Jmcrican average
of 27 per cent), and one of the highest percentages of factory employment oub
of all industrial employment {60 mer cent in 1960, as against the Latin American
average of. 52 per cent).

These changes in the internal structure of marufacturing employment
to some extent obscure the trends in the share of factory employment in
total non-agricultural employment, and consequently the behaviour of manpower
abgsorption capacity in industry proper (see Figure IX),

This figure shows a clearly rising trend over the long-~term in the
coefficients concerned, both for Latin America as a whole and for each
country individually. But at the samé¢ time it can be seen that there are
considerable variations in this trend, and different lines of behaviour in

/Figure IX
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the various countries, that can behassociéted with the different stages

of industrial development passed through. For Latin america as a whols,

the share of factory employment in all urban employment increased‘rapiiky
between 1925 and 1945, but since then it has remained the same, or even

shown a tendency to decrease, Argentine, and to a lesser extent Brazil, had
a sharper decline after 1945, whereas the cocfficients for Chile and Colombia
remained stationary; in Peru and Venezuela they continued to rise, although
much less sharply than in previous decades, while in Mexico the ccefficients
followed an irregular course,

Thus it is not only the manufacturing sector as a whole that has failed
to make a sufficient contribution in absorbing the increase in the active
urban population; it is also the factory branch of manufacturing. However,
the taking over of artisan employment alone, although it had a considerable
effect, is not sufficient to explain the whole of this failure., The comparisons
in the last paragraph suggest that another widely recognized factor had an
undeniable effect, namely, the changes in the structure of manufecturing
production, where there was, with important exceptions, a considerable
relative increase in capitaleintensive industries, at the expense of the
traditional industries that are characteristically labour-intensive.

A detailed illustration of this point would call for the analysis of other
relevant data, such as those given in Chapter II relating to the differences
inthe product'per worder in various branches of manufacturing. However, it
is sufficient for the purpose of the argument here to refer to the data

in Figure IX, which indicate that despite the differences in the general
industrial growth rate in the various countriss, the higher the level of
industrialization, the less the capacity to absorb additionzl manpower,

even in the factory ssector,. |

In this connexjon, the expansion of what are termed the traditional
industries is particularly important, since those are the industries with the
greatest potential capacity to increase the manufacturing sector!s manpower
absorption, Unfortunately it is the products of these industries that have
a relatively low elasticity of demand, which makes it appear that a weakening
in manpower absorpfion is an inherent characteristic of industrial development.

/Bowever, occasion
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However, occasion will arise in later sectlons of the present study to
examine how, in the particular case of Latin amerlcs, the demand for
traditional manufactures could be made much.more dynanic in the context
of a general policy of inconme redlstrlbutlon to modlfy the strongly
regressive nature of the present dlstrlbutlon patterns In so far as
this was achieved, industrial employment would be 1ncreased not only -
through a speeding up of the rate of development and the ensuing  rise
in production levels, but also through the higher labour inputs per unit
of output characteristic of these Dranches of mamufacturing.
In addition to these "factual® causes = raplacement of artisan by

factory employment, and chafiges in the 1ndustrial structure in favour
.of less labour-intensive act1v1t1es - there are othor factors that have
been aggravating the problem of manpower absorptlon 1n Latin Americats
manufaoturlng industry. These are malnly technoloblcal and institutional
factors, and the effects of the actual 1ndustr1al policy followed in the
past., Although detailed examlnetlon of these factors will be left to
later chapters, it is necessary to state here at lcast a few of the
conclu31ons concerned. .

- It 1s widely recognizec that ;n the 1noustr1a11aed economics technlcal
progress has been.moulded according to a basic pattern 1mrosed by the
constellation of avallable resources, notable mainly for an increasing
supply of capital and a grecwing shortage of labour. The less devoloped
economles, whose supply of productive machinery and equipment depends
largely on 1mports from the industrial countries, are consequently faced
with the need to assimllate techniques designed for conditions alien. to
them, and unsuited to thelr supply of basic resources, more especially to
their large supply of labour and shortage of capital, The consequences of
thie situation have been dlscussed at length, from the two-fold stendpoint of
the msgnltude of the investment requlred for a given rate of industrial
development based on relatlvely capltel-lnten31ve techniques, and the i
restrlctions imposed on the manufacturing sector!s capacity to absorb the
1ncreese in the active population, Considerable thought has also been.glven
to defining the most suitable criteria for choosing between alternative
techniques, with a view to adapting them to this combination of resources,

/while not



ST /ECLA/Conf «23/1.e2
E/CN«12/T16
Page T2

while not losing sight of the possible drop in manpower productivity
that might result in the long run from a decision to adopt techniques
other than the most advanced, In addition, stress has been placed on
the possibility of developing vintermediate technologles”, suited to
the basic features of the developing eéonomies, that would not represent
a mere taking over of techniques already more or less obsolete in the
industrialized countries. |
Although it may not be generally true, it is the fact that, at
least in certain cases, a form of technique can be found where the economic
advantage is clearly on the side of less capital inﬁensity and greater
manpower absorption. However, in the past other factors have complicated
the situation in Latin #merica by encouraging a preferenée for less labour=
intensive techniques, These factors relate mainly to the diiferences
between the market prices of the factors of production, and what are
termed shadow prices or opportunity costs, The industrial policy pursued
hag in fact helped to reduce the costs of capital through preferentail
treatment for imports of machinery and equipmant, and other methods of
stimilating capital formation in mamufacturing, whereas such policieé
as the financing of social security systems have tended to bring aboub
a relative increase in labour costse. The result has been that wherever
the criteria governing the choice between different techniques are based
on calculations of returns in relation to existing market conditions,
there has been a bias towards greater bapital intensity, despite the
relative availability of factors, which, viewed in the light of socidl
productivity instead of private profit, would lead to different
decisionse In addition, the decisions taken are not exempt, in Latin
american conditions, from the influence of other considerations of
& non-economic nature, such as the resistance often observed to expanding
employment lest it strengthen the bargaining power of trade unions, with

2L/  For a detailed discussion of these points, see some of the documents
submitted during the discussion on problems of industrial developmﬁnt
at the Cambridge Summer Conference in 196k

/the result
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the result that in some cases more advanced techniques are preferred,
even though they are not economically justifiable, in order to restrict
the total number of workers in a given enterprises

In the light of these conditions it is not to be wondered at that
over a long~term the trends in induétrial employment have been unsatisfactory,
and that mamufacturing industry!s contr1but1on in absorbing the increase
in the active population has been declinzng sharply This is undoubtedly
one of the factors responsible for the establishment of the eaployment-
structure now characteristic of'manylLatin American countries, with a
proportion of service employment, often of minimel social productivity,
quite out of line with the income levels and level of géneral development
attained, The disguised unemployment to which thlS has given rise, not
only in agriculture but also in urban thlVltles, is hard to measure, but
there are many 1nd1cat10ns that it 1s on a con31derable scale, and represents
another extensive potentlal source of labour that Wlll subscLuently further
increase the growing labour forcee ' ‘

With this background of industrial employiient, La®in amcrica has
departed considerably from the ideél}concept of a gfadral emigration of
labour from agriculture to the towns, wherec a consider:ble mumbcr are
absorbed in the manufacturing sector at much higher prcdﬁctivity levelss
Bven apart from the immigration from the country; the sccumulated disguised
unemployment in many urban activities, the modernization and retionalization
of such services as marketing,'and the persistence of a large volume of
artisan employment, all now constitute poﬁential sources of labour in the
towns, on a scale that appears vast in relation to the employment opportunitiecs
that manufacturing has succeeded in ma.k:.ng available. Since to all this
must be added the factors of a progressive adoption of less Jabour-intensive
techniques, and the changes that are taklng place in the meantime in the
camposition of industrial production, it is easy to see that the prospect
that the manufacturing sector can offcr an effective contribution to the
employment problem is even less prom131ng than in the past.

/Horever, these
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However, these obstacles are not insuperable, provided (as will be
explained in later sections) that employment targets are explicitly ineluded
in a planned policy of industrial development, to say nothing of the
contribution that can be made by & progressive redistribution of ineome
in Latin imerica, For the moment it is sufficient to present this general
evaluation of how far Latin American industrialization has been able to
meet this basic need arising fram rapid population growth.

The ill-effects of the various factors listed naturally depend largely
on the pace of the industrial development that is taking place. 4n
industrialization process is conceivable that is sufficiently vigorous
to ensure that even with rapid urban growth, progressive replacement
of artisan by factory employment, appreciable changes in the structure
of industrial production and rapid technological assimilation, the
manufacturing sector can play a dynamic part in absorbing the active urban
population. But this has not happened in Latin America, and is not likely
to happen. Thus, for example, throughout the period between 1940 and 1960,
in the group of nine Latin american countries for which the necessary data
is available;gé/ the per capita industrial product increased at an annual
cumulative rate of 3.8 per cent, while the share of manufacturing
employment in all urban employment declined from 32.5 to 26.8 per'cent.

All other relevant factors being the same, the maintenance of manufacturing
employment, at its 1940 percentage would have required an average annual
industrial growth rate of about 4.8 per cent, that is, a rate 26 per cent
higher than the rate actually achieved. The higher rate would have
permitted the employment in manufacturing of about anocther two million
personse This hypothetical calculation, while jillustrating the scale

of the problem in the past, also gives an idea of future industrialization
requirements, in conditions which from this standpoint may be even more
unfavourable than in the past,

23/ Argentina, Brazil, Chile, Colombia, Ecuador, Honduras, Mexico,
Uruguay and Venezuela,

/5¢ The
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5o The role played by industry in general economic development

.The industrialization requirements-arising from the need for import
substitution and manpower absorption, although fundamental, are not, of
course the only such requirements that have emerged during the development
of the Latin American economies. Thus, for example, in view of the
limitations of the external sector, industry's responsibility could not
be confinsd to replacing the flow of imported goods by a domestic supply;
it also had to provide a dynamic impetus for the davelopment of the national
econony as a whole. 1In view of the. persistence of highly regressive
.patterns of the income generated in certain traditional sectors, industry
should have contributed to a more equitable distribution, and in view of
the increasing difficulty in expanding Latin. American exports of primary
copmodities, industry should have helped to diversify foreign trade through
the introduction of manufactured goods into the normal export flows,
Industrial development might also have been expected to constitute an
essential factor for integrating the national economies and promoting an
increasing balance in regional development,. both at the national level
and for the Latin American economies as 'a group, by encouraging a more
efficient use of the natural resources of each region or moedifying the
effects of sharp differences in natural resources, '

An analysis of the behaviour of industrial development in relation
to factors of this kind provides grounds for an evaluation of the part
played by industrialization in Latin America's general economic development,
The next chapter refers in more detail to some of these factors ~ relative
productivity, distribution of income in manufacturing compared with that
in other sectors, foreign trade in manufactures, and location and degree
of . concentration of industrial development. For the moment, the general .
background data presented in preceding sections will no doubt provide
sufficient grounds for a superficial evaluation of the dynamic force shown
by .Latin American industry during its evolution in the past.

This dynamic force cannot, of course, be judged in a vacuum, but
mst be evaluated in relation to the general features of latin-American
economic development, including a very slow long-term growth in the

/agricultural sector,
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agricultural sector, which weighs heavily in the total product, and a very
slow rise in per capita income. In any case, the aim is not to enquire
whether in other general circumstances a more vigorous industrial development
would have been possible, but rather whether industry's contributiocn
represents a slowing down of industrialization or a truly dynamic stimulus
likely to affect the development of the other sectors.

Needless to say, the problem is so complex that no clear-cut answers
can be looked for, merely certain wmore or less objective indications. 1In what
follews,; the first step is to examine certain general indicators, such as the
evolution of the per capita industrial product, for both the total and the
urban population, and the relations between the growth rate of the industrial
product and those of the total product and the agricultural product; in
addition, a comparison is made between the last two growth rates and those
for other economies for similar periods. Next, certain hypothetical
calculations are presented as to how the demand for manufacturers would
have developed on the basis of the parameters set out below. This is
compared with the changes that took place in the internsl supply and in
imports. The result of this comparison provides an idea of the extent to
which industrial growth may have goné beyond the mere substitution of
imports and took the form of an effective expansion in the consumption of
manufactures, The indications thus obtained as to the relative progress or
lag in Latin American industrielization are then compared with coefficients
for other countries, from various studies, relating industrial production
to average per capita income levels and to the total population figure.
Lastly, an evaluation is made of the differences in industrial progress in
the varicus Latin American economies, on the basis of coefficients obtained
solely from regional data, including additional factors that appear to be
particularly important for Latin America, such as the level of urbanization
and the relative importance of the external sector.

The first indicators referred to relate to the per capitaz industrial
product, and show that an appreciable expansion might reasonably have been
expected over the long term. Uniortunately, the data available do not
permit the preparation of series for the region as a whole except for a

Jrelatively short
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relatively‘short'perﬂod-dl moreover, tne sharp differences between
countries mean that the regional totals are not highly signlflcant In.
Argentina, for examplg, where the base figure is relatlvely high and
population increases - at leaét at the beginning ﬁf the peridd - were
affected not only.byjbhe vegetative growth but also by strong migratory
flows, the process has been relatively slow, since the scanty data that
cén be got together lead to the conclusion thét the per capita industrial
product'rose to twice its fbrmef level between the beginning of the century
and the end of the thirties, and failed to increése by the same amount
between 1925 and 1960. in Chile the growth rate, though higher, was still
slugglsh, the average cumulat;ve annual rate between 1930 and 1963 being
only 2.9 per cent.wl/ On the other hand, the level rose over four-fold in
Br321l and Colombia, and over threemfold in Mexico.

~ However, a comparison between industrial growth and the urban pOpulatlon
is much less favourable, con31der1ng the partlcular rate of u:banlzatlon
referred to earlier. During the whole of the post-war period, and more
particﬁlarly between 1945 and 1960, the per capité"indusﬁrial product for
the urban population remained stationary in Chile, increased very 1ittlg
in Ecuador, and rose by only about 25 per cent in Argentina and Mexico,
whereas it rose by 50 per cent in Colombia and'90‘per'bent in Brazil,
An estimate for Latin America as a whole, confined to ﬁhe'period 1950-60
(when the pace of industrialization declined in several large countries)
gives an increase in the per capite industrial product for the urbén
population of only 19 per cent, which is an average annual rate of only about
1.5 per cent,

The choice of the urban rather than the total population for the
purposes of the comparison may appear somewhat arbitrary, but it is justifiable
from several standpoints. Firstly, the very low per capita income levels
in the rural areas of Latin America (in conjunction, morsover, with

26/ For 1950-1960, for example, it can be estimated that the per capita
industrial nroduﬁt for Latin America as a whole rose from about 80 to
slightly under 110 dollars. v

27/ The per capita growth rate of industrial productiqn was even slbwer.

/particularly regressive
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particularly regressive distribution patterns) means that even though the
rural population constitutes about half the region's totai population, it
representé in fact a very small market for the most widely consumed
manufactured goods. The low levels of agricultural mechanization and the
backward techniques used, which are reflected in a limited use of industrial
irputs, also reduce the capacity of the rural sectors to absorb intermediate
and capital goods. Furthermore, as will be shown below, thus far urbanization
has been one of the factors that has been most effective in stimulating
industrial development in the region.

Thus although the coefficients in question are open to certain
reservations, the evolution of the per capita industrial product for the
urban population is not without significance, However, basically the problem
cannol. be considered divorced from the general rate of development for the
Latin American economies. In this connexion the speed of industrialization,
although insufficient from the standpeint of urban expansion, has exceeded
the growth rate of the economy as a whole, which has led over the long term
to an increase in the contribution of the industrial product to the total
product, as previously noted, As regards more recent trends, table 1 gives
the data available for 1950-62 in the form of the ratio between the two
series, which can be interpreted as an indication of the elasticity of
industrial development in relation to the total product during the post-war
years.

It should be noted that this elasticity varies widely for the different
countries of the region: in four of the eighteen countries covered, industrial
growth is lower than that of the total product, while in five countries the
elasticity is only moderate, Furthermore, ﬁhe average elasticity for the
whole group, l.38, is very much influenced by the industrial expansion of
Brazil, If this country is excluded, the ratio drops to only 1,15. This
figure should be compared with that obtajined in a study dealing with the
problem on the basis of a large number of observations for countries in
different parts of the worldgﬁf (although they refer to current periods,

28/ See A study of industrial growth (United Nations Publication,
Sales N° 63,I1.8.2), pe 7o
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Table 1

LATIN AMERICA: RATIO BETWEEN INDUSTRIAL GROWTH AND TOTAL
: - DQMESTIC PRODUCT DURING 1950-62 a/

atlo between the pereentage inersase in tha industrial
product and in the total product, 1950-62)

Argentine
Bolivia
Brazil
Chile
Colomubla
Costa Rioa
Ecuador

El Salvader
Guatemeln
Haitl
Honduras
Mexico
Niearagua
Penama
Paraguay
Poru
Uruguey

Venezuela

a2

04 26
1a50
0. 51
1e56

1.268

0ok

- 1le01

1.09
1452
209N
1. 28
1L.51
1l
0u 78

_ 1.49

1.80
1,46

8/  Exoluding Cube end the Dominican Hepubllc because of the lask of

availeble datas
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and not to past series); it is concluded in that study that the income
elasticity of output for total manufacturing is about 1,37, which means, to
quote that study, that "assuming that population is constant, the value added
of total industry increases slightly over one~third more than proportionately
with per capita income’,

The reason why elasticity of latin American industry is not greater
can be partly explained by the fact that the growth of the regional product
is strongly affected by the expansion of services, whose real contribution
to the product is open to question.

These comparisons lead to the conclusion that in spite of the general
development that took place industrialization, one of the factors in this
process, has not been very dynamic in Latin America (with few exceptions,
notably Brazil), at least during the post-war period.

A similar conclusion seems to derive from an analysis of the problem
when viewed from a different approach, relating for example to the study of
the long-term svolution of the total supply of manufactures. As previously
noted, in connexion with import substitution, the drastic reduction of the
import coefficient raises the question of how far latin America'’s industrial
growth has been able to go beyond the mere replacement of the flow of
imported goods, and achieve a real expansion in the consumption of manufactures.

Cnce again, the scanty nature of the data available meke it necessary
to resort to somewhat hypothetical calculations confined to a few countries
of the region, although these countries are the mosv important from the
standpoint of both size and level of industrialization, Subject to these
reservations, and others of a statistical nature, a rough estimate is made
of the supply of manufactires in 1929 in five latin American countries,
calculated as the sum of the gross value of industrial output and the c.i.f.
value of imports, expressed in all cases in terms of 1960 dollars
(see table 2).

/Table 2
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Table 2

ESTIMATES OF THE SUPPLY OF MANUPACTURES IN FIVE LATIN
AMERTCAN COUNTRIES, 1929

(Msllions of 1960 dollars)

1_

Gross va.lu'a ~ Imports

j ;!'utz-l

‘of domestie of supply of

output wanufacturas manufa.ctu.w_if
Argentina H 589.5 ) Il 32;-; j 5 926.4
Brazil 2 081,5 707. & 2 769.1
Cnile 481.0 543108 1 0228
Calombia, | 282.6 67 2 c4g. 8
Moxdo0 1630 418,5 2 05,6
Total o7, 32820 123937
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It is assumed for the purpose of this illustration that the potential
demand for imports'for each country can be calculated by estimating the
average elasticity - for example, 1.3 ~ of impofts in relation to the gross
product, and applylng this elasticity to the growth of the domestic oroduct
during 1929-60s-2/

The difference between the potential demand and actual imports in
in 1960 represehts what might be termed the increase reguired in marufacturing
output merely to replace imports, and thus the comparison of this required
increase with the actual increase during 1929—60 will provide a measure of
how far industrialization répresented import substitution and a dynamic
element from the standpoint of expanding the total supply of manufactures
(see table 3),

This table shows that for the fife countries as a group nearly 25 per
cent of the expansion of domestic production represented import substitution,
This general appraisal is, of course, the presult of a wide variation between
the five countries considered. Thus the-expansién for substitution puyrposes
represented nearly half of industrial production in Chile, éhd no less than
30 per cent in Argentina and Colombia, whereas the corresponding percentages
were much lower in Brazil and Mexico (about 20 per cent)s In turn, these
differences are closely comnected with the general trend of income and
distribution growth, factors only partly attributeble to the intensity and
nature of industrial development. However, although these and other
reservations caution against placing undue emphasis on specifiec situations,

29/ It can be seen that the criteria for formulating these hypothetical
calculations differ from those presented in the preceding section on
at least three points., Firstly, the potential demand for imports is
sstimated on the basis of an elasticity of demand for imports in terms
of the product, instead of assuming that the coefficient remains the
same as in 1929; secondly, the value of imports represents only the
value of manufactures imported, and excludes imports of primary
commeodities, and thirdly, domestic output is valued in terms of gross
values of production instead of as value added, Moreover, only a
very general estimate is made and should nct Lo applied to a specific
country wunless carefully eramined in order to take into account factors
such as differences in the structure of the aconomy or in the available
supply of basic resources, which might produce different slasticities
for each country.

[Table 3
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Table 3
ESTIMATES OF THE CONTRIBUTION CF DCMESTIC PRODUCTION AND IMPORTS

T0 THE INCREASE IN. THE TOTAIL SUPPLY OF MANUFACTURES
IN FIVE LATIN AMERICAN COUNTRIES

(Ingreases 1929-1960 sxpresged in 1960 dellars)

Argmt@
Brazil
Chile
Colembla
Mexeo

Total

” L . Las Y ——

Imports

™

- : S Domestioc Total
Potential hotund Effeqts of production supply
demand imports substitution
2 ‘553 -25k 2 B4y 2 509 9 A5
2 612 518 2 ogh 11 119 11 637
738 ~62 Beo 1969 1507
83 230 653 230 2 60}
1932 925 1 007 5 107 6 032
8.8 13 241 30975 2 32
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there is general confirmation of the basic role of import substitution in
providing a dynamic impetus to Latin American industrialization, so that

in some cases it equalled or surpassed the effect of the expansion of total
domestic demand,

Nevertheless, the absolute'ihgfease in the total supply of manufactures
is .appreciable, since its real value more than tripied between 1929 and 1960
for the five countries as a group, as'a result of the doubling of the figures
for Argeniina and Chile, and much higher increases for Brazil, Colombia and
Mexico,

These increases, héweVer, are more modest in relation to the population
growth during that period, and especially in relation to that of the ﬁrban
poﬁulation (see table 4),

The position of individual countries will, once again, have to bé
determined in the light of such factors as the difference in the ebgolute
level of each country during the period taken as the basis of couparison.

. In short, despite the rise in the average income levels, and the relatively
high elasticity of demand generally associated with the consumption of
manufactures,'the deta considered above do not indjcate large increares in

in the supply of msnufactures, which in itself may be regarded as an additional
indication of é“ceftain weakness in Latin americals industrialization

Lrocess, considered as a whele, although diffcrences tetwecn countries

are considerable. _

Current data, which cen be extended to cover more countries in the
region and are less subject to the statistical reservations that apply to
figures for past perieds, tend to confirm this conclusion, The relations
in recent years between the industrial product and the level of income appear
to be less close than in other areas, and the income clasticity of ifndustrial
development is lower. This is true even if full account is taken of the
effects of the absolute size of the population, which in many countries of
the region may be regarded as an obstacle to a higher level of

incustrialization.

/Table 4



ST /5CLA/Cont . 2'4/1;“
E/CN.12/716
Page 85

. Teble %

ESTIMATES OF THE LONG~TERM EVOLUTION 0P THE TOTAL SUPPLY OF MANUFACTURES
In FIVE LATIN ArlER:cm GOUNTRIES, 1929 AND 1960

('i‘otals in millions of 1%50 dollers: per egﬂta.
. ﬁgp ros in 1960 deliars i

- -

" Pen capita ou 1" i‘or

Totall supply Par oa.pi‘l:'a supply | B wrban pruls
1929 1960 - 1929 ‘1560- ) 1929 1_960*_
Arzenting 5 916 '15 1 . 50 722 . 963 1 Cé8
Brastl 2 789 14 g6 85 205 03 58
Chile 1023 2 930 238 384 81 603
Colqbia 550 315 - 77 a0k é36 | o iy
Mexiso 2 056 8 088 126 225 376 - lno
To1-sa.1 or eversges 12 334 3 726 in 291 498 600

/Tt may



ST/ECLA/Conf.23/L.2
B/CN.12/716
Page 86

It may be useful here to refer in more detail to the study on
industrial growth referred to earlier, which, on the basis of data for
fifty-three countries, including fourteen Latin American coﬁntries,
established a high degree of correlation between industrial output and per
capita income and population sizeézg/ With few excepﬁions the use of the
same parameteré (elasticity of industrial output in relation to income and
population) will give, for the basic Latin smerican figurcs for 1360,
tealculated! values for industrial output that are consistently higher than
the real figures., The differences, although exaggerated by definitions of
the variables that are not strictly homogeneousigéf are considerable,

Thus, for example, in argentine and Brazil the actual industrial output was
only 70 per cent of what was calculated as the normal, and in other

Latin American countries the percentages were even lower: between 60 and
66 per cent in Chile, Ecuador, Feru and Uruguay, and less than 60 per cent
in Colombia and Machco,

A similar ratio calculated solely on the basis of Latin American data for
1960 gives significantly different results. In —erticular tiucre are striking
differences between the coefficients that reflect the relative influence of
income level and population size: the first is about 1.28, compared with
1.37 for the ratio calculated for other cocuntries, and the second is 1.17
compared with 1,12, Tha* is, the absolute size of the nopulation is a
relatively more importent factor in Latin Auwsrica, whereas per capita income
is relatively less important, The reducticn in the importance of the latter
becomes even more marked if, in addition to the above variables, others are
taken into account, that reflect the influence of the level of urbanization

30/ A _study of indushriel grovth, ope cit, The ratios concerned are

» exoressed Oy vhe equation 1og U < = 25637 % 1,369 log y + 1,124 log P,
in which ¥ is industrial outpuf, in terms of value added, in milljons
of dollars at 1953 prices, y is per capita income, also in 1953 dollars,
and P is the population in wmillions. The variables and constants
are expressed as commen logarithms,

31/ In line with the data aveilable, the ratio in question wes calculated
for the Latin American countries on the basis of the figures for the
gross per capita product in 1960 dollars, instead of per capita income -
in 1953 dollars,

/(expressed in
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(expressed in terms of the percentage of urban in relation to the total
population) and the relative importance of the external sector (reflected
in the import coefficients concerned),
In sun, the following ratios are arrived at, of which the first
represents the ratio of countries ocutside Latin america, taken from the
study referred to, and the others those calculated for the Lalin amerlcan

countries ohly:

log ¥ = ~1.637 ¥ 1.369 log y % 1.124 log B,
log EO = -1.709 ¥ 1.283 log y ¥ 1.173 log B

log ¥ = ~L.742 % 1,084 logy ¢ 1,174 log B, ¥ 0.336 log B

log V= «1.46Q0 4 1,016 log y ¥+ 1.100 log.E% 0,501 lcg gu.
0.297 log

where,ie is the industrial output (in millions of dollars), Y the per

o

capita product (in dollars per year), Et the total population in millions,
Bu the level of urbanization (percentage of total populabicn represented
by the urban population) and C the import cocfficicnt,

The steady decline in the elasticity of the industrial output in
relation to the total per capita product or income is striking, when
observations are confined to Latin america and the aiuitional facters
of level of urbanization and import coefficient arce censidered, With the
ratios that now exist for Latin America as a whole, and in the absence
of any fresh stimulus from wuwrbanization and impert subsitution, industrial
development will tend to do very little more than keep pace with the
population growth, and consequently subsequent incrcases in the level of
industrialization will be very slight.,

It should be noted that these ratios, by reason of the very way they
have been defined, show a very close link, with cxtraemely high correlation
coefficients between the variables éoncerned, especially total population
and income level, However, for a more exact appraisal of the factors that
have most influenced the region's industrial develomaent, it is better to
relate the variables concorned to the level of incdustrialization (as reflected
for example, in the percentage of manufacturing oubput in total output) instead

of the absolute level of industrial output. 4as the statistical annex explains

/ j—n detail,
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in detail, the result of this is that there is no very close association
with any of the four variables considered singly, but there is with all
taken together, and the per capiﬁé income level even appears to bhe less
relevant than the other variables.zg/ :

Apart from their value in providing a gensral plcture, such as
that sketched out above, of how far Latin 4merican industrialization is
a dynamic process, the ratios referrcd to are useful for the purpose of
evaluating the relative position of the various Latin american countries
from the standpoint of industrial develomment. If account is taken, for
example, of the various levels of per capita product, total population,
percentage or urban population and import coefficients for 1960, figures
can be cbtained on the basis of the broader ratic relating to the absolute
levels of industrial output, tihat indicate the "normal' or "theoreticall
value of that output. The caleculation is, of course, one rélating to 7
levels compared with that for Latin america as a whole, in a2 strictly
comparative sense, which is nevertheless useful for the purpose of cumparing
the theoretical levels with those actually attained by the countries
included in the calculation, The results of this comparison, details of
which will be found in the statistical annex, can be swmarized as follows,
with reference to the degree of deviation betwcen the actual and theoretical
values:

(a) Countries whose industrial ocutput is over 20 per cent higher

than the theoretical values (Hunduras, Paraguay);
(b) Countries whose industrial output is between 10 and 20 per cent
higher than the theoretical values (argentina, Brazil, Costa Rica,

Ecuador, Peru};

32/ The coefficients for the simple correlation between the level of
industrialization, on the one hand, and per capita income, total
population, percentage of urban population and import coefficients,
on the other, are 0.57, 0,67, 0.55 and 0.57, respectively. The
multiple correlation coefficient for the four separate variables
taken as a whole is 0.,85. Morccver, the individual correlation
coefficlents throw into even greater relief the relative importance
of the variables other than the average per capite incone,

/{e) Countries
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(¢) Countries whose industriel output does not differ by more than.
10 per cent from the theoretical values (Bolivia, Chile, Haiti,
Mexico, Nicaragua, Uruguay);

(d) Countries whose industrial output is betwecn 10 and 20 per
cent lower than the theoretical values (Panama);

(é) Countries whose industrial output is over 20 per cent lower than
the theoretical values (Colombia, ELl Salvedor, Guatemala,
Venszuela). |

The static nature of this appraisal, in that it relates solely to the

situation in 1960 and not to the trends occurring over given poriods,

is the reason for findings that might be considered to contradict previous
analysess Thus, for example, argentina appears in the same category as
Brazil, although the latter's industrial growth in recent decodes has
beeh‘much more vigorous., However, the placing of Argentina reflects

the results of an industrial process of long duration that, although it has
weakened recently, still puts Argentina well ahead in this field, The
opposite is true for Mexico, whose more rapid industrial growth rate

has not apparently resulted in its being able to rise above the levels
that“might be considered "normal® in relation tc its ropulation, income
level, degree of urbanizatién and import cocf{ficicnts, Similary, a study
of the trends of these variables shows why those countries where the level
of industrialization is still low are to be found in practically every
categery, including the two extremes.

In the light of these and other factors it is cifficuld to accept

the validity of any generalization put forward as to the industrial
development of Latin America as a whole., WNevertheless, at the risk of
over-simplification, on the basis of the series of considerations presented
in the course of the present chapter it can be concluded in general that
the contribution of manufacturing has been important in a nunber of ways,
but that at the same time industrialization has nct succeeded in attaining
eithér the vigour or the patterns called fof by the sxisting situation

in the region. Thus, for example, it can be steted that industrialization
was an offective means of aoverceming the limitations on general development
respltiné from the unfavourable behaviour of the external sector, through

/successful efforts
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successful efforts at import substitution, but less effective in replacing
the external sector as the stimulant to a self=sustaining growth; that pey
capita manufacturing, though it increased significantly, did so at rates
that were very modest in relation to the increase in urban population,
especially in relation to the evolution of the total per capita supply

of marufactures; that although there was a steady increase in the absolute
rumber employed in manufacturing, the percentage of the total active
population absorbed by industry was rather modest in comparison with countries
in other regions, while its contribution to total urban employment declined;
that the diversification that had accompanied general industrial growth had

- had contradictory effects, because an excessively wide range'of finished
goods was produced, while there was a lag in the consolidation of

activities aimed at the production of intermediate gools, with & resulting
increase in the vulnerability of the Latin American economies to fluctuations
in the capacity to dmport; and that industrial development did not appear
to have contributcd much to improving income distribution, or cconomic
integration, either within the varicus countries or at the regional levels

Within this general picture there were a wide range of individual
situations, ranging from countrics where manufacturing ceme to represent
a considerable proportion of the total domestic product, to others where
its contribution remained very low; and from countries that had achieved
a considerable degree of self-sufficiency for most manufactures of durable
and non=durable consumer goods, and a substantial range of capital goods
and important intermediate goods, with a view to entering on more complicated
production lines, to other countries where there was not as yet sufficient
consolidation of the so-called traditional industries,

Furthermore, this wide range of situations appears only partly related
to the respective per capita income levels; on the other hand the absolute
population size,-théalevel of urbanization and the dsgree to which import
substitution needs were pregsing, were all important additional factorse
However, some of these factors héve recently shown clear signs of
weakening, a phenomenon largel; attributable to the levels already reacheds
Thus, for example, in some of the countrigs of the region the present import
coefficients are among the lowest in the world, and consequently substitution

can hardly continue to be a major dynamjc factor for further industrialization.

/Similarly, the
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3imilarly, the concentration of population in a fow urban centres hasg
also Lecome in relative terms a choracteristic of Latin america, even more:
sc than in the industrializ.d arezs of the werld, and this ncs led to
incrcasing concoern with the formulation »f pelicics ained at o nerc
balanced regional developments

These and other factors lead to the belief That Latin Ameriean
industrialization is faced, or will be shortly, with a basic need for
reorientation and reliance on stimuli other than those that have played
the main part in its past‘development. Moreover, it is important to
point out that despite the various very differcunt levels and stoges
of industrial development that exist in the countries of the region,
the need for recrilentation seems to be arising at the seme moment in
most of them, The countries with the largest domestic market 2re generally
‘those that have gone furthest with import substituticn and where
" industrialization has reached the most advanced stoge, and thus to makeo
any further progress in existing conditions’poses new problems, and could
mean increasing sacrifices in terms of productivity and efficiency. In
the countries with intermediate levels of population and income, where the
same limitations arise at less advanced stages of the nrocess, the
possibilities of import substitution have largely been exploited, and at
the same time there is a substantial degree of industrial diversification.
The countries where the external sector is still relatively important,
and where consequently there weould seem to be a broad field open for
substifution actlvities, are in fact those in which the size of the domestic
market imposes the most severe limitations, even at the earlicst stages
of development through which they are now pessinge

There are, of course, exceptions. It can happen that in one country
a relatively large population and high income level exist in conjunction
with import subsitution possibilities that are still extensive, while in
others there may be a conjunction of adverse factors. Any such comparative
evaluation as that presented ahove necessarily reveals that some countries
are more favourably situated than others, with respect to cevelopment, but
the important point to note is that in present cénditions the favourable

or unfavourable nature of these different situations does not appear to

/be necessarily
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be necessarily associated with the size of the coﬁntry or the stage of
industrialization it has reached, As has been seen, in the differentiation
of. categories based on the ratios between the actual and "theorctical®
values of‘the'industrial procduct, they are shown as equal’in the varidus
groups of countries at different levels of industrialization, which supports
the conelusion that the problems invelved are fairly widespread throughout
the regione | .

. If this i1s so, it would mean that earlier industrialization necds
will be either re¢placed or aggravated by‘others. For example, if commodity
exports continmued to expand shortly there would be, in additjon to the
earlier need for import subsbtitution, a need to intreduce menufactures into
the traditional flows of Latin imerican exports, eithcr to othor Latin
American countrios or to areas outside the region. In addition, rroviding
employment will continue to call for some cohtribution on the part of
industry, in view of the unemployment that already exists in the larse
towns, and at the same time one of the most cdifficult to mect, because
of the new stages of industrial develogment that must be embarked on,
and the absorption of more modern technclogies that will be involved,.

Even if there is a reasonable measure of success in prouoting manufacturing
exports, the external sector's failure as a stimulus to the rest of the
gconomy means that the manufacturing industry will have to take over more
of that function, and must not be content merely to respond passively to
the stimulus of demand in existing conditionss This has important
implications as regards patterns of induétfial development, especially
in relation to the industry's capacity to trenfer to the sconomy as
a whole part of the benefits of its technical progress (inter aliz, thfough
its relative prices).

The outcome will not, of course, be determined wholly by what can
be done within the manufacturing industry, The restricted markets, for
example, are largely due to the lack of rural development‘and‘to the
institutional factors that are responsibié, and in more general - terms
to the pattern of income distribution, A4 progressive redistribution of
income would not only have & considerable effect on the total demand for

/mammfactured goods,
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manufactured goods, but would also stimulate the demand for mass
consumption manufactures by giving a more dynamic character, at least
temporarily, to the industries now termed the slow-growth incustries,
which are also the industries that can most easily ahsorb manpower.
Similarly, the development of industrial activities with a view to
exports will raise standards of efficiency not only in the industrial
sector, but also in the sectors that will have to supply the raw
materials and ancillary services needed.

Nevertheless, despite recognition of the industry's dependence
on conditions in the general economy within which it is developing , it
must be concluded that it is, by its very naturc, called on to provide
the main impetus to the structural changes nceded, as responsibility which
it has not properly fulfilled in the past.

/Chapter II
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Chapter II

PRESENT CHARACTERISTICS OF LATIN AMERICAN INDUSTRY

The intensity and nature of the past process of industrialization,
as reviewed ahove, have stamped on latin imeriean industry many
of its present distinguishing features and caused the radical disparities
noted between the various countries of the region, To specify these
‘characteristics and to systematize the principal basic data supporting
them cre imperaetive steps towerds clarifying the m:jor protlems
and substentizting a few recommendetions at least concerning the besic
prineciples that should be emphasized or embodied in the industriel
policy hitherto pursued,

That, then, is the aim of the present chapter, although the
considerations dwelt on will necessarily be limjted, by the quantity ol
information and basie background data available, to certain of Lthe rosb
important facetss The fLirst siep will be to classify what may be '
defined as the "industrial establishment", in terms of the following:
numbers and size; the importance and distinctive features of artvisan
industry and manufanturing industry proper, and - within the latter categery -
of what. is'generélly termed small, medium and large-scale industry; the
structure of the industrial establishmeht according to the level and
- composition of manufacturing production; its legal status; industryis powers
of organization and administration; and so.on,

- This will be followed by a study of the essential facts relating to
industrial canital. In particular, an attempt will be made to sumnarize
the available background data\gn the total capital accumilated by industry
and the relationship between capital and the manufacturing product; the
compogition: of industrial capital by types of assets; the level of capital
formation according to size of establishment and types of activity; ard,
especially, the degree of efficiency with which the available capital is
being used; in other words, the utilization of installed capacity and
the factors influencing it,

/The third
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The third section will deal with indusirial employment, including
the most simificant classifications and endeavouring to define their
.characteristics: employment in the artisan and factory sectors, its
‘ distribution by branches of industry and employment .categories, etc.

. Essential background data will be gathered.on the skill and level of

training of the industrial labour force and on the special manpover
training programmes being carried out in the region, as well é.a on the
wages and general working conditions of the econamically active population
employed in the manufacturing sector, including aspects dealing with its
trade union organization and negotiating capacity.

Cnce the main factors of production utilized by industry have been
thus analysed, it will be time to review the results of industrial
activity in recent years, on the basis of essential data relating to the
level and structure of manufacturing production, as shown by the latest
industrial censuses or surveys undertaken in the various Latin Ames:ican
countries, | ,

-This over-all analysis will be supplemented by scme brief studies
on Spécific bra.ncﬁes of the manufacturing sector which are oi particular
importance in the exdsting context of Latin Amerisan industry. Since the
aim is merely to illustrate, .from the standpoint of certain specific
| sectors, the nature and wide range of problems which may be implied in
the over-all analysis, such studies will be confined to a few indusi~ies
that are representative of diverse situations, e.ges textiles, pulp and
paper, chemicals, steelmaling and metal transforming. .

Based on the background data for demestic production and foreign
trade in respect of industrial products, an effort will be made to present
as complete a picture as possible of the supplies of mamufactures, in overe
all terms and by types of products, according to both origin (by branches
of industry) and use (intermediate products, consumer goocds and capital
goods)s This will help to -ascertain the present position with_ raspect
to the level and structure of consumption of manufactured products and
the proportion absorbed by domestic production and imports in meeting
the supply needs in different categories of industrial products,

/Lastly, attention
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Lastly, attention will be paid to one of the major problems
confronting Latin American industry, namely, its high cost and price
levels. In addition to evaluating the relative prices of manufactured
goods on the-regional'markets in Quahtitative terms, an effort will be
made to discover how far those prices are determined by equally high
production costs, and to examine some of the factors which might be
considered reSponsible.

ao sum up, the aﬁm is to supplement the analysis of past events
presented in the previous chapter by an essentially desceriptive and
systematized analysis of data concerning the present status of industry,
with a view to achisving & meve comprehencive interpretetion of the regionts
industrial develogment process which,.tOgether with the analysis of
industrial policy dealt with in the following chapter, will meke it
possible to forecast some of the problems and reguirements that might
arise in éubsequent stages of Latin America's industrialization.

1, The industrial establishment

According to the latest industrial censuses or surveys availatle
for 31ghteen of the twenty Latin American countries, the region!s industry
at present comprises just over hO0,000 units classified as "industrial
establisiments", The characteristios of those units, in turn, mey be
considered one of the most illustrative signs of the present status of industry
in Latin America. Nevertheless, over and above the reservations formulated
below in respect of their nﬁmber, an attempt to establish the
characteristics of the industrial establishment as defined in its broadest
sense is hardly warranted, inasmuch as it would simultaneously cover both
traditional and newly established activities, units with outmoded
production methods and others where upeté-date techniques had been
introduced, in proportlons varying in line with the noticeable disparities
between the.various.coﬁntries of the region, Rather than an over-all
typology, therefore, what is required is an effort to establish
distinguishing features which vill take'into account at least some of the
main differentiating factors within that wide range of situations.

/The difficulty
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The difficulty of doing so on the basis of census data or information

" provided by the available industrial surveys is obvious, even in regard to the
total number of establishments and their distribution by countries (see table 5\
Some countries record only establishments employing five or more worksrs;
others insist on the additional requirement that only establishments

whose anmual production value exceeds a certain level should be considereds
others, again, include a specified number of establishments employing

less than five persons, but in one case the limit extends to ten workers;
often the information covers an unspecified number of establishments
amploying from one to four workers, and in one instance "industrial units"
which employ fewser than five persons but may consist of more than one
establistment are recorded, Moreover, wherever the data cover all types

of establislments, it may easily be assumed that the list includes a very

Low proportion of the total number of small establishments,

Within this complex of heterogeneous information, it would be useful
first to drav a Gistinction between two levels of industry, based on
radical disparities in their methods of organization, size, productivity
and other characteristics, These levels are the "factory industry"
vhich is usually defined as including establishments that employ at least
five workers, and the "artisan industry", which is the term used to
describe units employing fewer than five persons.;/ The previous chapter
makes it clear that, broadly spesking, artisan industry bhas graduvally
shrunk in relative importance as the process of modernization has forged
ahead in the region. Yet it is still very important in absclute terms,
and certainly far more so than might be inferred from the figures in
table 5, in those countries which include it only in part, Other estimates
obtained from different sources (mainly population censuses) conclude that
artisan employment still covers about 4.5 million persons, that is, only

1/  Thus Martisan industry" is a fairly broad and smbiguous term, since
the artisan sector proper includes the traditional cottage industry.
Some countries prefer to call it "unregistered industry”, i,e.,
that whieh owing to its size is not covered by regular industrial.
statistics; while, admittedly, it mzy include & certiin number of .
industrizl estzblishments which for one reason or enother escape
constant statistical coverage,

/Table 53
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NUMBER OF INDUSTRIAL ESTABLISHMENTS BECORDED IN THE LATEST INDUSTRIAL

CENSUSES QR SURVEYS. OF EYGHTEEN LATIN AMERICAN COUNTRIES

T——r

— a

Number of
Country Sourse of information egtablisha Catopory
ments
Argenting, 1954 Industrial Consus 148 371 Including 72 780 esteblishments
employing no labour and 64 978 with
up to 10 workers each
Bolivia 1957 Industrial Statisties 1 284 Inoluding an unspecified number of
establishmonts employing under
% workera
Erazil 1960 Indystrial Census 108 163 Including 66 301 establishments
employing from 1 to B workers
Chile 1957 Manufasturing Census 5 854 Covers ouly establishments eupioying
5 workers or over
Colombia 1960 Industrial Survey 10 446 Including 3 200 esteblishments
employing from 1 to 4 workers
Coata Rina 5/ 1962 Industrial Survey 780 Covers only esteblishments employling
h warkers or over
Dominioan Republis 1960 Industrial Statistics 2 349 Including an unspecified number of
esteblishments employing under
5 workers
Esuader 1961 Industrial Survey 522 Covers only establishments employing
over b workers, and having an annusl
production vaiue of more than
180 000 suores
El Salvedor 1962 Industrial Survey 1 658 Covers only astablishments omploying
. 5 workers or over
Guatemala 1962 Industrial Survey 2 078 Covers gnly establishments smploying
5 workers or over
Henduras 1962 Industrial Survey 510 Covers only establishments employing
5 workers er over
Mexi 00 1960 Industrial Census 100 335 Including an unspoaified numbar of
establishments employing under 5 workers
Kicarsgua 1962 Indust®al Survey 567 Covers only astablishments employlng
5 workers
Paname 1958 Industrial Survey 2 033 Including 1 5;30 establishment employing
' under 5 workers
Paragusy 1958 Industrial Cengus 2 732 Including 1 5956 establishments
employing from 1 to 4 workers
Peru 1960 Industrial Statistics L7 Inoluding 319 establishments employing
under 5 werkers
Uruguay - 1959 Industrial Statistles 27 548 Including an unspecified number of
establishments employing under
. . 5 workers
Yenezuele 1961 Industrial Survey 7 591 Covers only vhat ere elassified as

"industrial units" (vhich can consist
of more than one establishment)
employing over 5 workers

g,/ The dete for Costa Rlog, El Salvador, Gua.tema;la., Honduras and Nioaragua. have been taken from the
fentpal American Industrial Survey earried sut by the Joint Central American Programming Mission,

F I PRI S T T
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slightly below what is classified as employment in manufacturing proper
(seme 48 million persons), Furthermore,:similar sstimates indicate

that the disparities in productivity ~ in terms of value added per
_worker - between the artisan industry level and the factory industry
level averaged a ratio of 1 to 8, which implies that the distinction does.
not depend solely on size, but also on wide differences in quality.

. To go into the nature of these qualitative differences would mean
delving into-a problem about which very little is lmouwn, although it
affects a-considerable propertion of Latih Amerlca's population, and no
doubt presents, in its turn, widely differing circumstences. The image
of an artisan industry representing a certain cultural tradition and
involving elements of artxstic creat1Veness, which is of lasting value
and consequently deserv:l.nc of systematic measures to stimulate and
protect it, may be valid for only a small fraction of the total,
established in the andean countries (Bolivia, Ecuador, Peru and part of
Colombla), Contral America and certain parts of Brazil and Mexico, On the
other hand, within the sector weighing most heavily in terms of employment
and not included in that category, a distinction should be drawn between
activities which are, in essence, M"industrial services", such as
maintenance work ‘(primarily of motor vehicles) and repair workshops
(including shoe-mending), and manufacturing activities proper, Uithin
the latter category yet a further classification can be made: first, what
can be regarded as‘pré;manufacturing production, which is sometimes
supplementary to agricultural work, and other activities consisting in
the rougﬁ processing'of’manufactﬁres susceptible of being industrialized,

,‘which; even if a propOrtion might develop to the level of the manufacturing
industry, are generally condemned to disappear as industrialization
_advances; secondly, what might be termed "competitive artisan industry’,
which co-exists with manufacturing activities whenever the latter operate
on the basis of relatively high costs and prices; and, thirdly, a type

~of" "sypplementary artisan industry", which absorbs the benefits of
modernization and is closely linked to the manufacturing industry level
through the supply of parts or inputs in whose production econcmies of
scale are not applicable, )

| - /A distinction
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A distinction of this kind, sven ¥ it coniot ke t atisnted or

(.’;

defined on the basis of guantitative data. is ".mdoubtedly eful in
providiag a clearer insight into the -industrialization process and into

the formlation of more effective industrial development volicies, and thus
constitutes an improvenment on the bread generalizations all too frequentiy
wade on this subject, In any case, it might be as well to add o few partial
figures illustrating the forms ef artisarn industry likely to predominate

in Latin American countiies or reglons at varying stages of ndust“1ml
development.

The ratio of factory productlivity to artisan productivity - wﬁ*ch,
as previously stated; would appear to average 8 to 1l in terms of value
added per worker .. seans on thz whole to be very wuch underestimatesd in
industrial statistics, which probably cover only whol is usually called
the "improved artisan levelV, easily covered by censusess but even 30, the
differences between specific siiuations may be regoarded as significant,
Thus, for example, employment in manufacturing proper in the five
Central Americsn countries is estimated at about 150,000 persons, whlle
artiszn employment is over 210,000; without regard to the eaplceyment ratio
between the two levels - in which the artisan figures are undoubtedly
vnderestimated - it is interesting to note that the ratio between them,
in terms of value added per worker, would thus be A to 1; while in
Colembia.it would be 3 to 1 and in Brasnil only 2 to 1, Although such
rnsult% are inevitably affected by the exient of uhe statistical coverage
for tne artisan sectorvmf they probably also reflect certsin qualitative
differences in their internal structure, as dsterimined by a growing share
abeorbed by the competitive artisan indusiry first, and by the

supplerentary artisen industry at a later stage of induat:ializationéz/

g/ The incdustrial statistics used for Colombia cower only some
10,000 persons at the artisan levci, compared with nearly 280,000 3in
the factory sector; while the ¢1gures for Brazil (taken froa the
1960 Census) are 150,000 and 1,6 million, respectivelye

@/ For the same reason, the industrialized econcmies, particularly in
Europe, elso record a significant proportion of employment in
establistments with fewer than five worlkers.

/In any
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In any case, it would bs wrong to assume that there has been an
abrupt change in the cheracteristics of the artisan and factory sectors,
defined as they are on the busis of an arbitrary standard of f{ive workers
per establishment, This nrompts the need alsc to try to analyse certain
distinctions within the factory industry itseif. To that effect; an
estimate of the number of monufacturing establishments existing in
Latin America should be taken as the point of departure (see table 6).

Unfortunately, only in the case of certain countries zre the data
available sufficiently detailed to permit some grouping of those
150,000 manufacturing units so that a study can be made of the intermal
structure of this sector, Of the 42,500 manufacturing establishments in
Brazil, for example, somc 20,600 employ between 5 and 9 workers, and
more than 10,000, from 10 to 19 workers; while only 170 apparently have
more than 1,000 workers per establishment, If, for purvoses of comparison,
they are grouped in what are usually defined as small industry (employing
from 5 to 20 workers per establishment), medium industry (20-100 workers
per establishment) and large~scale industry {(cver 100 workers per
establistment),their distribution would be as follomm:é/

- -

Number of Number of

establisiments workers employed
Small industry | 30 T7L 243 733
Medium industry | 9 010 370 254

Large-scale indusiry 2775 1 005 109

L This grouping, which will be referred to again repeatedly. is
admittedly arbitrary and of questionable validity, In particular,
100 workers per establislment may be considered a very low figure for
large—scale industry. The only reasons for adopting it are the
possibility of a homogeneous grouping of the different census
tabulations available and the fact that this has been the criterion
used in certain nationel studies serving as a basis for other
considerations which are presented later, In general, it should be
noted, too, that employment on its own is not an arpropriate criterion
for classifications of this nature, whic¢h ought to take into account
other important characteristics as well.

/Table &
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ESTIMATED NUMBER OF MANUFACTURING ESTABLISHMENTS IN EICGUTEEN LATIN LMERITAN

COUNTRIES ACCORDIKG TOQ THE LaTEST INDUSTRIAL CENSUSES 0a SURVEYS

Numbsr of
Country astablish- Source of Infermation ond nature of estimate
menta
Argentina .31 €00 1952 Industrial Caensus, excludlng establiah-
ments employing no labour end two-thirds of
thosse with under 10 workevs
Bolivia 1 000 Patimete based on 1957 Industrial Statistics.
exeluding an unspecified number of establish.
ments employing under 5 worksys
Brazil Ll 038 1960 Industriel Census: establishments
employinz § workers or over
Mile 5 854 1957 Menufasturing Census
Coleombla 7 166 1960 Industrial Survey, excluding estahlish-
ments employing under § workers, ccoording
. to the the esames Survey
Coste Rica 780 1962 Industrial Survey
Dominican Republio 1 160 1960 Industrial Statistics, excluding
a rough estimate of the number of establishe
ments prebably employing under 5 workers
Ecuador 1 000 1961 Industrial Survey, to which figure is
added a rough estimzte of the humber of
establichments probably employing S or
6 workers ‘
El Salvaedor 1 658 1962 Industrial Survey
Guatemala 2 078 1962 Industrisl Survey
Honduras 510 1962 Industrisl Survey
ilexico 32 535 1960 Industrial Census, exeluding an
gstimated number of establishicents employing
. undsr § workers
Mearague 567 1962 Industrial Survey
Panara L33 1958 Industriel Survey, exoludivg establish-
: ments which, acoording to the came svurce,
erploy under 5 workers
Paraguay 1 136 1958 Indusipial Census, excluding estaﬁlish-
wentu whish; ascerding to the same sources,
empley under 5 workers
Psru 3 255 1960 industrial Statistics, sceluding the
919 establishments which, according to the
survey, employ under § workers
Uruguey 5 000 1959 Industrial Statisties, excluding a rough
estimate of the nurber of estuezblishments
prebably enploying under 5 workers
Venezusle 7 531 1961 Industrial Survey
Total 1”2 351

/Aceordingly, in



ST /TOLA/Conf o 23 /Le2
L/CNel2/716
Page 104

BAccordingly, in terms of employment, large~scale industry in Brazil
apparently represents a little over 60 per cent of the fectory sector as a
rvhole, and small industry only about 16 per cent, Bub most significant of
all is the nature of certain relationships which might well imply substantive
qualitative disparities betwesen those groupings. In this respect, if
consideration is given to two basic indicators - value added and available
installed capacity (in terms of HP) per worker ~ the somewhat surprising
conclusion would be reached that there is a great similarity between small
and medium industry; by contrast, the differences between these two and
large-scale industry is apparently far more pronounced, While the value
added per worker employed in medium industry is less than 15 per cent
higher than the figure for small industry, it is 30 per cent lower than
the average for establishments employing over 1CO persons, The same
similarity between the first two groups and an even wider disparily with
regard to the third group are noted in the distribution of installed
capacity: +the number of HP per worker is 2.2, 2,4 and 3.3 in small,
medium and large-scale industry, respectively.

The infomation on Chile, although not up to date (it is taken from
the 1957 industrial census), indicates an even smaller difference between
the first two factory sector groups - which represent 15 and 27 per cent
respectively in tems of employment ~ and a notable gap between them and
large~scale industry. While the value added per person employed in medium
industry is less than 25 per cent higher than the figure for small industry,
it is over 50 per cent lower than that for large-scale industry. The
difference in installed capacity per worker 1s also far smeller between the
first two groups than between medium industry and the group of establishments
employing over 100 pPersons.

Table 7 summarizes this information, together with other comparable
data relating to the group of five Central American countries, and
Colombia and Venezuela, It will be noted that the situation cobserved in
Erazil and Chile is repeated in the last two countries, although the
difference between small and medium industry is greater, In Central America,
for its part, the disparity in temms of value added per worker (there are
no figures available for installed capacity) is quite clear if small
industry is compared with medium industry, but there 1s little difference

between the latter and large-scale industry.
/Table 7
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Table ¥

SOMs STﬂﬁCTURﬁL CHARACTERISTICS OF THL FACTORY SCCTOA OF MANUFACTURING INDUSTAY IX
SELECTED LATIN AMERICAN COUNTRIES, BY SIZE OF ESTABLISHMENT

Central

‘Brazil : Chile Colembia Venezuzla
Asmerlea
(1950 (1962 (1957 (1960 {1561
Census )} - Survey ) Caasus ) Survey) Survey )
Structure of fastory sector '(perceen-tages
of total employment)
Small industry . : 16,4 25.5 15.4 18,7 366
Modium industry - - 22,5 37,4 27,14 97.2 26,1
Large-soale industey ' . 6lel 37.1 57.2 54,1 3743
Valug added per worker ratios a/f
Spall industry - 100,0 100,0 100.0 100.0 100.0
Medium industry - ‘ 114, 9 207.5 124.5 169.7 kb2
Lerge-scale lndustry : 45,5 259.7 18,7 239..7 T o2ok,9
Inztalled eapaclty per worker ratios _1'3/
Smell industry - 100,0 - 100,0 - 200,0 100.0
Medivm industry 109.1 . 1.2 -~ 153.8 212.5

Large-scele industry. . . _ 150.0 - 2294 315.4 §18.8

2/ In the currenoy of the seperate countries.

b/ HP per worker.

/The general
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The general wiformity in the relationships betwsen the value added
and available installed cepacity per worker in the three factery sector
groups and the widening of the disparity referred to industrial development
advances, suggest the exdstence of certain fundamental elements in the
pattern of Latin Americals industrialization process. To identify them
i1s no easy matier, however, ond may require specific and far more
detailed research, Merely by way of a hypothesis, it might be concluded
thaty in general, it is a process of technological absorption circumscribed
essentially to the new major projects, which presents clearly distinct
features at the level of large-scale industry;éj but in which medium
industry participates to a far smaller extent, since its techniques;
organization and productivity are still largely traditional, barely
differentiating it from small industry. Moreover, the mediwm-sized
industrial establislment, instead of being a homogeneous production unit, .
ofter represents the grouping together of a wide range of production lines,
each of which retains its virtually artisan characteristics,

Furthermore, these are matters upon which any generalizing in
respect of the menufacturing sector as a whele is open to cuestion, and
which would therefore call for studies at the level of specific branches
of industry, particularly if it is borne in mind that the relative
importance of each branch in the whole structure of industry differs
widely between one country and another,

For the same reason the serious disparities in the level of
industrialization attained by the various Latin American countries are
not reflected in equally sharp differences between the average employment
figures for each manufacturing establiishment. Some countries which have
made more headway towards industirial development are among those
registering the highest figures (an average of a little over 37 workers

per esteblishment in Argentina and Brazil); but they share that position

é/ The exception represented by Central America, itiere a comparatively
small number of establishments is affected, is probably explained by
the inclusion in lerge-~scale industry of traditional activities .
recording a low proportion of value added in the preduction process,
as happens, for example, in the sugar plants and other similar
activities producing primary commodities. In this respect, it might
be as well to emphasize the reservations set out in footnote 4 to
this chapter, ,

fwith other
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with other more backward countries in this respect (nearly 40 workers
per manufacturing establishment in Peru and over 35 in Nicaragua)e
Conversely, relatively low ratios are recorded simultaneously in countries
with a higher or lower level of industrial development (for example,
lMexico and Paraguay present the same average of less than 25 workers per
establishment). This is so wherever certain traditional branches of
manmufacturi ng production tend to be organized in large units, whereas
other typically up-to~-date dynamic sectors do not necessarily involve 2
 high employment density per establishment. This consideration is
strengthened by the absence of a-sufficiently close relationship between
the average size of the establishments for each branch of industry and
the pertinent figures for installed capacity per worker, In Brazil,
for example, employment figures. per establishment are considerably higher
than the average in such sectors as rubber and pulp and paper -~ which also
register a relatively high level of installed capacity per worker —, as
well as textiles and, in particular, tobacco, where the installed capacity
ratic is well under the average. On the other hand, the chemical industries
-~ whose¢ heterogeneity tends to detract from the significance of the
average figures, which in this case also include those for petroleum
products ~ present the same average of level employment per establishment
as the factory sector as a whole, but the relationships in respect of
installed capacity per worker are notably higher,

Cnly for Colombia are data available on those relationships that
may be classified at once by branch of industry and by size of establishment,
which again seems an éssential requirement if the question is to be
analysed'moré accurately. The want of similar information for other
Latin American countries, for its part, makes it difficult to extend the
comparisons to economies outside the region, which would facilitate a
broader evaluation of the typical features of Latin Amsrical's manufacturing
establisiments reviewed in this study, ‘ o
- Furthermore, in addition to the disparities between the characteristics

of actual production in manufactwring establishments, there are others
which also constitute important factors illustrating ths e:dsting picture
of Latin American industry, as, for instance, in its legal status, a point

which is dealt with briefly below,
/The background
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The background data assembled in table 8 for four Latin American
comtries -~ Argentina, Brazil, Chile and Colombia -- are suificiently
illustrative, though not strictly comparable, since the figures for the
first two include a sizable proportion of artisan establishments, while
in Chile they refer exclusively to factory establishments, and in Colombia
to a limited number of units employing fewer than 5 workers per
establishments Even so, it is clear that the individually-owned enterprise
easily predominates as a form of legal status, if consideration is given
to the proportion it absorbs of the total numbsr of registered establishments;
while, on the other hand, its share is scmewhat insignificant in terms of
employment and, still more so, of value added. The stock company form of
organization, for its part, although it would seem to comprise a fairly
limited number of establishnents, accounts in every case for the largest
proportion of the total value added, WMoreover, for the reason given
above, with the exception of Chile the proportion of stock companies with
respect to the total number of manufacturing establishments proper is
apparently much larger than would appear from the table, i.es., over 10 per
cent in Argentina (with the additional reservation that the pertinent
information is by no means up to date), about 18 per cent in Brazil and
nearly 7 per cent in Colombia, Among other forms of associations, which
in general represent approximately one-third of the total in terms of
establishments and employment, and a little less in terms of value added,
limited liability compenies easily predominate,

The general similarity between the proporitions indicated might lead
one to associate these forms of legal status with the levels of small,
medium and large-scale industry reviewed above, and thus to complete an
image of the first system as a typically individual enterprise, of the
second as largely family—type associations; and of the third as the major
impersonal enterprise, to whose financing a large number of persons
contribute and vhose management is characterized by a wide delegation of
powers, However, such a picture would hardly corresnond even partially
to the facts, for several reasons., In the first place, the limited
requirements imposed on the stock company make this form of legal status

sccessible to many mediume~sized enterprises, besides the fact that at
/Table 8
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FCRM OF LEGAL OnGANTZATION OF INDUSTRIAL ESTABLISHMENTS IN SELECTED
LATIN AMERICAN COUNTRIES

éggentin& {1954 Census) &/

Nunber of éstﬁblishments

Percantage of total numbepr
of eatablishments

Fersentage of total employment
Persentage of total production value

Brazil (1960 Census)

- Number of establishments

Parcentage of total number
of estahlishments

Parcentage of total employment
Peroentage of total walue added

Chile (1957 Consus )

Humber of establishments

Percentage of total number
of establichments

Peroentage of total emplbyment
Persentage of valus added

Colombia (1962 Industrial Statistics)

Number of estsblishments

Percentage of total number
of establishments

Paroentage of total employment
Poreentage of total value added

Privets enterprises

Publio
Individual Stook - Other enter—
enterprisas campanies concorns prises
85 997 3 273 60 926 1 478
66,6 2.2 - k0.1 1.0
14,8 35,3 363 13,5
10,9 b2,2 6.4 10.3
66 657 7 sy 35 o7l 1 149
604 64 31.8 1,0
14,3 57,4 2649 . 1.0
745 68.5 23.5 065
3 190 . b5 2 205 b/
54,5 7.8 37.7 5/
23,2 Ls.2 31.6 [-74
14,1 63.2 22,7 b/
7 977 Al 3 241 b/
66.7 L2 2901 b/
21.7 15,7 42,6 b/
8.4 53,2 8.4 b/

e/ Inoluding extractive indusiries,

b/ Hot olassifiéd separetely.

[scme time
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some time or another their change-over te this legal system has been
deliberstely encouraged by means of taxation. Meanwhile, the very lack
of any major requirements enables them Lo continue operating, to all
intents and purposes, as individual or family enterprises, without absorving
- except purely as a matter of form - the procedurss for delegating
authority, and cthers considered typical of the stock company. Even if
nearly all the major establishments, in their turn, are stock companies,
often neither their size nor their legal status prevents them from constitubing
de facto family enterprises. Thus, there are many mzjor enterprises in
which a high proportion of the shares is concentrated in the hands of a
small group of persons; the shares themselves are not sold on the stock
market , nor are they open to public subscription; and major policy and
management decisions are adopted on the same lines as in a limited liabiiity
companyoé/
Under the circumstances, the most advanced forms of legal status are
not necessarily compatible with the modernizstion of production organization
and business administration methods: In turn, the persistence of personal
avthority, together with the elements of tradition and paternalism it
involves, sometimes result in perhaps excessive enphasis being laid on the
theme of the "entrepreneur" as a fundamental facbor of Latin Americais
industrial development.
The technological disparities noted between different industrial
levels suggest a superimposing process rather than the progressive promotion
of enterprises to a higher level. This phencmenon deriving among other things
from the difficulty of securing funds, tends to be associated, in turn, with
inadequate "entrepreneurial capacity's The same factor is usually regarded
as partly responsible for other adverse characteristics of Latin American
industry, which will be studied in the followirig sections of this study,
including its lack of "agressiveness" in cornering new markets or expanding
lines that supplement other manufacturing activities, its adherence to
protectionist mechanisms and the scant progress it has made towards improving
productivity and efficiencyo

&/ Some characteristics of the capital markets in Latin America will be
described in detall in the review of industrial policy and, specifically,
of financing problems in chapter IIT, which will permit a clearer
evaluation of the nature of a substantial proportion of the industrial
stock companies in Latin America.

/hdmittedly, entrepreneurial
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Admittedly, entrepreneurial capacity is an iﬁportant factor of
industrializétion, but at the same time it would be going too far to
consider that entrepreneurial action alone is responsible for the dynamics
of the process. Among other things, it is doubtful whether ths question
can be expressed iﬁ terms of the ouality and quantity.of entrepreneurial
resourcés, which would be tantamoﬁnt_to défining in the avstract certain
ideal prerogatives of the entrepreneurial role, whereas the latter cannot
be separatéd, in the last analysis, from the specific conditions under which
development takes place in each particular case. Economic growth itself
is, in fact, accompanied by a growing mobilization of managzment capacity
which scemed not to exist prcv1ously, and, therefore, can logically be
assumed to exist in latent form. What is more, diverse fragmentary research
has recognlzed the existence of particularly valuable "entrepreneufial
talent" even at the level of the small enterprise.

If that is so, it is 1mportant to take cognizance of those charucter-
isties of the Latin .merican environment on which the materializing of
existing entrepreneurlal capacity depends,.in addition to the basic character-
istics relating to the limitation of access to technical resources and
capltal l ‘ ‘ - L

The most 1mportant feature of all is the uncertainty deriving not
cnly from polltlcal factors or generel economic conditions, but also Irom
the lack of preciéion, internal cohsistehcy and steadrastness in industrial
pelicy., An inevitable consequence of themélimate‘of uncertainty and
insecurity, in those coﬁntries in Whicﬁ it existé is that enltrepreneurs
tend to evaluate their opportunltles and to adopt decisions on the basis
of immediate con51derat10ns, llmltlnﬂ their predlctlons to very restricted
periods, Thus dEClSlonS ‘apply only to the short term, which in itself
necessarily 1mplles_the lack of MaggressiyenessM noted in entrepreneurlal
éction. ) _l o . - A |

' Tﬁe 1ong-termﬁprédictions and far-reaching decisions concerrning new
industrial developments are reserved, by force of circumstances, for
7governmeﬁt.institutions, which sefves to reinforce their role as promotors
of industry, either by provldlnt the proper 1ncent1Vcs or, in some cases,

by creatlng the enterpr;ses directly. Indeed the initiation of a large

/number of
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number of heavy industries in latin America is linked %o public enterprise,
whether they retain the status of State enterprises or are trensferred
wholly or in part to the private scctor.

Accordingly, the short term criteria underlying private decisions,
pecause of the climate of uncertainty among other reasons, as against the
possibilities open to public agencies of predicting over the long term,
usually result in the following distribution of entrepreneurial resources:
those having a high level of technicsl training but lacking in practical
experience are concentrated in State institutions, where their main function
is programming, while those with more pragmatic training are to be found
in the direct operation of private enterprises. The usual distinction
between the public and private sector which is typical of the operation of
mixed economies does not therefore ultimately limit the availability of
entrepreneurial resources, which are actually found bcth inside and outside
the enterprise as such and often move from one sector to the cther,

- This differentiation between entrepreneurial resources according to
their skill leads to the conclusion that; from the standpoint of the
private sector, the overcéming of such uncertainty would not suffice to
back longer-term decisions; that would also reguire zsdecuate financial and
organizational capacity to abscrb the technical personnel trained for that
type of work, and such capacity is often beyond the possibilities of the
small and medium-sized enterprises.

These and other factors help to explain the difficulties hampering
the small and medium concerns in their evolution towards industrial
projects of broader scope, while the éuper-imposition of levels with varying
structural characteristics referred to sbove is maintained., Under these
conditions large-scale industry, except where conditions are particularly
favourable, can only flourish usually as a result of deliberate State action to
promote it, of direct fureign investment, or of the association of the latin
American privete entrenreneur with foreign capital or technical acsistence.

There will be occasion later to revert to this subject, particularly when
dealing with industrial policy and the forms of relationship existing between
the private sector and industrial pléenning mechanisms., For the time being,
the intention is nerely to establish these general considerations to the extent
that they help to explain the typical features of industrial establishments

at different levels of industry.
/2, Industrial
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2. Jrdustrial cspital

The shortage of capital is often regarded as. one of the main
obstacles to a more rapid expansion.of Latin American industry, and the
particularly heavy inecidence of capital charges as one of the principal
reasons for the High costs of producticn in many branches of the region's
manufacturing activity, GCapital is thus a key factor, and a searéhing
study of its intensity, composition and utilization should form a |
structural‘part of any analysis of the present industrial situgti5n,

Unfortunately the possibilities of ‘en analysis of this kind are
limited by the fragmentary and heterogeneoug nature of the information
available. Capital measurement is,.in fact, a singularly weak point in
Latin American statistics, which are of very little uss for compafatlve
purposes because of-the plethora of definitions and methods of veluation
employed. For instance, the figures for net worth, as they appear in
the industrial census’ that also cover this aspect, usually represent
"assets purchased at a number of different price levels and_subsequently
revalued,; sometimes in line with criteria that are based on tax pfévisions
rather than on actual conditions, Deductions for depraciation of assets
are also made in conformity with the same type of criteria, Other

independent estimates of net worth in ferms of capital depreciation aqd'
'feplacemént costs ténd to. be too general and are therefore apt to have

a fairly wide margin' of error. Then, again, the fact that there is no
wniformity in industrial structure or in the various types of’mangrdﬁturing
" establistment makes For widé-disparitiés'in‘intéhsity and methods‘of.
capital utilization between thé differént indué%fial branches a2nd even
individual strata in the same branch, I short, there ars a number of
-reservations to be borne in mind for a strict analysis of the facts
considered in the follownng pazes; they will not, however, affect the -
general tenor of the more important conclusions to be drawn frcm them.

As the development of the mapufacturing sector is often associated
‘with its need for a substantial capitél investment, the first aspect to
be examined is the over~all volume of capital é@cumuxéted in‘the'sector

and its relation to the value of the output resulting therefrom,

/Figures relating
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Figures relating to the Argentine econdmy in 19552/ indicate that
the total amount of fixed capital invested in manufacturing industry was
about 28,000 million pesos {(at 1950 prices), i.e., 12 per cent of the
country!s entire capital, 4 comparison of this sum with the industrial
product for the same year gives a product—capital ratio of about
0s6 which is twice as large as the coefficient for the whole economy.
Similar estimates for Colombian .industry §/ place the ratio at 0¢35 to
Oulkly and for Bcuador at about 0;54.2/ Limited to factory industry, it
wss 0e63 for Venezuela in l961,lg/ while for Peru it was practically
the same as the coefficient for the over-all econcmy, namely, around .

Oel in 1955¢—~/ These are all indirect estimates of capital in terms of
the value of depreciation and of replacement cost, However, calculations
based on census data relating to net worth generally arrive at much
higher ratios (e;g. higher than unity for Chile, according to the
1957 industrial census, and for Peru, as shown by the industrial statistics
for 196@), This indicates the extent to which the book value of industrial

capital is underestimatede
The fairly satisfactory ratios quoted for a sector that is

generally characterized by intensive use of capital are largely explained
by the inclusion of the broad category of artisan activities, which
normally use little capital and thus have a much higher ratio than factory

industry@ég/ Hence, the constant replacement of artisan industry by

EL desarrollo econdmico de la Argentina, United Nations Publication,
Sales NO% 59.1L,G.3, Vols I, amnex T,

The econcmic development of Colombia, United Nations Publication,
Sales W92 57.I14Go3, che III, and General economic and social
development plan, Part I,

SN

Estimates of the National Economic Planning uznd Ce~ordination Board,
CORDIPLAN, Industrial survey of 1961,

The industrial development of Peru, United Nations Publication,
Sales N°: 59,I1.G.2, ch, IV,

For instance, the estimate of 0.5k fér the manufacturing sector as
a whole in &cuador is divided into 0,32 for the factory sector and
6493 for artisan activities.

5 EES

/factory production,
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factory preduction, which has been mentioned in the previcus chapter,
implies a decline in the product—capital ratio for the manufacturing
sector as a whole. This, in its turn, means that a larger amount of
capital has to be invested to keep up & given rate of industrisl growthgéé/
| Apart from this general distinction, there are also notable
‘variations in capital absorption per unit of output among branches of
industry, and.in size of establishment among individual streta in a single
branch.Differences in capital absorpticn are well known, mainly consisting
in higher product—capital ratios in the slow-growing branches - except
textiles - than in the dynamic branches, particularly those mamufacturing
intermediate goods. As regards variations in size of enterprise, some
indirect information.can be obtained fram the figures for installed capacity
per worker in establishments belonging to the different strata described in
. the preceding section, The findings of an industrial survey in Venezuela
also throw light on this point; .. It appears from these that the figure
of 0463 for factory sector as a whole is an average of ratios that reach
1,58 for small industry, range from 0,62 to 1,5 in two strata of medium~
scale industry and are only 0.48 for large-scale industry (petroleum
refining being extcluded in every case),

This information is intended simply to indicate some orders of
magnitude of industrial capital and their relations to the industrial
product, Because.of the variety of concepts empleyed and the fact that
the figures cuoted are not definitive, it would be unjustifiable to draw
other conclusiong which, if used for estimating the additicnal investment
needed to achieve certain rates.of industrial growth in futnre, might lead
to considerable underestimation. On the other hand, it would be useful to
pursue the analysis in order to shed light on some aspects of the

composition of industrial capital in Latin America.

13/ These are long-term trends, and do not exclude the possibility of a
different pattern of bhehaviour at certain times, mainly as a result
of more intensive use of production capacity. Cne instance was the
Second World War, when imports of equipment were restricted and
damestic manufacturing industry had to be expanded as much as possible,
Moreover, the relative substitution of factory production for artisawn
activities hos beer influenced by changes in the internal structure of
the factory sector, ' '

14/  CORDIPLAN, Industrial survey, 1961,

/The most,
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The most cutstanding and also fairly widespread feature, is the
rather low ratio of fixed capitel to the total tangible assets of
industrial enterprises in Latin America, For instance, Chile's industrial
census of 1957 shows that industrial capital amounted to about 450 million
escudos in all, with some 165 million in the form of stocks of raw materials,
finished goods and work under way, The resulting cosfficient of 64 per
cent for the ratio of fixed assets to total capital corrvesponds fairly
closely to that of other Latin American countries,éé/ and contrasts with
the ratios of 7k per cent for Canada (1955), 83 for the Netherlands (1952),
84 for Norway (1953) and 78 for the United States,

The same problem emerges even more clearly from the results of
surveys on the sources and uses of funds in selected groups of existing
industrial enterprises which therefore exclude investment in new
undertakings. An evaluation of the balance-sheets of a sample of industrial
firms in Argentina indicates that the amount of funds earmarked for maintaining
and adding to inventories was the same as for fixed assets in 1952~55 and
equal to twe=thirds of the latter in l960-6l&£é/ This last proportion
tallies with the figure obtained from a similar analysis of Brazilian
enterprises in 1959-62, In Chile, over the much longer period betwesn
1949 and 1961, the funds allotted to inventories were one and a half
times as much as those destined for fixed capital, In Colombia and
Venezuela, the corresponding ratios were lower, but still quite considerable,
" being 36 per cent in 1958-62 and 45 per ceat in 1961 respectively. In the
United States, the ratio in 1960 was only 27 per cent,

The fact that inventories account for a large proporiion of the
total tangible capital held by Latin Awmerican industry cbviously has an
important bearing on the financing of industrial deveiopment, since funds
are thus appropriated that could be better employed in improving or
adding to the fixed assets on which, in the last analysis, the scale and

efficiency of production depend, There seem to be a variety of reasons

15 The 1960 industrial census in Mexico shows a still lower ratio, with
fixed assebs constituting ocnly about 53 per cent of the capital.

16/ The source and scope of this and other information are explained in
chapter III of this study in relaticn to the financing of industrial
development,

/for the
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for the unfavourable nature of the ratios, apart from shortcomings in the
inventory policies followed by the enterprises themselves. As regards stocks
of raw materials, which, in. Chile at least; form more than half the total;_
the question is complicated, first, by the fact that _J‘ndustry uses a large
proportion of imported raw materials and thereifore has to é’cock enough for
several months of work as a safeguard against possible shipping delays or
changes in over~all import policy, Secondly, mamufacturers are compelled
to buy, within a given period of time, a large enough supply of certain .
domestic raw materials (mainly seasonal agriculfural preducts) to cover
their entire annual requirements, owing to the complete lack of a naticnal
distribution system to defray the cost of keeping inventories replenished,
ory to the shortcomings of such machinery where it exists, Then,too, the
deficiencies of the marketing system mean that industrial firms have to
hold large inventories of finished gocds, without being able to shift more
than a part of the financial burden involved to the trade sector,

 The impact of these factors is made even greater by the other working
capital requirements of Latin American industrisl undertalings in present
circumstances, These requirements are mainly due to the credit granted by
manufacturers for the placement of their producfs, which, as will be |
demonstrated later, often far exceed the short~term loans received by industry
from lending agencles. The same surveys on sources and uses of funds in
respect of industriasl enterprises indicate. that, in some Latin American
countries, dwring the periods referred to, more .f.‘undé_ vere a,lrll.‘ote.d' to
working capital than to fixed assets, the proportion of the totai amount of
“capital being 30 per cent in Argentina (in both periods), L per' cent in
Brazil, 28 per cent in Chile, 25 per cent in Colombia and 19 per cent in
Venezuela against only 14 per cent for United States enterprises . Similar
conclusions are suggested by other estimates, although the _coricepis )
involved are slightly different. For instance, it is calcula_ﬁed that in
the United States, in 1953, 0.32 units of circulating capital were |
needed per unit of gross output, while in Mexico in 1262 the equivalent
fizure was 047, '

.-

/In short,
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In short, working capital requirements — including inventories,
credit, demand deposits and other values - absorbed a proportion of the
total funds ranging from 55 per cent in Colombia and Venezuela to about
70 per cent in Argentina, Brazil and Chile, against only 32 per cent
in France (1953) and 37 per cent in the United States (1960). .

The wnsatisfactory structure of industrial capital in Latin America,
which is distorted by the unduly heavy emphasis placed on working capital -
in comparison with the balance maintained in other countries, is revealed
as even more unfavourable if the composition of fixed capital is analysed
by types of assets, with machinery and equipment on the one hand, and
buildings and general installations on the other, To judge by the
information available, machinery and equipment represent barely 60 per
cent of total fixed assets in the Latin American countries, as agasinst
70 per cent in the Federal Republic of Germany (1955)., In Venezvela,
at least, there seem to be no marked differences in this respect between
the various industrial categories for small industry the.coefficient
is.57s4, in two strata of medium-scale industry it is 60,8 and
33,4 respectively and in large-secale industry 57.9 per cent.

In shbrt, the picture presented by this combination of factors as
regards the composition of industrial capital in Latin America and the
financial resources needed for the development of the manufacturing
sector is singularly unfavourable,

The fact that the price of capital goods tends to be higher than
in other econamies, and the frequent need of investment in sectors that
are not part of the productive process itself (energy, water supplies,
social services) means that more capital is required per unit of cutput,
This is not always revealed by comparative analyses because of the
structural differences in the various branches of industry or the
arbitrary inclusion of certain artisan activiiies. Then, too, a
relatively high proportion of buildings and other works to machinery
and for equipment production proper intensifies demand for fixed
capital investment. In addition, a vast amount of working capital is

/needed to
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needed to keep up a proportionately large stock of .raw materials and
end goods, and a fairly sizable volume of credit has to be granted by
the industrial firms themselves to facilitate the sale of their productse

Industrial financing policy and the possibilities it offers of
dealing with this body of adverse factors will be the theme of the
following chapter, The point focussed on at this juncture is the vital
need for the fullest and most efficient use to be made of the production
capacity available, precisely because of the harmful influence of those
factors and the shortage of capital characteristics of less advanced
countries.,, '

Here, too, the information and opinions thalt can be pieced
together add up toa bleak picture, In fact, théy indicate that one
of the salient features of Latin American industry at the present
fﬁme is its failure to make proper use of the production capacity
available,

This contention is applicable to most of the Latin American
countries, although in varying degrees depending on the nature of the
manufacturlng activities existing there, In Argentina, for instance,

a survey of the industrial outlook;Z/ in 1961, 1963 and 1964 showed
that the coefficlent of utilization of capacity - expressed in terms
of actual production as a percentage of the maximum attainable -
varied from 4O to as much as 82 per cent during the iatermediate or
most unfavourable period., The lowest coefficients recorded in

1963 were for metal-working, motor wvehicles, machinery and electrical
‘apparatus (between 40 and hs_per cent), and the threewyearly averages
were also less than 60 per cent in the food, beverages, wood and
paper and paperbcard indusﬁriesg The highest coefficients were for
£ébacco, leather and petrolemm products, under-utilization being

17/ See Encuesta scbre expectativas econfmicas de produccién e
1nversi6n de las empresas industriales. Preliminary findings of
a study undertaken by the Natxonal Development Council, National
Budget Section in November 196.. _

/about 25
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about 25 per cent (although inclined to vary greaviy) in such branches
as textiles and made-up goods, printing, chemicals; rubber and

non-metallic oresy

In Colombia, rather old estimates (for 1953) show that utilization
was low in the food industries, 3C to 40 per cent in tobacco
wanufacturing, and incemplete in the chemical industries which have
a single working shift. The cotton textile industry, with three shifts
used 1ts capacity intensively, and in the silk mills utilization
was virtually 100 per cent. Far woollen goods, however, it was
only 30 to 60 per cent. The metal~transforming industries generally
operate on the basis of one-eight-~hour shift, and the rubber
irdustries on two shifts, while the paper mills work round the clock,
but for three days a week only.

The estimates relating to Chile are for 1957, and are expressed
in terms of actual production as a percentage of the ma:dmum gross
production attainable, This is understood to mean the production
level attainable by large—scale industry if full use is made of
installed capacity with three shifts of eight hours each,ég/ by
medium—-scale industry with two shifts and by small-scale industry
with one shift, due allowance being made for the special methods
of work adopted in certain industrial branches. On the basis of this
concepb, ubilization was estimated Lo be 5543 per cent in the major

industries, 33,1 per cent in the mediuwm-scale branches and 50.3 in

l&/ In order not to interpret these figures wrongly, particularly in
comparing them with the figures for other countries that will be
quoted latery; it should be borne in mind that the concepts on
which they are based are often very varied and subjective criteria
are followed rather than precise statisticsl measurements, For
instance, it has to be decided what number of workinz hours per year
should be taken as the standard figure and how to make an over-all
assessnent of an establishment in which the different sections or
departments do not have the same maximum production capacity.

19/ The broad definition of large-scale industry, which begins at a
rather low level of emplcyment per establishment, may lead to
ail overestimation of its production potential on the basis of
three shifts,.

/emall industry,
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small industry, against the entrepreneurs! oun figures of 69,3,

5349 and 51.4 per cent respectively, The metal-transforming, chemical,
wood, clothing, footuear and tobacco industries have particilarly low
utilization coefficients, whereas those for the basic metal trades,
petroleun and coal products, pulp and paper and beverages are much
higher than the average.

Estimates for irdustry in Ecuador, in 1959 and 1961, show that
idle capacity in factory sector amounted to about 40 per cent and,
although varying from one branch to another, was fairly high in ali
cases, except for that of petroleum products in 1961,

The estimates for Venezuelan industry in 1961 are equally
significant. They show that a large number of production lines used
less than 50 per ecent of their installed capacity, while others
. utilized proportions ranging from 50 to 75 per cent.

Many reasons can be found to explain the poradox of an indastrial
sector which, on the one hand, dces not have a particularly rapid rate
of growth, suffers: from general shortage of capital and has great
difficulty in financing its operations and, on the other, lias an
appreciable amount of installed capacity that is not used to the full,
Scme of these are undoubtedly related to the market, which is teoo
small to justify an expansion in the volume of production despite the
presence of all -the necessary factors of production, ' The market is,
however, too general an explanation, since it involves in its turn, a
whole host of different situations, , '

. In scme cases, the activities concermed may, although concentrated
in a smwall number of enterprises or even constituting a moncpoly, be
canpelled for technical reasons to use minimum economic scales that
go well beyond the limits of the present market. Hence, as demand
expands, a certain’ amount of surplus eapacity is bound to result
" unleéss more old-fashioned technologies are reintroduced, ' This seems to be
the state of affairs in some newly developed branches of the dynamic
industries. Conversely, in the case of some activities that also
count as dynamic industries and are subject to the same techm.cal

/ limitations s 8
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limitationsy a large number of plants has been deliberately established
even though their aggregate capaciiy may exceed the immediate
absorption capacity of the market, In such cases the margin of
underutilized capacity is to some extent the price paid for maintaining
a certain amount of ccmpetition among domestic suppliers, However,
surplus capacity is also apparently to be found in traditional
industries, where the mumber of undertakinés is greater and the
technological restrictions of minimum production scales count for

far less, .

In cases such as this, the underlying reasons have less to do
with the market -~ although its enlargement would naturally help to
solve the problem ~ than with shortcomings in production planning, or
fajlure to use the resources accruing from the reinvestment of profits
which tend to be ploughed back into the same activity instead of being
diverted to others that are still short of production capacity. Ths
problem is thus bound up with the inefficiency of capital markets and
with the generally unselective nature of the machinery and incentives
used to promote industrial investment which, moreover, seldun include
specific provisions for rewarding the more intensive use of available
capacity, The very fact that many enterprises are family concerns
whose members are reluctant to hand over responsibility to salaried
employees, combined with the shortage of technical personnsl capable of
assuming such responsibility, limits the mumber of hours that can bse
worked per day, and means that a good many establishments prefer to
increase their equipment rather than add to the number of shifts., The
same result is obtained by certain labour regulations that raise the
cost of the wages payable to workers on the extra shifts.

There are, in short, a whole host of factors which range {rom the
structural to those connected with types of industrial policy. Their
effects, however, are equally prejudicial, as regards both the financing
of industrial development as a whole and the incidence of capital charges
on operational costs, and intensify ancther adverse feature in the .
Latin American manufacturing sector, namely, the high costs of production,
which will be dealt with at length in later sectionsg

/3¢ Industrial
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3. Industrisl employment

The analysis of the history of Latin American industrial development
and of the characteristica of the present-day industrial establishment have
brought to light some of the fundamental aspects of labour sbsorption
capacity in the mamufacturing sector and the pattern of industrial employment.
It has been demonstrated that in a context of rapid demographic growth
and even swifter urbanizabtion set against relatively slow growth for the
over-all product, the contimuous increase in the labour farce has given
rise to a serious employment problem, which manufacturing industry l1s
ill~equipped to solve, Although, over the long term, industry is employing
a larger proportion of the active population, this is not true of tcotal
urban employment, the resuli being an increasing margin of labour that is
either underemployed or else employed in services with an extremely low
productivity level, Moreover, industry!s capacity for labour absorption
is not ‘merely low in relative temrms, but has tended, for structural,
technieal and institutional reasons, to decline in proportion to the mareh
of industrialization, The very diversification of manufacturing production
in response to the changes in demand and the possibilities of import
substitutions has led to more rapid development of the production lines that
tend to be less labour intensive in comparison with the traditional branches,
whose naturally slow tempo of growth has been made even more sluggish by
persistently regressive features in income distribution, Then, too, techno-
logical assimilation has tended to be passive, and to consist in the
incorporation of techniques designed for economies with an entirely
different set of productive resources and, above all, a more or less
marked shortage of labour, The preference for capital-intensive techniques
has been strengthened by another series of factors that form part of the
Latin American development process: namely, sharp distortions in the
prices of the factors of production in relation to the levels that may
be considered as representative of their "social cost" (for one reason
because of the import policy adopted and preferential treatment generally
accorded to machinery and equipment); heavy increases in labour costs as
a result of the levels and modes of finaneing social security expenditure;

/in some



ST/BCLA/Cong «23/Le2
E/CN12/716,
Page 124

in some cases, a preference based on political and social considerations
for techniques that limit the absolute volume of employment in individual
enterprises, and thus make it difficult for trade unions to be placed on
a strong footing or even to be set up at all; and the incentive to adopt
more automatic production processes that stems from the shortage of trained
personnel to handle equipment that is less costly but whose performance
depends to a greater extent on the skill of the workers. Lastly, the
gradual modernization of the industrial sector as a whole has led - in
relative terms at least ~ to the steady replacement of artisan activities
by factory industry with a very much higher level of productivity and
hence a much lower labour input per unit of product, )
As the process of s.t_;bstitution is still far from coming to an end,

artisan activities can continue to be one of the main sources of Labour
for the future expansion of factory employment, in addition to the relatively
rapid 4increase in the active population,

At the present time, Latin American manufacturing industry employs
about 10 million persons, representing 5 per cent of’the total population
and 14 per cent of the active population. The distribution of this labour

. foree by countries and by factory or artisan employment is set forth in

table 9, ‘I‘he figures relate to 1960 and are subject to the reserva.tlons
. _already é:cpressed with respect. to definition and coverage.

Ta.ble 9 ind.:l.cates that nearly half the total number of persons employed
in manufact.uring industry are in the artisan sector. The proportioen
natura.lly va.ries a great deal among t.he different count.ries, depending
. ma.:mly on their ‘respective degree of J.ndustriallzatlon but also quite
considera.bly on the extent to which artisan tradition has been preserved
in their economic and social organizatiom—J The very significance of
artisan employment and its relat.f;on to factory employment usually vary as

20/ This is true of Bolivia, Ecuador and Paraguay, and to a lesser extent
of Colombia and Peru, but not of Uruguay and Venezuela. For the same
reason, the ratio of employment in manufacturing (which is heavily
influenced by artisan employment) to the total active population is
seldom a sound indication of the progress made by industrial development,

/Table 9
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LATIN AMERICA: ESTIMATED STRUCTURE OF IMPLOTMINT IN MANUFACTURING , 1960

Total o=

288

. plosmon oenton “entor

Counttey fasturing Percenfaga
{thousands
of perzons)

hrgentina 1 720 58 k2
Bolivia 165 12 88
Brezil - 2 850 56 8l
Chile iy 5y 45
Jolnmblia 748 34 66
Costa Rioa b3 Ly 56
Cuba 400 59 1
Dominican Republie 90 %0 Lo
Eousdor 251 0 Bo
El Saivadoer. 98 by 56
Guatemala 105 36 64
Raiti w0 18 82
Honduras W 30 70
Mexico 1 556 64 36
Hlearagua . 51 a4’ 76
Pemema 26 58 LY ]
Paraguey 82 - 22 78
Peru 536 38 62
Uruguzy 210 71 29
Venezuela 295 6o 4o

Totel 52 18

Source: ECL4, on the basis of offisial statisticse
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well, as has been indicated in the discussion of the characteristics of
Latin American industrial establishment:z, A% thal time, a study was made
of some data on labour productivity in terms of the value added per employed
person in the artisan and factory sectors and in different strata of factory
industyy, and on installed capacity per worker, which is falrly indicative
of the extent to vhich the production process has been mechanized, These
ratios will be supplenentsd by similar ccefficients when the present
composition of manufacturing production is exsmined. The incidence of
productivity levels and nominal wages on the cost of goods mamifactured

can thereafter be gauged in a proper perspective, in relation to the price
and cost of industrial products in Latin America, _

The statistical annex includes the principal data on employment
distribution by branches of industry, It brings out clearly the fact,
which is well=known in a general way, that a large proportion of the
Jabour force is absorbed by the traditional industries, particulearly those
making foodstuffs, clothing and textiles,

_ As many points will be dealt with in other sections, it has been thought
best to confine the discussion at this juncture to two factors that have

a particularly important bearing on employment in the manmufacturing sector:
the training given to industrial labour and the share of industrial income
that accrues to the wage-earners in the sector, -

Training for the industrial labour force has been increasingly emphasized
as a vital problem, in the light of both present conditions and future’
prospects of industrialization in Latin America, For instance; lack of
proper training is thought to be partly responsible for the relatively low
level of industrial productivity in the region and for the preference that
is sometimes given to more automatic production techniques in which skilled
laboir counts for much less, although they may be more capital-intensive
and thus offer fewer employment opportunities, Similuirly, lack of training
is regarded as a barrier to more rapid growth and to changes in the
structure of industrial production involving the -assimilation of technlques
that call for a more highly skilled labour force,

—. /The very
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The very nature of the subject makes it difficult to analyse in the
light of the kind of statistical data normally collected on existing industay.
General information of this kind would be too limited for exploring the
relationship between the labour force's degree of training and level of
productivity in particular branches or sectors; comparisons of this kind
tan only be useful to the extent that it is possible for allowance to be
made for such factors as capital investment per employed person, and the.
efficiency with which production is generally organized and administered,
However, stress has been laid on their importance in scme studjes that have
made projections of skilled labour requirements in specific lines of
industrial development and their relation to current training facilities,
although‘they have tended to confine themselves to the techmical and
professional categories,

For instance, a survey of establislments with more than 50 workers and
a total employment of nearly 200,000 persons carried out in Colembia in
1963 indicates that unskiiled workers constitute more than 46 per cent of
the entire number employed, skilled workers 33 per cent and office staff
nearly 15 per cent, with 2,1 per cent for management, l.4 per cent for
profegsional personnel and l,1 per cent for professional staff at the
intermediate level and techmical staff, For economic activities in the
aggregats, slightly over & per cent of the high level persomnel, which
comprise the last three categories mentioned, are foreigners. Employerst
estimates of their additiona.l requirements as regards professional and
technicians in 1963-70 exceed present levels by nearly 70 per cezrt.-z—l/

A previous estimate relating to Peruvian industry in 1955 2/ shows
that less than 22 per cent of the total mumber of persons employed were
skilled workers, the proportién varying considerably according to the
particular branch of industry, from less than 10 per cent for food and
manufactured goods to nearly 50 per cent for machinery and electrical

21/ Instituto Colomoiano de Especializacién Téecnica en el Exterior (ICETEX),
Recurgos y reguerimientos de personal de alto nivel, 1963, .

22/ TIhe industrial development of Peru, op.cite

/equipment and
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equipment and printing and about 70 per cent for made=up goods and rubber,
The professional and technical staff represented 2.5 per cemt of the
total, again with appreciable differences from one branch to another = the
maximum being 8,1 per cent for machinery and electricsl equipment, If
these figures are compared with possible requirements in accordance with
certain hypotheses on the development of the manufacturing sector in the
following decade, the proportions of skilled workers and technical staff
will rise to 31,8 and 3,2 per cert respectively, In absolute terms this
means that more than 50, 000 workers and nearly 5,000 professional and
technical staff have to be trained.

A similar estimate for Argentina industry in 1956'23/ indicates that
of a total of 750,000 industrial workers, 28 per cent consisted of skilled ﬁ
handse This proportion was much the same for the slowégrowipg as for the
dynamic industries, but varied widely from one branch to another. In the
case of engineers and technical staff, on the other hand, the respective
proportions of the total were 4.2 per cent in the dynamic industries as a
whele and 2,1 per cent in thé slow?growing industries, A hypothesis
concerning educational and tralnlng reqplrements in relatlon o ceru n
rates of industrial growbh estimates that by 1967 the proportlons will be
32 and 37 per cent for skilled workers in the slow-growmD and dynanic
industries respectlvely, and 2.3 and 5.8 per cent for ‘technicians and
engineers in the same industrial groups, In other words, in the spa22 of
ten years, 270,000 workers must be trained together with 25,000 technical
experts and 8,000 engineers,

Information such as this, however general and fragmentary, does at
least serve to indicate the magnitude of the problem., Its complexity has
also been brought out by the efforts that are being made in the region to
satisfy these requlrements and by the dlfflculty of decldlng which are the
best lines of action to take,

23/ El . desarrollo econdmico de Za Argégtiga, of.tit,

/In fact,
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In fact, the mess of data that has been collectedg&/ seemrs to show
that there is no general solution to the problem of how to train labour
to work efficiently in industry., Time and place are factors of  decisive
importance, while the continuous assimilation of new techniques makesit
particu;arly difficult to reach fairly clear-cut conclusions on the kind
of training that is essentially required, |

. Modern techniques do not inevitably create a demand for homogeneous
productive skills, and the superimposition of skills that correspond to a
mumber «of different technological stages within a single enterprise and
production process is more frequént than is supposed, The fact that some
of the old-fashioned industrial jobs continue to exist side by side with
the new posts created in respotise to the damands of modern equipment,
counsel prudence in the search of a suitable solution. The variable
nature of the tesks that have to be performed is another noteble feature
of contemporary industry, and means that the ability to adjusﬁ'quickly -
and. efficiently to changing production conditions is a manpower attribute
greatly sought after in manufacturing, But over and abcve ali this,
although connected with the power to adapt, what the world of industry
demands of its workers is the ability to come to terms with the social
values and norms implicit in the rational organization of the work and an

24/ in extensive bibliography exist$ on this subject, With respect to
the situation in latin America there are the papers presented at the
first seminar on the planning of vocational -training (Rfo de Janeiro,
October-1964), in particulsr: Leonardo A. Cozza, Lo formacidén en
ccntros ¥ escuelag (Brazil, Chile and Ecuador), Cinterfor/él;

ervicio de Cooperacidn Técnlca Filial Corfo, Informe sobre la
planlflca01dn de la formacidn profesional en Chile (Santiago, Chile,
hugust 1964); Report of the Instituto Nacional de Cooperacién

Educativa (INCE), Venezuela, September 1964; Report of the Universidad

del Trabajo of ‘Uruguay, Lugust 1964; Seani, Departemento Necional

.. Divisao de Ensino ® Orientagao Escolar, Escolps, cursos, mbtriculas
(irgentina, Chile and Uruguay), Buenos iires, iugust 1964; ‘
H. I, Jasminoy, Informe preliminar sobre la formacidn de la empresa
en Brgsil, 1964; G. Preciado Calvo, Ia’ formaciédn de la empresa
(Colombia, Perd and Venezuela) 1964; R, Martinez Tono amd
Ao Wilches Martinez, Ia planificacién de la formecidén profesional
en el "Sena' de Colombia Bogoté 196L). See also M. Goidway
Flanning as voeational education in Chile (UNESCO, Tab/182/6h5-and '

‘Informe sobre ls créacidn del Instituto Nacional de Adiestramiento - INA4

(Ministry of Labour and Social Welfare, Costa Rica, 1964)e There are

alsc a number of other works which have been used purely as reference

material for lack of time,

/improvement in
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improvement in productiviby; that is, the need for what is sometimes termed
a sense of reéponsibility, devotion to duty and a certain amount of
initiative transform the problem from one of training pure and simple to
one of education and willingness to accept the obligations imposed by
effective Mindustrial discipline’

The problem thus exceeds the bounds of training for a particular
purpose, The information, and practical experience accumulated in this
field, and, in particular, in some of the Latin American countries,
indicate that flexibility will be a key element in the respective solutions
adopted at a given moment as a counterbalance to the changeability that
is an inherent feature of industrial development and exists side by side
with the varieby of technical and professional qualifications that is
demanded at each stage., The choice of an unduly rigid institutional
formula is thus easily apt to lead to incompatibilities between production
capacity and the skills required by industry in terms of both quantity
and quality, ) ' .

A second point, which leads on from the conditions described above,
concerns the advantages of maintaining the closest and most direct
co~ordination possible between manufacturing activities and training
programmes so that optimum use can be made of the resources available
and the programmes can be adapted to the constant changes.that take place
in manpower requirements during the course of development.

It is also clear that technical training programmes cannot replace
the fundamental education provided by a general school curriculum, The .
development of certain modes of thought and mental attitudes, adaptability,
and quick reactions are qualities thal are best nurtured by those
educational establishments whose purpose is to give the whole pop&lation
a broad education, In many of the new industyial branches the staff are
required to possess these basic qualifications, which make them techrnically
eguipped to carry out duties that are as highly specific as they are
changeable,

High~level manpoﬁer training often involves the reerganization of
technical courses of studies at the advanced level so as to slant them
towards productive work, In this respect, it is vital to strike a balance

| /between purely
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between purely academic goals and tHe more specific needs of marnufacturing
industry, The solution oftegn chosen has been to establish separate
institutions for training the higher industrial cadres but, despite its
success, the co-ordmatlon of these 1nst1tut.10ns with the central
educational system still presents some problems,

The dlfflvulties are to be found less in the more formal aspects -
than in student recruitment s The tradltlonal careers that are furthest
removed from productive activities tend to have more prestige and to exert
a greater attraction for the better-qualified ~andidates, technical -
training thus being left as an inferior alternative for students at lower -
levels. Rather than the addition of specialized programmes, the basic:
requirement. therefore seems to be the.inelusion of science and technology
as key elements in general school curricula, so that a form of education .
geared to productive activities can gradually be brought into being and
made accessible to the population a= a whole. .

These .observations are merely intended to illustrate the nature of
the problems confronted in training manpower and technical stalf for
industry,.which in itself warrants a special study. Consequently a
similar analysis should now be made of the other important aspsct mentioned,
namely, the share of the in~ome generated by the manufacturing sector that.
falls to the wage-earners; in other words, the distribution of industrial .
income and_hence the part played by industry in moulding the general
features of income distribution in the Latin American economies,

Some points of interest emerge from the aralysis of census data on the
wage rates paid by industry and the number of persdns employed, For '
instance, table 10 shows that wages per person varied considerably from one
branch of industry to another, the ratio between the extremes being 1 to
2 in Brazil, 1 to 3 in Chile, Mexico and Venezuela, and 1 to 5 in Colombia.
The lowest levels are usually found in the footwear and made-up goods and
the weood and furniture industries, while the highest are for petroleum
and coal products and transport equipment in the case of Brazil and for
rubber in that of Peru, 4s the classification is made by very broad branches
¢f industry, the differences will become much more pronounced if a further
division takes place by more specific industrial sectors, or if a distinction
is made between different strata on the basis of size or degree of

modernization. /Table 10
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Table 10

SELECTED LATIN AMERICAN COUNTRIES: DIFFERENCE IN AVERAGE WAGES PER
EMPLOYED FERSON BY BHANCHES OF INDUSTRY

(Index for i{ndustriel industry a.veregg_)

Branch of industry Brazil Chile Colombin Mexioo Peru Venezuela

(1960) (1957) (1960} {1960) (1960) (1961)
Food, beverages and tobaseo B2.3 101,8 98,2 84,3 85.5 91,9
Poxtiles 84,8 Bl 10740 99.0 123.3 9340
Footweer and madewup goods 89,6 4,9 62,0 5544 71,7 756
Wood and furmiture 7745 70e2 73,0 4.2 74 84.8
Poper 108.4 122.3 109.1 142.6 103,2 116.5
Printing 117.7 1Lg,2 108.1 119,7 128.4 1149
laather 83.9 103.8 88.9 83.4 83.0 7643
fubber 14045 114.6 129.1 141,9 10,1 12745
Chemioals 138.4 13045 132.9 150,8 1105 136.0
Petroleum cnd cosl products 8/ 168.4 320.5 ©161.3 85.4 212.6
Non-motallic ores 7640 106.9 88.2 102.6 120.9 102,0
Basis metals 123,2 161,5 125.3 15049 120,9 129.7
Metal-transforming 141,2 99.5 105.1 95.6 92,7 N7
Miscellaneous 10843 7947 9547 89.6 88.6 69,4

Source! Basic date f'rom oonszuses or offioial indugtrial surveys.

8/ Included in shemioal industries.

/On the
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On the last point, the only information available relates to
Colombia and Venezuela, If artisan activities are discounted, the
average wage per person employed in _gzma:ll-.-spale industry in Céipmbia_
ie two-thirds of the rate peid in medium industry end less than half-
the average in lerge-scale industry, .lthough these disparities L
are partly attributable to ‘structural differences between the strata, they
are fairly well-marked even within a single branch of industry, _The
same is true of Venezuela, aithough to a lesser extent, the a;irerage wage
paid per person employed in large—scale industry as a whole being over
80 per cent more than the average in small industry.

This wide margin of variation is coupled with another equally
significant factor » 1e8s the very low ratio usually found between the
amount of wages paid and the value added by industry, ,The averages are
almost the same (between 26 and 27 per cent) in Brazil, Chile.and Colombia -
and slightly higher (31 per cent) in Venezuela (see table 11), The
differences betwsen branches of industry are also appreciable, while
maintaining an inverse proportion to the variat.ions in wages per person,
the lowest wages in absolute terms tending to coincide.with a higher | _
relative share of wages in value added, and vice versas The same conclision
can be drawn in relation to the classification of the strata by size.of
establishment in the two countries on which ihformation is available, In -
Colombia, the ratio of wages to value added is 33 per cent in small industry,
30 per cent in the intermediate s_eéto_r and 24 per ¢efit in large-scalée :
industry, while in Venezuela it is 42, 32 and 25 per cent respectively.

These data give rise to two main conclusions, Fn.rat, the share of wages
and salaries in value :?‘!.ddét;l' by industry is very lOW‘.ii’.l‘. 6.ompérison with their
share in cther economies, which means that industry is also helping to some
extent to preserve the generally regressive nature of income distribution in
Latin America, Secondly, the wide disparities between per capita remuneration
in different industrial strata and branches seem to be connected to a
certain extent with the respective levels of productivity, with the result
that the lowest wage levels account.for a relatively larger share of the
value added in the sector concerned,

/Table 11- . -
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Table 11

SELECTED LATTM AMERICAN COUNTRIZS: RATIO OF WAGES TO VALUE ADDED BY INDUSTHY2/

{Paraentages )

Branch of industry ?;’;2;;- (g;l;;; G;i;g:;a V?:;;zsla
Food, baverages and

tobacco 0y 19 C.1% 0.17 Oe21
Taxtiles 0435 0e31 0.31 0.43
Footwear and mado-up

goods 0,37 0433 0u37 Cu il
Yood and furniturs 0e32 0s30 0. 46 0.57
Paper 0s 22 0,28 0o 24 0. 34
Printing 0.36 0.4 Os 142 0,48
Leather Qe 29 Oe 34 0.28 0436
Rubber ' 0.13 0s 23 0.3 0,31
Chsmicals 0. 20 0426 0s 22 0.28
Potroloum and coal

products y/ 0,08 ov19 0e 23
Nen-matallic opes o, 28 0,33 0.35 0. 36
Basle metals 0e 27 0» 22 0.12 0,62
Vetal-transforming 0. 28 0,36 0.1 0. 43
Miseellancous 0.32 0s 29 0. 30 0. U0

Total 0% 2 0% 2.3

‘Source: Basio data from ocsnsuses or official industrial surveys.

2/ iextoo and Peru have not baen included in this table for want of comparable data.

b/ 1Included in the chemicel industries.

/Viewed from
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Viewed from another standpoint, the figures indicate that, in the |
economic and social conditions prevailing in many Latin American countries,
the possibility of maintaining a wide range of wage rates has become an
expedient for counterbalancing many of the disparities in productivity
and efficiency between different types of enterprises, By dint of paying
lower wages, the less productive enterprises are able to keep their )
footing in the market, from which they would certainly be dislodged if
other forces powerful. enough to support a more uniform wage sysben were
to prevailey In other words, the need to maintain specific salary and wage
rates is not a factor which in itself makes for modernization and greater
effieiency in the more backward enterprises. Meanwhile, the enterprises
enjoying a higher productivity level are able to retain a larger proportion
of the value added, of which a small portion is spent on raising the wage of
their workers in absolute terms, This, then, is a situation which embodies
more than one adverse factor, as regards both the forces that make for
increased industrial productivity and the income received by the wage—~earnerse

The general characteristics of low proportions of wages axd salaries
in the total amount of value added by industry and relatively marked
differences in average wage levels per person in different branches or ,
strata of the manufacturing sector can be traced to a mmber of factors,
among them the ineffectiveness of the legislation on minimum wage rates,
which either offers loopholes or else keeps the statutory payments low in
absolute terms, . _

The general employment situation, to which repeated references have
been made, is undoubtedly a basic factor., Because of this situation, urban
centres already contain an extremely large reserve of labour either unemployed
or engaged in unproductive activities for whom openings in industry mean a
substantial improvement, at least as regards the prospect of steady and
permanent work, '

Given, these structural conditions, it is almost inevitable that trade
unions should be weak, their weakness being the second reason for the
levels and variability of industrial wages, Some of the general features
0f the trade wnion. movement in Ié,tin fmerica will be outlined here since
they help to explain its debility,.

/To begin
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To begin with, the legal framework within which the trade unions
operate often has a restrictive effect on their activities by limiting
their functions, excluding, for instance, many of those proper to mutual
benefit societies, keeping strict control oyer the ends for which they
may meet and handle funds, and, prohibiting, among other thmgs, the
establisiment of federations,

Govermient legislation on trade unions during the thirties favoured
the replacement of the former groups of labour élite by institutions '
capable of absorbing riuch bigger mumbers of workers, but endeavoured at the
same time to temper their political and ideclogical position by increasing
the bureaucratic functions in the new systems of labour relations, As @
result of the emphasis pléced on bureaucrstic functions,the trade union
movement became widespread not only - or even mainly = by dint of the

“workers! own efforts but also beécause of deliberate action by the State,

In fact, in most of the Latin American comtﬁés, the growth of the trade
union movement has been tied to certain govermment policies, trade union
locals and national unions being promoted "from the top" with the dual
purpose of securing more control.over their activities and assuring their
backing for certain power groups, Consequently, the trade union structure
that has emerged must ‘have govermment support in order to obtain satisfaction
in labour disputes and the influence ef the Govermment is often a key

factor in settling such d:Lspu'bes and obt.a:.ning benei':.ts and concessions

for the workers, - o <

Other factors prejudicial to the strengthening of the trade unions
have played their part in the outcome, For instance, the rural origin of
large groups of the labour force, in a process in which urbanization has
generally preceded the development of industry, has reduced the strength
and aignificance of workers' organizations. Instead of trying to improve
their working conditions as such, they have concentrated on obtaining a
firmer footing in urban life, thereby embarking on -a struggle for services
and better living conditions that can hardly be regarded as part of the
work of a union, More generally, as a result of the new forms of mass
conswnption that have, sprung upy the economic particlipation of the working
sectors in urban life, - however high they may aim =, is only indirectly

/ connected with
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comnected with the trade union movement, Insteady other types of organization
such as new cbmuniiy committees ‘:_and neighbours! associations are founded
_and expanded, thus giving rise t.d a "workers'! movement" of an entirely
d:.fi’erent kind from the unions proper. ' h
The structure of the industrial enterpr:.se does nothing to disturb
this pat.tern. The grea.t number of small, scattered establishments virtually
precludes & satisfactory Jevel of organigation and trade union membership.
therefore ténds to be very low in relation to the labour force as a whole,
With productivity varying widely among the different industrial strata,
workers in the least efficient have little prospect of improvement -and
promotn.on and tend to become resigned to their fate, while the better
openings’ ‘of fered by the more efficient industrial enterprises undermine
the sol:.dar::.ty of the trade union movanent as & vhole,
’ Apart from the general wea.lmess of this movement and the faect that
a large proport;on of the labour force is unorganized, another factor making
for disparities in'we.ge rates is the type of trade union organization that
predominates in Latin America, The distinction drawm between the legal
sfafus of a "'professioné.l" and an "industrial® trade union inavitably leads
to a state of affairs that does little to bring about a more uniform wage
system, But the root of the problem continues to be the organizational
barriers to"joint action on the part of the broad production sectors that
comprise the main body of workers, coupled with the piecemeal nature of
“trade union organiiation'hhich makes for the emergence of samall groups
Cof workers each pursu:.n.g mterests that are seldom compatible and often
conflicting, ‘ . '
An mportant exceptlon to the ratios. described ig the case of Argentina,
The last publlshed census (1951,,) showsd a coefficient of 35 per cent for the
ratio of wages te value added by industry, which is much .higher than in
" other La.t.in American countries.—é/ This increase in the share of wages
" coincides with a trade union organization which, although displaying some
of the basie features described above, seems to bé mere developed -and to
have broader scope for action. Membership is high and there is a particularly

25/ On the basis of the national-accounts recently published by the
' Nationel Development Council, a similar ratio can be calculated for
1961, between wages and salaries paid in the manufacturing sector and
. the gross domest::.c manufacturing product at market prices, According
"’ to the same source, the ratio between the two in 196/ should be
" 40 pér cente

/strong national
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strong national union comprising the bulk of the labour organizations.
The ample funds at the union!s disposal give it a wider and more effective
radius of action, and enable it to engage technical experts to assist it

in studying the mein problems of its member locals. ‘
Lastly, it must be pointed out that no definite improvement can be

discerned either in the share accruing to wages in the industrial product
or in the sharp disparities between the average wages paid'in the different
strata of the manufacturing sectortgé/ _
Labour legislation - except for the basic minimum wage provision
which is limited in application - seems to have done little to modify these
conditiéns. Moreover, the fact that certain countries are primarily concerned
with controlling inflation hes led to the institution of a general system' of
wage and ‘salary adjustments related to some extent to the rise in the cost of
living, The wage problem hss thus become z questirn of preserving 2 given level
of purchasing power rsrther then of enguring thet the workers benefit from
increased productivity, or that wages account for a larger share of the total
indusurial product, In some cases, the extension of social secwrity and the
provision of other services such as housing, day nurseries, ete., h#s had a
compensatory effect and, in practice, represents indirect additional income,
The problem of income distribution should not, of course, be
approached from the standpoint of industry alone but should be regarded as
a part of economic and social development policy in general, At the same
time, however, it should be borne in mind that manufacturing industry is
better ecuipped than other sectors to contribute to a more progressive pattern
of income distribution in Latin America, Then, too, the problem is of
particular interest to industry over the long term, since it involves the
gize of markets for manufactured goods, whose present limitations are largely
a result of the prevailing income structure, as will be explained in detail
in a subsequent section dealing with the volume and characteristies of the
supply of manmufactured goods,

26/ It is difficult to make an exact comparative analysis of censuses taken
at different dates because of the medley of census tabhulationss In
Brazil, the share of wages in industrial value added should unave
declined from 23 to 19 per cent between 1950 and 1960 according to-
the relevant censuses, In other countries, the trend follows the
pattern displayed by general national accounts statistics, such as

those of Argentina,
/’-!-o Levg
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by - Levell and edmposition of manufacturing produetion

Aé'exﬁlained-ébove; mahufacturiné hés caﬁe to<absofb a significant
pmportion of the cap:.tal accmnulated by the Latin Amer:.can economies,
and to employ as uuch as lh per ecent of the region!s total active population,
With this fund to draw upon, 1t has been able to generate over 23 per cent
of Latin America'e gross product, which is a clear indlcation of the . .
sectorts ability to achieve a higher productivity of the factors of .
'production than the other sectors of the economy. _

" In absolute terms it cen be estimated that the gross value of
manufacturlng production in Latin America now amounts to close to
50,000 million dollars a year, and that the value ‘added is in the
region of 20,000 mlllion dollars a year, Thesg figures,show ¢learly
that despite the regioq’s cons;derable progfess in.industrialization,
Latin Amewican industry is very small in world tems, since i*‘rapresents
only 3 per cent of the world industrial product (mcluding m:mz.ug) ’
although it absorbs nearly 6 per cent of the world labour fovce employed
in manafacturlng, ‘and over 5 per cent of the world ETOSE proa cu., Another
indication of its relatively low level is that the manu.factum.ng industry
in Latin America as a whole is only 20 per cent larger than the industry
in Canada, where manui‘acturmg was begun not much sooner than in the latin
American countries that are most developed in this respect. '

Argentina, Brazil and Mexieco (Group I), which have the hlghest levdls
of 1ndustrializatlon and the largest populations, ‘account for nearly three-
quarters of the total value of the region's manufacturing productlon, and
over 80 per cent of the industrial product. (that is, the velue added in
this sector) A second group of countries, at an intermediate level. as
regards populatlon and level of induatrialization, consists of Chile,
Colombia, Peru, Uruguay and Venezuela (Group 2), and contributes about
17 per cent of the reglonfs industrial product and one-fifth of the gross
value of productlanggz/ The remaining proportions are provided by the

27/ The proportions in terms of the gross. value of production and of the
industrial. product are not strictly comparable, since the first are
based on available data from censuses of industrial surveys, whereas
the second are based on more general estimates on the sectoral distribu-
tion of the domestic product, For the purpose of comparability the
analyses that follow are based mainly on the figures for the gross

value of manufacturing productiocn, .
/other countries
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other countries in the region (Group 3), with the exception of Bolivia,
Cuba, Haiti and Paraguay, which are not included in these comparisons
because of the lack of comparable data for 1960,

The same grouping of cowitries, in relation to the absolute size
of domestic markets and levels of industrial development, can be used to
study in greater detail the present structure of manufacturing in Latin
America, amitting any sweeping generalizations which, as previously
indicated, are unjustifiable in the light of the wids range of circumstances
that must be recognized as prevailing in the present general picture of
Latin American industry.

One comment of this nature relates to the structure of industry
(see table 12). This table shows that for Latin America as a whole the
food, beverage and tobaceo- industries represent nearly 30 per cent of
the total value of manufacturing production, and if textiles, footwear
and clothing are added the group represents 45 per cent of the total
value, The chemical and petroleum~product industries accounted for
slightly over 14 per cent, and the metallurgical and metal-transforming
industries for nearly 22 per cent, '

The preponderance in the regionsl total of the production of the
three most highly industrialized countries (Group 1) means that the
composition for Latin American industry as a whole corresponds closely
to the composition in those countriss, but the composition in the other
countries is very different, One of the most striking differences
relates to the participation of the focd, beverage and tobacco industries,
which declines sharply with an increase in the absolute size of the market
and the relative level of indugtrial development, In the countries in
group 3 this sector represents over 57 per cent of the total value of
manufacturing output, as against less than 32 per cent for group 2 and
only 27 per cent for group 1’-3&5 The same is not true of the industries
producing textiles, footwear and clothing; although in the less industrialized

28/ These proportions are affected by the inclusion in the food industry
of primary proeessing of certain foods, in some cases mainly for
export, such as the threshing of coffee. In terms of value added,
the proportion for these branches would be considerably less.
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Table 12

ESTIMATES OF THE THDUSTRIAZL STRUCTURE BY BRANCHES OF INDUSTRY
I THREE GROUPS OF LATIN AMERICAN COUNTRIES, 1960
N L .

(Values in millfons of deilars and percentages of gross
yalue of grodu'etiani B

] [

: : . T Group of countrias
Total
DR . Group 1 Group 2 . - Group 3
) BT o/ o o
Gross value of manufasturing production - W) 831 36 094 0 12 : 167
FPorgentaze nomposition . , _]_.29_,_9_. _l'.gg_._é ’ ;o_o_n_g - 100,0
Food, boverages and tocbasco . . | _ 290, '_ _. 27,0 '. 31-'7 | 5743
Textiles, footwear and clething. . . 161 . 15,0 ' 199 1.0
Wood products and furniture made : - . i |
of wood 3N 34 H2 5.0
Paper and paper products 2.5 ' 27 %0 ¢ 0u$
Printing and ellied industries a2 22 24 1.9
La;ther and loather produoeta L5 1.6 ' 1.5 1.3
Rubber and rubber produsts , _ 149 - 1,9 . 0.8
Chemicals and pet!relam products ' 1.1&.3‘ '. 143 - 15.8 648
. Honemotallio produeta | : 27 37 3.6' 8
Netallugy and metal~transtoming . ‘_ 219 250 12,6 | ' 3.6
Misesilanaous | . 35, 32 :416 ' g 1;6

g/ Argentina, Brazil and Mexico, _
b/ Chile, Colombia, Peru, Urugusy an-. 7arezuela..

¢/ Costa Riom, Bouudor, El Salvador, Guatemala, Honduras, Niecaragua, Tanama and Deminiean Republie.

/countries thre'y
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countries they represent a considerable proportion of the total (17 per
cent), this proportion is even higher in group 2 (nearly 20 per cent),
reflecting an almost complete substitution of imports of such goods, and
then declines in group 3 (to only 15 per cent), as a result of greater
diversification of manui‘ac'turmg, Much the same is true of the chemical
and petroleum products industries, although in this case there is a mueh
greater difference betwsen groups 2 and 3 «~ over two to one (15.8 per cent
of the total as against 6,8), although it is probable that the high
proportion for group 2 (highexr than for group 1) is largely due to the
inclusion of pstroleum refining, For the metallurgical and metal~—
transforming industries, on the other hand, the proportion rises sharply
and steadily, from less than /4 per cent for the less industrialized
countries to 14 per cent in the intermediate group and 25 per cent as the
average for Argentina, Brazil and Mexico,

Generally spezking these comparisons show that the sharpest differences
in the structure of manufacturing is between groups 2 and 3, while the main
difference between groups 1 and 2 is in the development of the metallurgical
and metal-transforming industries. | .

Apart from the many features associated with the different branches
of industry -~ & traditional oy modern outlock, productivity, technological
absorpblon, capital intensity, etc., ~ special inportance attaches to these
structural differences in so far as they reflect a greater or lesser
predominance of activities classified, mainly with reference to the
behaviour of demand for the products of those industiries, as dynamic or
slow-growth industries. The dynamic industries consist mainly of those
producing chemicals, petrolzum products, rubber rroducts, paper and
paper products, non-metallic mineral products, and, in particular, the
metallurgical and metal~transforming industries. The slow-growth industries
are those producing food, beverages and tobacco, textiles, footwear and
¢lothing, wood produéta and furniture, and the printing and allied industries.

From this standpoint the differences in the industrial structure of
the three groups of countries appears even more clearly in table 13. In
the most industrialized ecouniries nearly half the total value of manufacturing
output is contributed by the dymamie industries; in group 2 the percentage is

/Table 13
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ESTIMATES OF THE INDUSTRIAL STRUCTURE IN TERMS or BYIMAIQ
AD SLOW-GROWTH IN'DUSTRIES, IN SELECTED LATIN '

o

AMERICAN COUNTRIES, . 1960

(Gross_velues of produstien and perventsge of total V&lue)

-

Groups of countries

Typg of industrial aotivity

s.'tcm-growth‘ -

Total L ppries . industries b/
Absolute values (millions
of dol_laru) . . )
Group 1 36 o34 | 17 750 18 284
Group 2 30 122 | 3 862 6 260
Group 3 1675 .28y 138
Parsenta.a eamgosﬁion
Totel 10040 - 4.8 Sle2
Group 1 © 100,0 4943 _ 50e7
Group 2 . 100.0 38.2- - B1e8 .-
Group 3 10040 173 827 .

A/ Inoludes paper and paper products, rubber products, chemicals, potreloum produsts, none
. motallie minarala, and metallurgy end metal-tmnsformhig.

}/ Inoludes food, beverages and tobacoo; textiles, footwear and clothing, wod produots and

rumitum, and prin‘ting and allied industries.

/38 and
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38 and in group 1, with the lowest level of industrial development, it is
only 17, However, the conclusions to be drawn from these comparisons are
subject to certain reservations, from two standpoints. In the first place
it is doubtful how far it is correct to define the demand for certain
manufactured products in Latin America as slow-growth, in view of the

low per capita consumption in most countries of the region and the margin
for expansicin in the context of a plammed policy of general economic
development, As will be explained in greater detail in subsequent sections,
this question is closely linked not only to the level of income in Latin
Amorica, but also to its distribution, and consequently may be greatly
affected by a policy of income redistribution, opening the way for a
dynamic development of demand for many of the manufactures produced by
what are now termed slow-growth industries,

Secondly, it.is doubtful how far such groupings as those used in
table 13 are valid, in view of the heterogeneity of the branches of
industry defined at such a high level of aggregation., Even wnat may be
regarded as typically dynamic activities, sush as the chemical and metal~
transforming industries, include varying proportions of a series of
activities that are not really dynamie, Thus, for example, the chemical
industries include the production of such articles as soap, candles and
matches, and the metal-transforming industries include a vast number of
semi-artisan workshops and oceupations, The slow-growth industries, on
the other hand; include certain lines of production for which the demand
is wndoubtedly more dynamic, Thus a more detailed anslysis of the structure
of industry is needed before a valid distinction on the lines indicated can
be made, Such an analysies would probably show the? for Latin Amerdca as a
whole, and for each of the groups of countries referred to, the proportion
of truly dynamie industries would be much lower, and the differences in
the industrial structure of the groups of countries would be even greater
from this standpoint.

In addition to the differences in the structure of industrial produce
tion by industrial branches, there is another significant structural
distinetion, relating to the trend of industrial preduction according to
the use of its products,

/In Latin
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In Latin Anerdica as a whole about a third of the present industrial
output represents intermediate products for use as inputs both in other
sectors (including building materials) and, sbove 2lly in the manufacturing
sector itself (see table 14). Of the total outpub of end goods for domestic
use, only 10 per cent are capital goods and 0 per cent manufactures for
consumpiion; that is, thers is a heavy emphas:.s on the latter, while the ™
regionts oulput of machinery'énd éq:t;ipnent of all types, and of transport
. materials, remains at a low level, ~ Manufactures for export represent only
7 per cent of the total value of industrial production, and much of the
export production consists of very simple processing cof ores ahd agricultural
procducts, so that the proportion of activities producing what might strictly
be termed industrial products for export is in fact much lower than 7 per
cent, Once again we have the same general features that are characteristic
of industrialization in Lat:ln'AmWicaz the tendency to produce more for the
consumer market, the under—~development of basic production lines of capital
goods and the major imtermediate>goods, the accent on import substitution
and the smell progress in the export of manufactures,

In relation to thls general picture, also, the three groups of ,
countries can be clearly distinguished in terms of the level of industriali-
zation, If manufacturing production for export is excluded, for the
reasons given above, the proportion of intermsdiatsz and capltal goods
in the regionis total manufacturing output is deteimined by the industrial
structure of Argentina, Brazil and Mexico, since in the other two groupa
the levels for these items are very low, particularly ian group 3, With
respect to the total value of production, intermediate goods represent
over 35 per cent in group 1, about 26 per cent in group 2 and 22 per cent
in group 3, and the corresponding percentages for capital goods are 8, 2 and }.

Despite the imperfections of these comparisons, including an
unavoidable arbitrariness in the grouping of the countries and the
absence of a really uniform classification of production lines, there
does emerge a picture of three more or less distinct industrial
structures that should be btorne in mind in describing the present
gituation of Latin American industry from the standpoint of its

/Table 14
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Table 1l

ESTIMATES OF THE CQMPOSETION OF INDUSTRIAL PRODUCTION ACCOADING
70 USE OF ITS PRODUCTS FOR THREE GROUPS OF LATIN

AMERICAN COUNTRIES, 1960

(Gross values of production and persentases ef total produetion)

Démestie nss .
Total Inter- Coneump- Capital Exports
modiate ten forma~
uss tien
Absolute values {milliens
of dollars)

Total 47 831 15 974 25 382 3127 3 N8
Group 1 36 o3k 12 903 18 272 2 868 1991
Group 2 10 122 2 636 6 ook 239 1183
Group 3 1 675 375 1 106 20 174

Percantare oomposition
Total 100,0 334 531 625 7a0
Group 1 100,0 35,8 5047 8.0 55
Gt‘d‘p 3 100,0 22 6600 1.2 10. 4

/composition by
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compositlon by branches, phe degree of predominance of the dynamic or
slow»growth industries, and the distribution according to the use of its
products.

, Side by side with these dlstinguishlng features there are others
that tend to blur the dls+?ﬂct10n between the groups, and that appear
in most Latin Amerdican ccuntrles regardless of the degrec of industrlali-
zation or the aosolute size of the marketo Certain fundamental features
of this type, such as relative coste and prices, are referred to in detail
in later sectlons' here attention w1ll be confined to a brief examlnatlon
of tvo other aspects, the degree of concentration of m@nufacturlng
production and the trends with respect to location.

At the beginning of the present chapter there is a sumary of the
main Background data on the induétricliestabliénnent and its classifica~
tion by size, with emphasis on the fact that the group described as large=
scale, in which there are comparatxvely few establishments, aznounts for
a substantial proporticn of the total volume or manufacturins output. The
degree of concentration of 1ndustridl prodvc*lon that this general ratio
reflects cannot, however, be established on the basis of cansus data or
general industrial statistics, nor would the results show-signlficant
differences in relation to an economy of such a dlfferent nature as that
of the United States. On.the other hand sone qundies on these lines
provide inibxnuﬂ&hma of an illustrative nature thrt giVes at least a
general 1mpresszon of the 51tuat10n in this respccte “%us, for example,
what was deflned in Chile in 1957 as large-scale industcy can51sted,of
177 astabllshmcnts, representing only 3 per cent of the total number but
50 per cent of the total g-oss value of manufactu: ing output, and an even
higher percentage in tcmd of value added,-%’ fuz chermore, even within
" this group, 12 cstabllshmcnts accounted for AO per cent of the ou$put of
the whole group, and 20 per cent of the_total industrlal output in thle-

29/ lax Wolff, in Geografis econdmica de Chile (CORFO, 1962), Vols III,
plie 200 et seq.

 /Sinilarly, in
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Similarly, in Venezuela, it is estimated that in 1961 the 196 establishments
in the large-scale group nroduced about 60 per cent of total industrial
outpu'b.'zo-/

These comparisons vary from sector to sector, and concentration is
particularly high in the dynamic industries of recent development, where
one or vary few establishnents represent relatively large volumes of
production, Concentration also affects other sectors, including certain
of the traditional industries, where the mumber of establishments is very
high; for example, it is estimated that 10 per ecent of Colombials textile
enterpirises account for 70 per cent of the total output of this branch of
industry,

4s to location trends, Latin American industry is recognized as
being concentrated in a very small number of large cilties. It is
estimated, for example, that the area of less than 5,000 square kilometres
represented by the metropolitan area of Buenos Aires, the Municipality of
Sao Pavlo and Hexico City accounts for over a third of the total value of
Latin Amerdcan production, although it contains only about & or 9 per cent
of the regionts population, Within each coustry the two main industrial
centres usually constitute a very high proportion of the nationt!s industrys
66 per cent, for the metropolitan area and Rosario, in Argentinaj about
40 per cent for the mlmiciﬁalities of Sao Pauwic and Guansbara in Brazil;
66 per cent for the economic areas of Santiago aud Valparaiso in Chile;
over 45 per cent for Mexico City and Monterrey in Muiicoj 56 per cent for
the Lima~Callao area in Peru, and about 75 per cent for the single city of
Montevideo, in Uruguay.

In Argentina the txers! i3 for the industrial concentration in the
metropolitan area of Bueno:r Alres to spread all alongz the coast of the
river Plate, to La Flata in the south and Rosario in the north. La Flata
accounts for about 60 per cent of industrdial production, the Province of
Buenos Aires (including Rosario) as a whole for 66 per cent, and the
provinces of Buenos Aires and Santa Fe together for 75 per cent, Apart

30/ Encuests industrial de 1961 (CORDIFLAN, November 1963)s

/from Cordoba
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from Cordoba the rest of the cowmtry consists of a series of small .
econcmie islands related more.or les-S'directly to the main or secondary
inqu.strial areas,iy and ‘moreover the communications between these islands
is wholly inadequate, There is also a heavy ccncentration in the area of
the capital for particular branches of industry, although to a lesser
extent than for industry.as a wholej for the food and beverage industry
the proportjon is 46 per cent, for non~metallic minerals (largely cement),
29 per cent, for textiles and rubber products it is extremely high,.

92 and 98 per centy respectively, .and somewhat lower for electrical and
leather products (80 per cent), paper and chemicals (72 per cent) and the
nmetallurgical ingustries (78 per cent), For the machinery and motor
vehicle industry, on.the other hand; :the concentration in the Buenos
Aires area is being reduced because of the expansion in the provineial
industrial centres of Cordoba and Santa Fe.

In Brazil the concentration in the coastal area around Sao Paulo
and Rio de Janeiro, and in the region of Belo Horizonte in the interdor,
forma a triangle that accounts. for about 80 per cent of the country's
industrial production., Saoc Paulo is the dominarit centre, and contributes
about 54 per cent of the total value added in industry, 39 per cent of
employment and 28 per cent of the number of establishments. A4s in
Argentina the concentration is less for some of ths more traditiondl
branches, particularly the food industry, where a hlghor proportion. is
in the States in.the south and north of the countiy whera there is more
sugar production. On the other hand concentration is high for the
intermediate and metal-transférming industriesy; and consequently the
principal centres of Sao Pawlo and Rio de Janeir>-fivanabara account
for nearly 83 per cent of :the output of the dynamic industries. For
some specific¢ branches there'is a particularly high concentration in
the Sao Paulo area: transport items (87 per cent), electrical machinery
(80 per cent) and rubber products (84 per cent),

31/ Bases ara el desarrollo regional g;génting (C.F;I., Buenos iires,
1963), " ‘

/In Chile
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In Chile the Santiago area accounts for 47 per cent of industrial
output, and Valparaiso for another 19 per cent, and recently a third
industrial centre has been developing in Concepecldn. In Mexieo 6nly
38 per cent of industry is in Mexico City, because of a growing contribue
tion from other areas of the country, especially the Monterrey area,
waich aczzounts for about 11 per cent of the total, In Venezuela, if
petrolaua refining is excluded, the same concentration in and arcund
the capital is foumd, although the opening up of a new industrial centre
in the eastem areas of the country is leading to a rapid change in this
respecl,

Colombia constitutes an important exception to the general rule; it
has a much more balanced regional distribution of industrial produection,
with similar preportions contributed by the Departments of Cundinamarca
(Bogota) and Antioquia (Medellin), and substantial preduction also in the
Departments of Valle (Cali); with 18 per cent of the total, aud Atlanta
(Barranquilla), with 10 per cente |

Thus apart from a few exceptions the high degree of geographical
concentration is another distinctive feature of the situation in latin
American industry today. This is one reflection (which may be regarded
to some exient both as cause and effect) of the lack of intermal
integration and the very uneven economic¢ devcolopmant of different
areas that is characteristic of the region!s econtaiaes, )

The causes of this high degree of concentration ars varied, and
in the absence of specific studies in this field it is difficult to
detemmine their degree of responsibility. One main cause is, of course,
the demographic concentration in a few towns that has long been a
feature of the development of many Latin American countries, which in
turn has been reinforced by an industrial development that adapted
itself more or less passively to these existing conditions., In addition
the concentration is also due to the actual form of industrialization,
initially directed towards the immediate demand for consumer geods rather
than to the development and increased processing of natural resources,
The shortage of capital has also increased the need to make the maximum

Juse of
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use of the external economies provided by the existing towns in the fom
of social services, power supplies, transport and commmnication, etc, .-

‘I‘hesa basie factors have been reinforced by others of a mere
inst.ltut.ional naturs, For example,.the weakness and instability of
industrial pol:.cyl has led to location as near es possible to the centres
of government decision, to facilitate contact with the authordities .
responsible for prctcctionist and developmen® machinery, price controls,
foreiga tradé licences or permits, allocation of loan funds, etc. The
great social and cultural differcnce_s between the large town and the
rest of the country makes it more difficult to persuade the technical
and specialized staff to leave the towns for other areas, There has
alsc been a high concentration of financial machinery and institutions,
whose reglonal or local ofi’:.ces are usually relatively ineffective from
the standpo:mt both.of their resources and their ability to adopt any
important decisions. N oo

This series of obstacles 'to more regional decentrallzat:-.on of
industry have meant either thal no steps have been taken to encourage
decentralization, or tha.'tf those taken have bccn ineffective, Exenptions
from particular taxes, -*féf:'ﬁmﬂ.e, have not beeni on’ a sufficient soale,
and have sometines tended to be equalized befween 'regidné, in so far as
they depend on autgnomous regional decisicns, which means ‘that . t.hey lose
their d.lsonm:inatcry effect in favour of a particul s lodality,

Meanwhile new factors have appbared recently that have operated
against geographiecal ccncentra.tion of industry, - -Ji many cases the
expansion of the dynamic industries, particularly the metal-transforming
industries, have tended ‘o increase concentration, mainly because of. the
institutional and market factors referred to; whersas in other cases,
where the development of the ihdustmf- is closely linked with the use of
certain basic national resources, the location of the resources leads to
the establishment of new industrial centres, In some of the principal
towns the external economies represented by certain public services such- -
as housing, urban -transport and water and electrn.crby supplies are either
sma.ll or even negative, and consequently i‘c may be economically preferable
to invest in other smaller touns.the additional funds needed for these

/purposes, Thus
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purposes, Thus conditions are arising that may in the future, facilitate
the location of much industrial development in new areas, quite apart

from the political and social considerations that may lead to more emphasis
on questions of better regional balance within the country in the general
process of develomment, and other aims that may be desirable in the

context of an integrated industrial dsvelopment in Latin America.

However, these are trends that cannot go far in entirely wncontrolled
conditions, and consequently their reinforcement depends very much on
industrial policy, as recent experience has shown. This is not merely
e matter of general incentives, nor even only of public investment in
infrastructure to stimulate the development of new areas, but must include
the formulation and execution of broad programmes covering a whole
industrial complex, in order to ensure the economicity of the basie
inter<industrial. relations, which are beyond the scope of a single
branch of industry. This question is dealt with again below, in
connexion with industrial policy and the prospects for industrialization
in Latin America at the regional level,

5« Some major sectors of industry

The above general analysis of the composition of manufacturing
by branches of industry is now followed by an examination of certain
individual sectors that throw more light on the present situation in
Latin American industry. The existence of certain specialized studies
makes it possible to settle on a small number of sector for this purpose
that may be considered to some degree representative of the traditional
or dynamic industries, and include both intermediate production and the
production of final consumer and capital goods. It is by no means the
aim here to embark on any extensive study of these sectors, but rather
to peint to certain characteristics that should be taken into account
for the purpose of the analysis submitted in Jlater chapterss

32/ TFor a broader description and analysis, see Log ales sectores
de la :___% 9ustria latinoamericana: problemas ¥ perspectivas
E/CN,12/718) 4 _ ' .
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(a) The textile industry

The textile industry is one of the oldest~established industries
in Latin America, and represents a iﬁa.jor section of the regionts manufactur—
ing sector. In recent years it has accounted for 15 per cent of industrial
employment and ovexr 10 per cent of the g‘mss value and the value added for
all man'uactur.:.ng. C '

Since the mach.me*y can be divided up mto smaJ_'L uni‘ts, and thus
the size of enterprises is not determined by ‘economies of scale, the
industry has been established in every Latin American country, end in
all countries consists of a relatively large number of mills, varying
greatly as to size énd type of organization, and includes a considerable
artisan and cottage industry sector,

Table 15 summarizes the main data on the ingtalled capacity. of
spinning and weaving mills in eight countries (Argentina, Bolivia, Brazil,
Chile, Colombiz, Mexico, Peru and Uruguay) which together account for
about 95 per cent of all Latin American textile production. This group
of countries have about 9 m:n_'LlJ.on spindles and over 250,000 looms, the
bulk of these are used for the production of cotton fabrics, a very small
proportion for wool products, and an even:smaller proportion for products
made from man-made fibres (a much more recent develorment).

- In general the production capacity represented by this equ:.pnent 15
usually more than sufficient to meet the regionts present level of
consumption of textile products, -All the above eight countries excep‘b
Bolivia are more or less gelf-sufficient in cotton products, and some
are even net exporters, although on a small scale. 4 high level of
self-sufficiency has also been achieved for wool products, and in this
industry there is an appreciable flow of exports from Argentina and
Uruguay. The situation varies widely from country to country as regards
man-made fibre productsj until 1960 Brazil was the only cowntry that was

33/ These data and most of what follows are largely taken from the
United Nations publications forming the series entitled The text
industry in Iatin America, The only study so far available in
Engligh is the one on Brazil, Vol, II,

/Table 15
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Table 15
TATIN AMERICA: INSTALLED CAPACITY IN SPINNENG AND
WEAVZMG MILLS IN SELECTED COUNTRIES
Spindles Looma
Total  Cotten Vool  "Plired®  gotal  Gotten ooy . Mammade
Argentina (1963) 1379 482 1019 49z 360 000 8 34 923 23 923 6 000 5 000
Bolivia  (1361) 37 158 19 Lug 17 710 - 916 566 204 146
Brazil {1960) & 294 oo 3 840 ovo 301 900 153 000 131 860 102 760 5 500 23 600
Chile {1953) 325 642 213 Q00 83 018 23 624 7 538 5 389 1 305 Bl
Colembia  (1961) 6Lo 564 560 000 48 564 32 000 15 500 11 000 1 000 3 500
Moxico {1962) 1 794 224b/ 1 416 202 47 343 36 716 47 c98s/ M 109 1 989 3 303
Peru {1961) 307 890 215 216 &4 253 28 421 8 osu 5 811 970 1 253
Urugusy  (1961) 216 228 99 296 98 4uE 18 486 3 342 1 801 934 610

Souree: Industrie Textil Sudamericana, NO 244-245 (Buenos Aires, January-February 1362) and ECLA survey.
a/ Included under cotton and wool.

b/ Inoluding spindles and looms used for the manufacture of mixod-fibre yarns and febries.

/more or
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more or less self-gufficient -in-this field, while in some of the other
countries the percentage of consumption satisfied by domestic produce
tion was 88 for Argentina, 75 for Colombi&, 60 for Chile, 25 for
Uruguay and less than 15 for Peru. ' -
'The absolute levels of per ca.pita. 'bons'ﬁﬁbt.ion of fabrics algo
varics considerably from cowmtry to cowmtry, from 7 kg for Mexico,
for example, to only 2 kg for Ecuador, However, these differences
are ocloscvly related to the per capita indozg_le, and & comparison of
the two variables shows that the elasticity of demend for textile
products is fairly low, at least within the pressnt framework of
income dn.st.rlbution among the economic and social sectors in Latin
Anerica, Consequent].y demand forecasts evaluating the need for
future expansion of the :Lndustry are based on rather moderate growbh
rates, except for the man-inade fibres, which are expected to continue
to benefit from changes in the structure of the total consurmpiion of
textile goods, at the expense of cotton and wool products,

With respect to éotton, ‘and even mors to wool, the present
low utilization coefficients appear to indicate that installed -
capacity generally seems sufficient to mest the requirements of
a domestie market . expanded considerably beyond its present limits,.
Thus, for example, a precent study estimates thdt in comparison with
the full use of the machinery: available during.a total of 6,600 hours
a year (300 working days comsisting of 22 hours of continuous opera—
tion), the existing utilizdtion coefficients for installed capacity
are represented by the percentages shown belows ‘ '

/ Cotton
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Cotton ' Wool
| Spinning Weav;l.ng ' Splnnin Weavilig

Argentina 5549 5541 3445 26,5
Bolivia 655 58,0 56,6 3640
Brazil. 85.3 16T s 53,0
Colombia 10¢;6 1038 68,8 66,'0
Peru 75 3'0 (00 . 60,0 42,0
Ur’uguay 7653 73.1 63 »3 50.3

-

Apart from the cotton industry in Colombia, and from the many
imbalances betwsen the spinning and weaving mills, there seems to be
no urgent need for any expansiom of productive capacity to meet the
growth of the Latin American market, On the contrary, the above data
indicate that there is a considerable margin for expansion of produc—
tion by better use of existing capacity, which would at the same time
improve the capital output ratio for the industry as a whole, and
liberate investment funds for other manufacturing sectors,

However, this comment should be qualified in the light of another
characteristio feature of Latin Americals textiles industry: the
relatively high proportion of out-of~date and obsolescent machinery
and the consequent need for reconditioning and modermnization, Certain
detailed studies of this question by ECLA indicate that in teyms of
the age of the machinery, its level of automation and other technological
features, the extent to which the textile industry is up to date in the
countries concemed is indicated by the following indexes:

/Cotton
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';Jo{:tén ’ - _Wool
Spinning Weaving Spinning ~ Veaving

Argentina 48,9 5660 5607  3hek

Bolivia 2645 8505 ver 549
Brazil 20,8 31,5 5L.9 37.8
Chile 8133 82,8 3.8 1450
Colomtia’ 906 99:6 8heh T 343
Peru 3143 bi1 2703 " 2LeS
Uruguay 95.6 88.2 4045 2249

The defective nature of a large proportién of-the machinery, - =
particularly in the countries listed above, are one of the main reasons
for. the low productivity, For instance, it is estimated that in the
cotton~spimning sector a reasonable standard of average productivity
to aim at for Latin America would be 4,300 grommes per man/hour, as.
against an actual average productivity of 5,500 grammes achieved in
Europe. It should be noted that the actual Latin American average
represents a wide range of levels in individval countries, from the -
“high level of 5,48, grammes per man/hour in Colombia, through the
rather low level of 2,950 grammes for Argentina, to the very low level
of only 1,996 grammes in Brazil (a figure which explains the importance
atbached in Brazil ‘o preparation-and execution of its vast plan for the
modernization of the textils industry), From a more general standpoint,
it it estimated that, in porms of what might be regarded as a suitable
standard for Letin America, productivity indexes for cotton fabrics in

metres per man/hour are as followss -

/Selected standard
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Selected standard for Latin America 100
Argentina 33
Bolivia . 34
Brazil 30
Chile 43
Colombia 107
Peru 54
Uruguay X
United States 289
Japan 112

This list shows that oply in Colombig does the cotton-weaving
industry attain a productivity comparable with that of Japan, whereas
in the other countries of the region for'which the relevant data 4s
available the level is much lower, The comparison with the Uuited States
is even less favourable,

The defective machinery not only results in low levels. of output
per worker, but also has adverse effects on production costs., Thus,
for exapple, the unsatisfactory state of the equipment is considered
at least partly responsible for the abmormally high level of wastage
and loss of raw materisls in cotton spinning and weaving, which are usually
about 19,5 per cent, as against the Jevel of 13 per cent that could be
rogarded as a normal standard of reference,

However, the studies referred to have indicated that the relatively
out~of-date machinery is on'y one of the factors responsible.for the
high production costs of tie Latin American textile industry, The under—
utilization of the available production capacity referred to above
leads to excessively heavy capital costs. These are further increased
by the lack of specialization in the textile industry, where a single
mill often produces a wide range of products, and deals with all
stages of the production process, and there are consequent difficulties
in achieving a balance between the production capacity of the various
departments, Furthermore, although economies of scale are not a

/decisive factor
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decisive factor in the textile industry, they can have an appreciable
effect from the standpoint of investment per unit of output and
operating costs, Thus, for exemple,’ it has been estimatedﬂ‘/ that in
the production of cotton grey goods (Ne 10¢) with reasonable levels

of productivity, differences in size result in the following indexes:

R | Size T ~ Size II Size III
Production . . 100 199 274
Investment per wnit | .. 100 88 85
Investment cost per wmit 1c0 g8 86
Operating cost per unit 100 95 93
Total averagze cost ' 100 80 88

In some Latin American countries another unfavourable factor
from the cost standpoint is the need to import the basic raw material,
Apart from the additional cost this involves in the vay of freight and
insurance, these imports are usually subject to substantial tariff
dutles, and in any case make it negessary to keep sui‘fic:.ent stocks to
cover several months of operation, which means an additional financial
burdene In other cases a policy aimed at stimulating a greater degree
of self-sufficiency in raw materials results, at least temporarily,
in guaranteed prices at a fairly high level involving a purchase cost
to the industry higher than the import costs would bs, or else costs
are increased hecause the quality and specifications of the raw
materials supplied are below normal,

The textile studies referred to alse reach the more general
conclusion that remedyirig of the serious admiristrative and organizational
defects of production could result in appreciable reductions in the
present costs of Labin Americals textile industry. -

It is difficult to assess the cost levels for some countries in
the region with any precision, both because of the wide variation in
the operating conditions of the industry, and because of the margin
of error involved in any conversion frem values in national currencies
to valués in a commbn-currencyg To obtain an approximate idea of the

i&/ See Economfas de escala. en la industria tesxtl 1 (ST/ECLA/Confe11/Le20),

/problem, a
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problem, a study has been made to determine the levels of what might

be defined as the "part cost" which, although it does not include all

the cost componentsazé/ covers at least the main inputs. For the purpose
of comparability a standard output unit was chosen of one metre of cotton
fabric of yarn count Ne 8, 2,000 picks, weighing 130 grammes, produced

in integratsed plants. On this basis hypothetical calculations were made
with the Japanese industry as the bgsis of comparison., The indéxes of
the estimated part cost for 1961 thus obtained were:

Japan 100
Bolivia 205
Brazil 121
Chile 160
Colombia:

With imported cotton 94
With domestically

produced cotton 1Lk
Peru ‘ 138
Urugiay : 244,
United States 128

Although comparisons of this kind are subject to considerable
reservations, thass calculations undoubtedly reveal great differences
in c¢cst levels between the countries of the region; and a general
situation (apart from cartain exceptions such as the Colombian industry)
that compares most unfavourably with that of countries that play a major
part in world textile trade. This is why the high degree of self-
sufficiency attained in the Iatin American countries is still based on
protectionist measures, in the form either of tariifs or of direct
import controls, and on relatively high sales prices on the world market,
Similarly, this explains why, although in the textile industry wage levels
represent a hizh proportlon of production costs, and countries are
particularly well placed from the standpeint of raw materials, the
Latin Amepican countries have not yet succeeded in achieving any really
significant volume of textile.exports comparable to that attained by
other under-developed regions.

35/ Exbludes capital cost, /(b) PU1:
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(b) Pulp and paper industries

An eloquent indication of the level of development attained thus
far by Latin Americal!s pulp and paper industries is the balance-sheet
of the levels and composition of supply registered in recent yearss-é/
(see table 16).

. Over two-thirds of the consumption of end-products, of the order
of 2,7 million tons, was met in 1962 by internal production. Imports
have declined gradually to a level of about 850,000 tons annually; tiey
represent less than 20 per cent of the region's consumption of writing
and printing peper and only 15 per cent of the consumption of other
paper and paperbcard, although they are still the main source of supply
for newsprint, since only a quarter of the total needed is supplied
locally,

These general self-sufficiency indexes also vary greatly bebtucen
one country and another, In eleven Latin American countries either :he
whole or the bulk of total consumption is supplied by imports. They
account for about half the total supply in Uruguay and Venezuela,
approximately a third in Argentina, Colombia, Cuba and Peru, and a fifth
in Brazil and Mexico, Chile has become the only net exporter of this
type of product in Latin America, with an annual volume of newsprint in -
the neighbourhood of 30,000 tons. Argentina, Brazil and Mexico are the
only Latin American countries besides Chile which haye attained significant
production levels for newsprint, which account for 7, 20 and 4O per cent
of consumption, respectively; domestic production in other coumtries is
confined to writing and printing paper and, in particular, to other
paper and paperboard,

The same applies to the raw materials for these manufactures, Of the
total pulp needs, of about 1.4 million tons, over 1 milliocn tons, was
supplied in 1962 from the regional output while imports have gradually

a£/ These and other date referred to in this section are mainly from
Paper and pulp prospects in Iatin America {United Nations
publication, Sales N° 63.I1T4Ge7)e

/Table 16
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Table 16
LATIN AMERICA: APPARENT .CONSUMPTION OF PULP AND PAFER
INDUSTRY PRODUCTS, 1962
(Thousands of tons)
Production Net inmporis g/ Consumption
Poper end board ©= 1 890.3 - 850, 2 2 740,5
Newopesmt . | 162,1 5389 . 01,0
Uriting and printing paper . 1.8 .5 u86.3
Other peper and board 1 326.3 226.8 1 553,1
Pulp 1 020.7 3i2.4 1 .933.1
Moohanical pulp ) ' 25646 - 3.9 T 20049
Chemical wood pulp 511\\.1;‘ | o 308.5 822.6
Other ahemicnl pulp | ..250.0 o - 250.0

Sourss: ECLA/FAO/BTAC Puli: and Paper Advigbry Groﬁp.
&/ Exports deducted. » . .

/declined to
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declined to -about 300,000 tons armually,w - consisting mainly of
chemical pulp, since imports of mechanical pulp have been almost
entirely replaced. Self-sufficiency in pulp also varies considerably
from country to country: in some, imports are still the main source of
supply (Venezuela, for example); in others, they still account for a
significant proportion ~ between a third and a half - of total supdly
{(Argentina, Colombia, Cuba, Peru and Uruguay); and in Brazil and Mesdico
they represent from 8 to 10 per cent of consumption ;3 Chile, on the other
hand, is a-net exporter of pulp, as well as paper,

The significance of the exdsting production levels will be better
understood  if it is borne in mind, first, that this is a comparatively
new industry in the region, and secondly, that in many Latin Americen
countries its expansion is faced with serious obstacles, relating mainly
to the magnitude of the investment required and to the relatimmshiy between
the size of the markets and the economies of scale of their pEoducilon -
process, -

In some of the less important items, the demestic production drive
dates back over many years, and there was already a tendency to forgs
ahead and introduce modern techniques as early as the twenties, Today
there is still a wide assortment of ‘establishments operating in
Latin America, including small units.with annual production capacities
of 1,500-2,000 tons (engaged mainly: in thé manufacture of low-quality
paperboard for which there is:a seasonal demand), intermediate units with
annual capacities of 10,000-20,000: tonsy specializing in the production
of certain types of paper, and a small number of large plants produeing
30,000-150,000 tons dnmmally,."The latter constitute the really
up-to-date nucleus of the industry, comprising newly established
integrated mills or pulp mills whose: expansion is highly dynamic, The
production of newsprint in irgentina, for example, was begun on a very
small scale only in 1950; Brazills ‘output rose ‘from zbout 12,000 tons
in 1947 to over 70,000 t.on's' in 1962-*7-producbidn'in Chile, although it

These represen't: net mports a.fter deducting exports, and
a.bout 30,000 tons more, were a.ct.ually :unported.

_/ata.rted much
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started much earlier, increased five-fold betwsen 1955 and 1962, when
it amounted to nearly 55,000 tons; and in Mexico the industry was
established only in 1959, with an initial output of about 14,000 tons
a years

The financial problems involved in establishing or expanding these
plants is illustrated by the fact that the direct investment needed for
plants with an annual capacity of about 100,000 tons of chemical pulp
are of the order of 35 million dollars, that is; about 350 dollars psr
ton and 70,000 dollars per worker, In addition the need to locate the
plants near the sources of supply of the raw materials frequently sdds
to these direct investment costs other sums for essential infrastructure
investment to provide the basic services (water, electric power,
commnications, housing, etc,) in the area where the plant is ic bs
installed., Furthermore, unit investment and operating costs are grzatly
affected by the scale of procuaction, It has been estimsted, for sy.iple, 8
that for the integrated product of kraft paper the doubling of the scale
of operations (above a certain level) reduced investment per unit of
output by nearly 40 per cent and total average cost by nearly 30 par
cent, while if the scale is increased four-fold the corresponding ccst
reductions are 54 per cent and 43 per cent, Similarly, in a plant with
a daily output of 50 tons the labour inputs may represent between 27 and
33 per cent of the cost of preduction, while this range is reduced to
19 to 25 per cent for a daily output of 100 tons and to 12 to 18 per cent
for one of 200 tons, Apart from the cost weight of labour and capital
charges, unit costs are also affected by other aspects of production
associated with the scale of operation, Thus, for example, a chemical
or semiwchemical pulp plant with a daily capacity of less than 1CO tons
generally has no system for the recovery of the chemical liquids
employed in the process, .

The obstacles deriving from the small demestic markets, the largs
investments needed and the effect of the scale of operations are partly
offset by a fairly plentiful su;ply of basi¢ resources. The best equipped
country in this respect is Chile, which has vast reserves of conifers and
can therefore develop its pulp production with a view to sesuring a

38/ Programming dats and criteria for the pulp and paper industry
E/CN.12/702)
/substantial share
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substantial share of the world trade in longefibre pulp. Mexico and
Central: America also have conifer reserves s though they are less piéntiful;
.The other Iatin American countries have no such reserves, but some"_'ofb;
‘them have stocks of suitable broad-leaved specieé, &8s well as other raw

© materials such as, in particular, sugar—cane bagasse,

' In evaluating the future growth prospects of the Latin American

" pulp and paper industry, another useful factor(in addition to the margin

~'* for import substitution still open to some part of the industry, a~d the

- prospacts of eiiports to other markets) is the fornseeable eacpans"‘rm in per
capité"‘écn51m1ptioni Despl'be t.he considerable progress ma.de in the last

few year Latin America’s average annual per capita cﬂvnaumption of paper and
pape”board is only about 12 kgy a very Low fipure compared with that of
countr:.es outs:me the wg::.on, even with due regard for the difference in
income levels, This ,justlf ies the tendency to foresee a vigorous mowth

* of demend’ in the next few years, amounting to a two-io 14 incoease in the
regional conswiption of paper and paperboard during the next ten years,

I at. the same time the degree of self-suff:.ciency in final and intermediate
pa.per ‘and paperboard products continues to increase, as expected, it appears
llkely that this indbstry will expand substantially, and thai additvional
investment will be’needed a.mountmg to himdreds of millions of dollars.

& ';he allocation of this a.dd:.tional investment will have a dec:xs:.va effect

“in changlng levels of productivity and eff:l.cienc'r in this sect.ora
'(c) " The chemical industries
Unlike the texb:l.le and pa.per and pulp indust.rn.es » the chemlca.l

a J.ndustrles do not constmtute a i‘a.irly homoganeous industr:.al sec‘tor, since

they cover a wide range of” products w:.th very different forms of production
and use, However, scme ‘account of their development 1n Latin America is
Arequired here because oi‘ t.heir greaf. Jmportance to the mdustrialization
-processeig/ - o '

39/ Most of the data have been taken {fom’ ECLA\, Lz _industria quimica
en América Latina (B/N.12/628/Rev,l), and two studies presented
by ECLA at the Latin American Seminar on the Integrated Development

. of the Chemical Industry, held at Caracas in December 1964:

* Evolucién de las industrias quimicas de América Latina en el
Eerfodo 1959-62 iST?EGLA?Conf.Hﬁ L/Revel) and La :industrla
petroqufmica en imfrica Latina (sr/EcLa/conf.ls/é

/oume individual
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Some individual production lines were established long ago, such as
the manufacture of simple final products, such as soaps, matches and candles,
which in somé cases are mainly artisan industries, Later on, especially
in the thirties, there was a rapid growth of the preduction of pharmaceutjcal
products and toilet preparations, based largely on imported raw materials,
and the preduction of certain basi¢c chemicals, mainly sulphuric acid, caustic
soda and fertilizers, was introduced or expanded. 4s import svbstrtution
‘"activities graduslly shifted from consumer goods to intermediate gonds, there
was a further expansion and diversification of t¢he chemical industry, which
has recently included preduction of some of the main pesirochemicai products,

Thus Latin America's chemical industry has become fairly well established,
especially since the Second World War, and has been able to enter more complex
fields where technological and investment requirements are high,

The total value of the chemical output of the region is estimnted at
over 2,500 millicn dollars a year, Of this, about 40 por cent is coatributed
by Brazil, 20 per cent by Argentina, and slightly over 20 per cent by
ﬁexieou Thus the degree of concentration in those countries of the region
with the broadest markets and the highest degree of industrializaticn is
”higher for the chemical industries than for other branches of industry,
However, the chemical industries are expanding fairly rapidly in other
countries of the region where, as in the three most industrialized countries,
new production lines are being introduced, with the effect of increasing
diversification and reducing the predominant role of the old traditional lines
of chemical production, Nevertheless, these industries still account for a
considerably higher proportion of total cheminral output than in Argentina,
Brazil and Mexico, as can be seen from the figures in table 17, which are taken
from a recent study on the distribution of the value of the chemical industry's
'Outpﬁt, py type of product, in seven countries of the regidh that together
“account for the bulk of regional production, and which are compared with
the corresponding figures for the United States for 1957,

v

- /Table 17
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Teble 17

STRICTURE. OF THE CHEMICAL INDUSTRY IN SEVEN LATIN AMERICAN COUNTRIES AND
COMPARISON WITH THE UNITED STATES OF AMEWICA

{(Peroentage of tha totsl value of production)

Broups of produots Latin Ju::erisa a/ United States
(1952) (1957)
I. Major inorganic ohemleal produots 4.3 8.2
Il. Mejor organic chemical produsts _ B.l4 %.3
III. Chemisal products for agricultura 4.8 3.3
IV, Plastic materials and synthotis resins 5el 8.8
Vo Artificial and synthetlio fibres 9.9 9.5
¥1. Synthetic rubber and rolated producis,
ineluding oarboen black 0.8 b7
Vii, Painting, dyeing, tanning and eslouring
naterials 9.5 12,6
VIII. Surface-active agents and bleaches 23.8 9.8
I{. Products for explosives, mekohes and
£irevoris 2.8 1.4
Re Industrial gases 1.9 1.2
XI. Toiletry products, sssecnses and flaveurings S b5
XII. Products for other specifiec uses 2.6 5.8
XI1I. Tars, pitohes and similar by-products 3.6 - 2.9
XIV. Salts, oxides and other inorganic
ecupounde of unapecified uses,
excluding those in Group I 0.7 2.2
XV, Organio oompounds of unspecified uses,
exoluding those in Group II . 0.8 2.3
XVI. Fharmaoeutfeal products ) 16.% 13.5
ZVII, Chemiocal products, unspecified 1.0 -

Source: Evoluoién de las Industrias Quimicas de Américe Latina en el perfode 1959-62

s/ Agagregate produotion of Argentina, Brezil, Chile, Colombis, Mexico, Peru and Venezusla.

/As the
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As the table shows, wetting and bleaching agents account for

about & quarter of the total value of the regionl!s chemical production;

within this group, two-thirds of the value of production represents

soaps, although the trend is for their replacement by the detergents,
with the modernization that this entails because of the mainly traditional
fype of production in the manufacture of scaps, The group of products
mainly for final consunption -~ phammaceutical prcducts and toilst prepara-
tions - also constitute a relatively high proportion of total oubput,

Bagic organic and inorganic chemicals, on the other hand, account
for leass than 1l per cent of the total, although they include natural
products used in agriculture, such as ethyl alecohol and glycerine, These
natural products accourt for half the valus of production of the whole

category of basic procucts {consisting of groups I and II in tahle 17).
Other products in these two groups include sulphurie acid, of which
about a million tons a year zre produced in the regiom; causitic soda,
of which seven Latin Americaa countries produce about 300,000 tons a
Year; ammonia, with an anmmal regional production of the order of
150,000 tons, and basic organic chemicals such as benzene and formsl,
of which output is about 20,000 and 4,500 tons, respectively,

' About two-thirds of the chemicals for agriculture are pesticldes,
although their relative importance has been aec'ﬂeasing rapidly as a result
of the expansion of fertilizer plants, and t.he establiShment of new plants}
ammual production now amounts to 60,000 tons of nitrogen in the fomm of

‘nitrogen fertilizers (excluding Chilean nitrate), and about 100,000 tons
of phosphoric acid in the form of phosphates (these figures are for 1962).

There is a ré.pid inerease in the relative importance of plastics
and synthetic resins, and in 1959-62 their annual cumulative growth rate
is estimated to have been about 22 per cent. The pmduction of synthetic
fibres =~ mainly of the poJ.yamJ.de fibres rather than the cellulose fibres -
has expanded so réupidly: that this group now represents nearly 10 per cent |
of the total chemical output of the seven.countries referred to, Latterly
great strides have also been made in the production of carbon black and
synthetic rubber,

/Despite the
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Despite the progress in these more dynamic sectors, in Latin
America’s chenical industry bulk chemicals and end products still
predominate over intermediate products, whereas in the industrially
more advanced economies intermediate products account for avout two-—
thirds of all chemical output, However, this situation is bound to
change gradually if the growth rate of the region's chenical sector as
a vhole is maintained, since, in view of the decreasing margin lext for
import substitution, and the slow growth of demend for many traditional
chemical products, growth will have to depend more and more on intermediate
products, '

Furthermore, these structural changes are beinz increasingly
facilitated by the growing importance of tie petrochenical industry in
some Latin American countries. The growth potcatial of thie sector is
illustrated by the fact that while in the United Kingdom orly 9 per
cent of organic chemical products were produced from petroleuan in 949,

- by 1962 this figure had risen to 65 per cente In Latin America the first
important step was taken in 1944, when the production of isopropyl alcchol
was begun in Argentina; this was followed by the production of toluene in
Argentina in 1951, and the production of synthetic ammonia in Mexico in
the same year, A} the present time a group of plants, mainly in Argentina,
Brazil and Mexico, and to a lesser extent in Colombia aad Venszuela,
together represent a very considerable production capacity, already
existing or in course of constmction.g‘-g/ Thus, for example, within a

short time seven plants for the prbducfion of ethylene (three in Argentina,
one in Brazil, one in Colombia, and two in Mexico) will provide an annual
capacity of about 150,000 tons,'to be used irainly in the production of
polyethylene and styrene. Similarly, installed capacity already exists

or is wnder construction in Argentina and Brazil for the production of
propylene from residual gases, to be used in the manufacture of isopropancl,
The same countries will shortly have an annual capacity of over 60,000 tons
of butadiene, for the manufacture of synthetic rubber. One plant each in
Argentina, Brazil and Mexico will together have annual capacities amounting

40/ See La industria petrogufmjca en América Latina, op,cit.

[to over
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to over 170,000 tons of benzene and toluene, produced from naphtha.
Projects already under way or partly completed will provide annual
capacities amounting to 45,000 tons of xylenes {& Mexican plenat),

30,000 tons.of ethyl benzene (in Brazil and Mexico) and about 75,000 tons ~
of methanol, Plants for the production of carbon black from aromatic
residues are in operation or under constiuction (two in Argentina, two

in Bragzil, one in Mexico and one in Venezuela), with annual capacities
amownting to 80,000 tons. Existing installed capacity for the producticn
of carbon eulphide (Argentina) and sulphur (Mexico) from natural gas™
amounts to 115000 tons and 62,000 tons a year, respectively, A number
of plants in Brazil, Colombia, Mexico, Peru and Venezusla use natural
gas, residual gases or fuel oil for the production ol ammonila, ma.irﬂy
for fertilizers; ; their capacitles range between 18,000 and 90,00 tons

a year, and in all total about 350,000 tona,

Although, a mumber of the pmducts referred to may be producct in
a single plant, the total number of products is relatively high in relation
to the size of the national markets; this is partly due to the trend for
such planfs to integrate with enterprises engaged in the producticn or
refining of petrolewm, In this connexion, it has ‘bBeen pointed outb
that although this agglomeration of activities ceritred round the basie’
industry offers undoubted advantages, in the long rn it has drawbacks
from the standpoint of the size of the plants, since tha lack of specialie~
zation often means the nsglect .of possible economies of scale, with a
consequently higher cost level, - '

It should be noted that the mndoubted progress made in Latin imericals
output of chemical prodvcts hag not sufficad to meet the increase in demand;
hence, imports have continued to expand in absdlute voiume, althouvgh their
rate of growth has declined; In 1962; total imports of chemical products
in the whole region - excluding Cuba ~ amounted to some 1,050 million =
dollars, which represented nearly 13 per cent of all imports of goods and
services. The single group of imports comprising rew materials “for man-
made fibres and the Mqhed fibres amounted to about 60 million doXlars,
Imperts of synthet:.e rubber and pharmaceutical products continued to

/represent a
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represent a high proportion, amsunting in 1962 to some 65,000 tons, for
an approximate value of 210 million dolliars, or more than one~fifth of
the regionts totsal imports of chemical productse

These figures, to which should be added those relating to a broad
range of other products, show that chemical products still have an
important effect on Latin Americats cepacity to import, and that a
considerable import substitution margin is available for the subsequent
develomment of this sector. Furthermore, the levels of supply - imports
and domestie production ~ dealt with thus far relate to fairly low
consumption levels as compared with those in other economies, For
example, the regionle average per capita consumption of plastic meterials
is of the order.of 0.8 kg annually, as against l.4 kg in Portugal, 2,1 in
Ireland, over 4.5 in Austria and over 12,5 kg in the Federal Republic of
Germanya Still more pronounced are the discrepancies in the use of
fertilizers per wnit of agri-:uwltural ares: the regional averazs ic about
10 kg per hectare, compared with 35 kg in Portugal and Greece, over 00 in
the countries members of the Organization for Economic Co~operation and
Development (OECD), and approximately 200 in Belgium and the Netherlands,
The low per capita consumption levels apply equally to the traditicnal-
chemical products and to such semi~traditional products as paint (with
an average per capita consumption for the region of about 1,5 kg anaually,
as against the 1958 figures of L.4 kg for Ireland, 8 kg for France and
10,6 kg for Sweden) and detevgents (5 kg annually in 1959, as compared
with about 8 kg for Italy and Austria, and over 12 kg for Belgium, Denmark,
Sweden and the United States),

While it is trus that these disparities between the per capita
consumption levels of Latin America and other regions are largely
attributable to differences in per capita income, there are also other
facters involved, including supply restrictions - due to insufficient
domestic output and the adoption of measureg likely to discourage imports
or increase thelr cost - and relatively high prices, As regards the
latter, it may be useful to give here the results of scme comparisons
which, subject to the inevitable reservations in all analyses of this
kind, help to illustrate the importance of the price factor, In 1959

/the average
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the average prices of an extensive group of chemlcale produced by six
Latin American countries were estimatedeu/to be hlgher than Uneted Statee
prices in four of the countries (Chlle, Colombla, Mexico and Peru),
practically the same in Argentlna, and ecmewhat lower in Bre211. It was
further noted that these results were strongly influenced by the particularly
‘favourable prices being paid for certain basichcheml.als produced by the
region; hence, it‘netural alcohol, glycerin_and~soape are excluded, prices
in the six Latin American countries were ecen‘higher compared with the United
States, Even though-seme of the fectore which determined this price ratio
may have changed, it is a fact that the prices obtalnlng in the most dymamic
ectora of the chemical industry, in particular intermediate products,
continue to be fap higher in Latin America than in the United Stetes,

- Obviously, the comparatively high prices of Latin America's chemical
manufactures not only tend to limit domestic demdnd but alos obsirucet the
development of a wider export flow of these products, Althouzli in soveral
instances there are sbundant naturel resources available, the f.o,bs value
of exports in 1962 was under 120 million 'doiia}s", or less than 2 per cent
of the region's total exports, and only 10 per cent of its imports of chemical
products, Moreover, the range, of manufactures is very limited and traditional
products of natural origin predominate (quebracho extract, casein and

. essential 0115). Even sa, con31derable progress has been mads of 1ete,
particularly in Mexico, which now conurlbutee nearly one«thlrd of Latin
America's total exports of chemlcals and has embarked on the manufacture cf

8 great many new products (in 1962, over twenty separate items accounted

for exports worth over 100,000 dollare each). Or a lesser scale, the chemical
exports of Braz1l and Lolombie have also been stepped up and their range
broadened. of the reglon's total exporte of chemlcal products, scme ,

30 million dollars' worth comes under the head of intre«reglonal trade,

’

4/ See La induétris quimica en nérics Latina, op, cit.

/eﬁat'is,
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that is, only about 25 percent; this percentage would, of course, be
much higher if traditional exports to other regions were excluded,
These recent export trends, though they relate to very small
absoluyte values, are at least a sign that certain branches of the
Latin fmerican chemical industry can penetrate foreign markets,
despite the persistence of such adverse factors as their inability
to take full advantage of the economies of scale affcrded by up-io—
date techniques. In any case, it seems that the interaction
between high costs and prices, on the one hand, and the small
domestic markets and limited export opportunities, cn the other,
which governs the exploitation of economies of scale, will have o
be overcome, to some extent at least, by a more rationzl develorasmnt
of the chemical industry based on the si‘tuation in the region as a
whole, with a view to overcoming the difficulties that may a.iise o3
a resul’ of development of the industry on a basis of stricy nstioral
autonony.
(d) Ths sheol incestry

The development of the steel industry is undoubtedly one of the
more striking manifestations of the industrialization process, The
demand for steel products shows, in general, a highly dynamic
behaviour pattern and their use extends to a wide range of activitles,
including construction and transport, and to many other branches of
the mapufacturing sector linked tc the production of both intermediate
products and consumer and capital goods, Furthermore, its installation
represents éonsiderable progress in the absorption of technelcgy
and requires fairly substantial investments, whose value per unit of
production is strongly influenced by the scale of operations.

/These broad
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These broad characteristics of the steel industry have determined,
at least in part, the lines along which it has developed in Latin America,
especially its slow growth up to the forties and the tendency to be
concentrated in those countries with the widest domestic markets, Up te
the Second World War, the main projects which had borne fruitful, though
gtill modest, results were confined to the steel mill at Monterrey GMexico),
established at the beginning of the century, with a blast furnace producing
350 tons daily; the mill at Corral (Chile), which began operations in
1910 and for which unseasoned wood was originally used as fuel; a
Companhia Siderurgica Belgo-lineira plant established at Sabard (Brazil)
in 1925, and a second at Nonlevade in 1937. Since théng the industry has
developed rapidly; thanks to its having spread to othsr countries of
the region, - Thus, in Mexico, the Compafifa Fundidora de Fierro y Acero de
Monterrey installed 4 second blast furnace in 1942 with a daily capacity
of 600 tons; two years later, Altos Hornos de México Sod, instralled at
‘Monclova, Latin America's second integrated plant fired with metallurgical
coke, specializing in flat products; and in 1946 a new Mexican company
was established - Hojalata y Limina ~ which subsequently dévelopéd into
. an integrated plant through the adoption of a new process known as HIL,
consisting in the direct feduction of iron ore by means of gas instead
of by the blast furnace technique, That same year the Volta Redonda plant
was established in Brazil as that coimtry!s major enterorise, others being
added later, so that Brazil's ;:onsolidated steel industry_. came to represent
~ the largest capacity :m Latin Ameriéa, and was composed of the largest
number of intezrated plants. In Chile, the Huachipato steel mill of the
Compafifa de Acero del Paciflco entered into operation in 1950a Colombia
contributed to Latin America's steel industry in 1954 with the heerfas
Paz de). Rio pla.n‘b at Belenclto. The Corporacidn Peruana del Santa installed
a steel miil at Chlmbote, Peru, in 1956. In Argentina the San Nicolds
plant, owned by the Sociedad Mixta Siderdrgica Argentina (SCMISA), was
inaugurated in 1960, Later on, the Corporacién Venezolana de la Guayana
established its Orinoco plant, and in Brazil the USIMINAS mill was set up

" . and some headway was made in the construction of the COSIPA plant.

/These and
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These and other advances mede during the neriod concerned constitute
the existing piecturs,that of 2 wide range of producing snterprises, both
integrated and otherwise, differing in size and techniques.,-l*g/ In 1963,
1k integrated mills contributed 96 per cent of the region's production
of steel :Lrigots. In addition, there was an appreciable mumber of
semi~integrated mills in operation, 97 per cent of whose outpuf. was
produced- by the 35 largest, Altogether, both integrated and semi-integrated
enterprises produced about 7 million tons of steel ingots in 1963,
distributed by countries and according to the types of plants, as shown
in table 18, Table 19, for its part, sums up the figures for pig iron
and sponge iron production, also distributed by countries and according
to the process employed and the use of the primary iron produced.

Production in 1963 fails to reflect the real magnitude of the
growth of Latin America's steel industry, since owing to certain factors
- the partial use of the capacities available, the failure to operate
certain rolling mills or the fact that some of the plant sections were
gtill under construction -, it was far below the capacities that will
shortly be available, In fact, the final anmual capacity = including
the proposed expansion of some of the existing plants ~ totals sbout
16 million tons of steel ingots, of vhich rather more than 6 million tons
would be produced by mills in Brazil, over 4 million by Mexico and over
3 million by Argentina, with figures also much above the existing levels
in Chile, Colombia, Peru and Venezuela,

A future capacity so far above recent production levels is
particularly importamt in the light of two basic considerations: the size
of the investment needed for the development of steelmaking, and the
serious deficit in the region's steel supplies which, despite the
notable headway made in import substitution, continues to zbsorb a
significant proportion of its import resources,.

42/ For a broader description of the characteristics of these plants,
see La economfa siderfrgica en Amériea Latina (B/CN,12/727), pre'pared
Jjointly by ECLA, the Instituto Latinoamericano del Fierro y del
Acero, (ILAFA) and the Inter-hAmericen Development Bank,

/Table 18
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Teble 18
LATIN AMEFRICA: PRCDUCTION OF STEEL JiHGOTS IN INTEGRATED
AND SEMI~INTEGRATED PLANTS, 1963
tutput of i
Totnl out= Inte~ Seni~inte~ 1n‘hegra.tad
Country put of crated grated plants as a
steel plants plants sercentaze
of totai
Argentina 89k, 7 530.7 38347 g5
Brazil 2 BLo.8 2 426.8 k134 85.5
Chile 5215 5000 21,5 96
Colombia 2223 198.0 24,3 89
Mexico 2 016.9 1 560.4 4s6.5 97
PBN 76@3 76»3 ™ 100
Urugusy 6.5 - 65 -
Venszuela 358.4 288, 4 7040 8o
Total §.237:4 5.550.2 13872 ]

Soursa: Inetituto latincemericang del Flarrg y del Acero {ILAF&), Ingtitute
Braaileiry de Siderurgla, and ECLA,
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Table 19

LATIN AMERICA: PRODUCTION OF PIG IR0 AND SPONGE IRON ACCORDING TO THE PROCESS
EMPLOYED AND THE USE OF THE PRIMARY IRON, BY COUNTRY, 1963

{Thousends of metrie toms, end persentages)

Use i Progecs employed
Country T:::; : — Blast furnase  Fleotricel Sponge
o -
foundry ma:i_ng Goke Oharooal Toduction  iron
Argentina L22.5 38.0 84,5 384,5 3840 - -
Brezil 2 323.1 368.7 1 954.7 1 154.2 1 106.5 62.4 -
Chile 41843 15.0 403.3 418.3 - - -
Colombin 203,2 - 203.2 209.2 - - -
Mexiso 1 002.8 90,0 912.8 833.1 - - 163.7
PeN 2950 - 2910 - - 2990 -
Venezusls C o 283.2 5.0 27842 - - 283.2 -
Totel | I+ 682.1 516-“ u 1650? 2 22:- 2 1 lul}_ui 3_7"}.6 162'2
Peroentage, aceording to use 100 11 8g - - & - -
Percentage by type of process 100 - - 63.9 24,5 8.0 346

Sourge: Revista latinocamericana ds Siderurgia, No 50/51, ps 25

/It is
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It is common knowledgé that the large sums that have teo be invested
in steelmaking constitute one of the major factors limiting its expansion,
the normal figure being some 400 dollsrs per ton of steel ‘ingots anmually
for an integrated plant, and about 60,000 dollars per person employed,
according to United States employment standards. Moreover, external
economies are often impossible, particularly when = because of the
location of certain basic materials = steel mills have to be estzblished-
in areas that are barely integrated in the national economy, in which
case the additional investment in transport and even housing and cther
public services may be substantial, These factors, coupled with
differences in the scale of operations, cause the amournt of unit
investment in Latin America to vary considerably, -

As regards the ratio of Latin Americal's steel production to total
requirements, a comprehensive estimate for 1962 shows the following
results {(in thousands of tona):ﬁﬁ/

Production  Jmporis

Bars and light shapes 2,18142 395:4
" Plates and rolled steel products _ 1,45065 8815
" Pin-plate 23442 . 2694
" Rails and heavy shapes | 26543 258.0
Wire rod S 545¢0_ %3

Notwithstanding the rapid growth of domestlc productlon, impoirts
still represent a sizeable proportion of Latin Americats total consumption,
with an absolute volume of about 2 million tons annually. The proportion
of self-supply is highest in the category of non-flat products, particularly
bars and light shapes, whereas import substitution has taken place on a
relatively lesser scale in flabs, especially tin-plate, imports of which still
represent over half the region's consumption for that yeare - It should be
borne in mind, moreover, that these are only direct imports of rolled steel
products to which, in the interests of a more accurate evaluation, would
have to be added the indirect imports in the form of rolled products
included in the category of finished consumer or capital goods; while in
the particular case of Argentina consideration weuld alsc have to be given to
import.s of steel billet for processing by the domestic steel industry,

43/ See ILAFA, Series hisgtéricas, perfod
. ' /Since steelmaking
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Since steelmaking is concentrated in certain countries of the region,
a large proportion of Latin Americats steel imports is absorbed by the
non=producing countries, although their markets are the narvowest in
absolute terms, Of the producing countries, Brazil, Chile and ilexico
are now 75-90 per cent self-sufficient, Argentina about €0 per cent, and
Colombia, Peru and Venezuela somewhere between 25 and 50 per cent.

The reason why these self-suffiency indexes are not higher, despite
the rapid expansion of domestic production, is the dynamic growta of
demand, Between the pre~war period and 1962, the apparent per capita
consumption of rolled steel products (in the equivalent of kilogramnes of
steel ingots} increased by approximately 60 per cent in Argentina, more
than doubled in Chile and Colombia, and practically trebled in Brazil ,and
Mexicos These trends, moreover, will in all probability be maintained
in the future, since even after such increases Latin America's per capita
consumption is still relatively low compared with other eccromies,
particularly in the more industrialized countries, In 1962 the apparent
per capita consumption of rolled steel products (in the equivalent of
kilogrammes of steel ingots) was estimated at about 82 kg in Argentina, a
little over 40 kg in Brazil, 84 kg in Chile, less than 25 kg in Colombia
and nearly 45 kg in Mexico, as against figures exceeding 500 kg per head
in Czechoslovakia and Sweden, some 490 kg in the United States and the
Federal Republic of Germany, over 330 in Australia and the Soviet Union,
240 in Japan and over 90 in Spain and Yngoslavie,né&/

The wide range of processes and sceles of operation presented by the
Latin American steel mills, as well as other factors related to the origin
of their principal inputs and the costs involved in obtaining them, also
make for appreciable differences in their operating costs, which are
g¢stimated to fluctuate between about 35 dollars and just over 50 dollars per
metric ton of pig iron, and between a little over 60 dollars and nearly
80 dollars per ton of steels

Needless to say, these are merely illustrative estimates, which are
often influenced by transitcry factors = including the exchange rates at

44/ ECLA and Econcmie Commission for Europe (ECE) publications,

45/ . See La economfa siderfirgica en América Latina, opscite
| | /vhich the
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which the essential currency conversions are effected ~ the effects of

. which are likely to change appreciably as expansion projects materialize
or the industries concerned become more firmly establisheds In some
important components of the total cpst,‘such as capital chérges, a great
deal of weight is carried not only by the basic scale of operations, .
but also by the proper adjustment bétween the capacities of the different
mill sections, and even by the possibility.of introducing technical
innovations calculated to increase the opefating efficiency or the
production capacity of the equipment, A case in point is Huachipalo, a
plant in Chile, whose blast fufnaée,-originally designed for a daiiy
oubput of 650 tons of pig iron, was able to produce 1,250 tons deily in
1963, while the coke burden was reduced from 800 kg to 520 kg per ton
of pig iron ag a result of injecting fuel oile

If in addition to the factors influencing production costs

consideration is given to others connected with marketing, the treziment
of imports and the exchange policy in effect, a pattern of serious
disparities in the prices of steel products in the various Latin American
countries begins to be formed, Purely for purposes of illustration; some
figﬁres on prices as at 31 August 1963, in terms of dollars per tbn,
contained in recent ILAFA pﬁblications and converted into dollarslap the

exchange rates indicated therein are set out belowréé/

: . Hot r<llizd
- Bars for concrete Wire rod inm rolls flat shest

(10 m in diameter) (8 mm in diameter) (1 x 3 m and

| 3 mm thick)
Buenos Aires 162,59 175,41 205,96
Sao Paulo 209,67 - : 306445 204432
Santiago | 160,484 197.78 212,56
Bogota 193.33 ‘ 24,44, 216,67
Mexico City 145,60 165,92 179,76
Lima | 05.53 205,07 156,08
Cavacas - ' 129496 . © 13ke36 -

46/  See ILAFA, Carta Mensual, Septeuber,: October and December 1963, The
following are the exchange rates used: . 1,342 Argentine pesos,
620 cruzeiros, 1,895 escudos, 9 Coldmbian pesos, 12,5 Mexican peses,
26,82 soles and 4.54 bolivars to the dollar,

/However imperfect,
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However imperfect, the variocus comparisons referred to above, as
regards both cost and prices, are undoubtedly useful for purposes of
illustrating the present @ituation, particularly in an industry like
steelmaking whibh, because of the dynamic nature of demand and the
sdvantages afforded by specialization and scale of coperations, presents
particularly favourable structural characteristices fram the.standpoint
of the prospects for Latin Americats industrial integration,

(e) Metal-transforming industries

The metal~transforming industries group together a mumber of widely
heterogeneous activities comprising the manufacture of metal products,
machinery and equipment (including electrical appliances) and transport
material (includ.mg motor vehicles), Because of the very nature of these
products and the complex tecimiques involved in their manufacture, the
develorment of these industries is regarded as one of the most striking
featurcs of the dynamic growbh and maturity attained by the manufacturing
gsector,

If strict attention were paid to the statistical data available on
fairly extensive groups or categories of manufactured products, it would
be concluded that on the whole the metal-transforming industries play
an impertant part in the structure of industry in the Latin American
countries, In fact, they would appear to represent about 18 per cent of
the total value added in the mamufacturing sector for Latin America as a
whole, and to absorb at least 16 per cent of the labour force employed
in industry., Although this average contribution is mainly attributable
to the most industrialized Latin American countries, it is by no means
unimportant in others where industrialization is at a less advanced
stage, and even in those where the manufacturing sector is weakesta

However, owing to their high level of aggregation, these data might
well be conducive to highly misleading conclusions 1f they are interpreted
as development indexes in those dynamic branches of industry which are
usually associated with the concept of metal-transforming industries,

The fact is that they include, sometimes to an overriding extent, repair
and maintenance activities, which constitute services to industry and .
transport rather than actual production of materials or c¢f machinery and

/In other
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In other words, the internal stmcture of the metal—transforming
industries differs widely according to the level of mdustrlallzation ‘
reached by the countries concerned. In scme, it is predamnated by
repair workshops, besides the mamufacture of certain simple metal '
products mainly for building purposes; later on they attain a hu_gher
level of diversification through the incorpeoration of such activities
as the assemb.ly and production of durable consumer goods, particularly
household electrical appliances; and, ﬁ.n’a.'lly,' groid.ng‘ share is,
absorbed by the manufacture of productive ma,chmery and equ:.pment, and
of motor vehliiess

The information available is not sufficilently detailed to allow
of a systematic presentation and analysis which would place the
individual Latin American countriés in one or another of those stages
of development, except by means of certain general indicators,to which
reference has been inade in ths preceding section (for example, average
employment or installed capacity per establishment). However, the
existing import figures and certain studies which happen to be available
on specific countries and industries serve to illustrate at least some
important characteristlcs of this sector of manufactur:.ng J.ndustry, as
will be seen from the data summed up below,

In 1360, imports -of items ‘produced by what are usually termed the
metal-transforming industries, including basic metal products, amounted
to a little over 43500 million dollars fof the whole of Latin Arﬁerica.,
or more than 60 per cent of the regionts total imports. Even if basic
metal products are excluded, the products of metal-trans form:.ng as such
represented over half the region's ‘total imports, and if building
materials and durablé constmer goods are also excluded, farm, industrial
and t.ranSport machlnery and eqm.pnent. alone would account for nearly
one-third of Latin America's total imports,

" ‘Both the absclute volume of these imporbs and their incidence in
the capacity to mpor’c, bring into focus ‘the tremendous room for
developmént there is in the region?s meotal-transforming industries,.
and thle’ir s‘bra.tégic role in the over-all economic development prospects,
The t.urning to account. of these pot.entlal prospects of growth is | .

' /hampered, however,
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hampered, however, to a greater extent than in the case of other
branches of the manufacturing industry, by those general obstacles
which have been mentioned so often before: the narrow markets, which
make it difficult to take full advantage of specialization and economies
of scale; the shortage of funds in particularly capital-intensive
activities, and the need for technical know-how and skilled personnel,

These and other general facts concerning the metal-transforming
industries are sufficiently illustrated in two studies, one on
Uruguay and another on Venezuela, which are not among the most advanced
countrias in this sphere of industry.

Urtguay?!s metal-transforming industry was estimated to have
contributed 10,4 per cent of the country!s total manufacturing output,
and to have employed over 18 per cent of its industrial labour force
{(about 38,000 persons)e These proportions were accounted for mainly
by the general category of "construction of transport material", a.
smaller participation being absorbed by the "electrical machinexy',
"metal produgts! and "nonwelectrical machinery" groupings. It was pointed
out, however, that the first category was chiefly concerned with
maintenance activities rather than the actual manufacture of transport
equipment or parts, which also explains why over 90 per cent of the
esteblishments employed fewer than twenty persons, The total inventory
of machine-tools was estimated at 8,000-9,000 wmits, two-~thirds of
which were partly obsolete, low-productivity cutting dies, while the
remaining third were more powsrful shaping dies, of better quality and
in a better state of repair., Among other things, the inventory was
found to be incomplete, not easily adaptable to the manufacture of products
other than those currently produced, and to have a substantial under-
utilized installed capacity., While some import substitution pessibilities
were noted, they do not appear to invelve large quantities, since at
present domestic industry absorbs nearly 60 per cent of the products of

L7/ Lla industria mecénica del Uruguay and Un programa de sustitucién de
Ixportaciones para el desarrollo de Yas industrias mecfnicas de
Venezuela, as yet unpublished studies of the ECLA/INST/IDE Programme
on Integration of Industrial Developmente.

/the metal~transforming
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the metal-transforming industries in general, including assembled final

goods centaining varying degrees of imported elements difficult to

substitute, It was thought, on the other hand, that the country might develep
some industries for metal-transforming light, precision manufactures, for
which local conditions are faveurable and export marketls exist which might

provide annual earning of some 18 million dollars.
The study on Venezuela shows that in 1961 its metal--’orans i‘ormng

industries accounted for 9.4 per cent of the industrial value added and
14 per cent (some 22,000 persons) of the manpower employed in the
manufacturing sector, But they absorbed only 4.2 per cent of this
sector?s total fixed capitel, which indicates that these industries were
oriented towards service and ma:l.ntenénce rather than. towards production
proper. The research was directed mainly at outlining an import ,
substitubion programme in respect of products of the Iﬂatalntransfoming
industriesy whose graduwel implementation over a period of five years could
result in the replacement of some 77,000 tons, representing 25 per cent
of the weight and 23 per cent of the value (about 100 million dollars
annually) of total imports of these products, A large proportion of the
above-mentioned guantity (62 per cent in terms of weight and 44 per cent
in terms of value) would consist of products invelving no major technical
difficulties ~ tin—plate containers and other items, wire products,
screws and muts — which would temporaﬁ.‘l& ease the position with regard
to the shortage of skilled persormels, “ | .

The studies available on specific sectdrs within the wide rangé
of' metal~transforming ingustries include those 6n basic equipment in
Argentinaw and Brazil ,-1*-2/ which = even though aimed mainly at

48/ See La fabricacién de miquinas uipos en América Lotina, ITT,

Los eguipos bAsicos en la Argentina (United Nations publication,
Sales N: ELH,II.G.SS. '
49/ See IThe manufacture of industrial machinery and eguipment in
- Latin America, I, Basic eguiment in Brazil (United Nations publicatiem,

-Sales NG- 63.II.G‘.2).
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evaluating market prospects = show the level of maturity reached by
these industries in the two countries .concerneds -~

In Argentina, equipment needs in five industrial sectors = petroleum,
netural gas and petrochemicals; generation and transmission of
electric energy; steelmsking; shipbullding; and pulp and paper - are
estimated at 2,000 million dollars in the next ten years, three-fourths
of which could be met by means of local manufacture, under the conditions
prevailing in Argentinals uetal-transforming industry. A similar
evaluation for Brazil showed prospects of producing locally, with the
existing installations and under the known expansion programmes, 86 per
cent of the electric power generating equipment required (its total
value exceeding 400 mlll:Lon dollars), 90 per cent of the equipment for
pulp and paper production (about 200 million dollars), 77 per cent of ,
that required for the steel industry (a total of 110 million dollars),
66 per cent of the éﬁuipment for cement production (seme 65 million
dollars), and an equally high proportion of -the equipment needed for
petroleum refining and the petrochemical -indust.riesQ

Another significant sign of the growth potential of Latin Americals’
metal-transforming industries, particularly in the more industrialized’
countries s 1s the size of the latent demand for railway material, In t.his
respect, it is pointed ou'bi-/ that in 1959 Argentina, with its luge f
railway net.work (some 44,000 ldlometres of track), possessed 84,000 goods
wagons, nearly two~thirds of which were over 40 years old and, only &4 per
cent less than 20; and that 1,300 of its total inventory of 4,400 passenger
coaches would have to be taken out of service, as they had been in use for
over fifty years, Again in 1959, 64 per cent of Uruguay's goods. wagons
and 77 per cent of its engines were over 40 years old, In Chile, over
half of its 10,000 goods wagons in use were over 35 years old, and it is
estimated that 20 per cent of the material was not being used because of
its poor state of repairs The rehabilitation and re-—equipment programmes
demanded by these and other similar situations prevailing in latin Amer ica

50/ See The rai 7 511ing s A dustry_ in Latin America

/reach astronomical
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reach astronamical figures, quite apart from the expansion requirements,
Thus, Brazil has to supply its needs of 2,000 goods wagoens annually;
and Mexico would require nearly 20,000 goods wagons, 350 passenger
coaches and more than 300 engines within a.period of ten years in order
to maintain and expand its railway network,

In the face of these needs, it is considered that several lLatin
American countries hzve the necessary industrial capacity to supply » good
deal of that material. Brazilts railway industry has reached a fairly
advanced stage and is now in a position to export railway wagons;
Argentina has specialized in the manufacture of large diesel motors;
Mexico is equally capable of exporting -various types of wagons and
coaches; and other countries would be able to export at least important
parts of that equipment (Chile, for example, could export axles and
wheels), However, this sector more than any other branch of manufacturing
production is faced with problems and obstacles other than those related
to supply possibilities, namely the long-~term financing of its sales
of equipment, which make it difficult for the Latin American industry
to compete,

‘ irgentina and Brazil have made most headway in the wider field

of the machine-tools industry, According to a specific study on the
subject regarding Brazil, ""‘/ in 1960 this sector employed some 5,000 workers
in 114 cstoeblishments located for the most part in the State of Sad Paulo
and Hroducing a 'botal_.of ever 13,000 tons annually. The inventory of
maciine-tools, including both- cutting and shaping dies, seemed to be about
205,000; these on the whole were relatively new units (55 per cent were -
less tian ten years old),-a high proportion of 4. em being simple machines
in widespread use, The-machine-tools industry is engaged in activities
with relatively low volumes of production, and this is confirmed by the data
on the averzge size of the establishments, three-fourths of which employed
less than 50 workers,. while less than-8 per cent employed from 100 to 500,
slthough this industry is capabie of offering the market more than 50 types

51/ See La fzbricacién de mfouinas y equi os_en América Latina, II.
Las gacuanas—herramlentas en el Brasil {United Nations publication,
Sales Ne: 63.II.G‘¢£+).
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of nearly 150 models, its Uresent structure does not ye‘b provn.de a very full
range of produetion in terms .of the country's mventory of mechine~tools; 3
even 50, it was able in 1957-63. to supply nearly 40 per cent of domestic needs,
One of the most significant events in the recent development of
metal-transforming in Latin America is the establishment and growth of
the motor vehicle industry, both because of its own importance and because
of its impact on other sectors of the metal~transforming industries
propere In Brazil, its development began with import substitution in
respect of certain parts and was given a strong impetus by the prohibition
(in 1953} on imports of assembled vehicles. The import coefficient had
already dropped to less than 42 per' cent by 1957 and to insignificant
proportions by 1961, when annual output amounted to same 200,000 units.
In Argentina, assembly activities reached high levels in. the early
postenar years (in 1947, for example, about 350,000 units were assembled
in the .country) and assembly-line production began in 1951, Later
attairing an annual output of scme 130,000 vehicles. The development
of this industry is more recent in Mexico, where imports of engines for
private cars and lorries have been banned since 1962, and imports of
mechanical units for use and assembly prohibited since 1964. Venezuela
is planning to incorporate a proportion of 30 pér cent of locally
produced paris in the vehicles assembled in the country by 1965, 60 per
cent. by 1970, and to manufacture complete vehicles by 1980. In Chile,
5,000 vehicles =~ both private cars and lorries - are assembled annually.

_ Table 20 presents figures for the manufactwre and assembly of
vehicles in the countries mentic:ned above, in 1962 and 1963, Wﬁidh
incidentally illustrate the wide range of types and the relat;wely
small scale on which the motorevehicle industry operates in La.tin America
compa.red with the more-industrialized countries. Added to this is the
relatively larze mumber of enterprises contributing 1o that output,
which explains why the efficient utilization of econcmies of scale .
must constitute one of the most seriocus problems in the industry's future

/Table 20
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Table 20

LATIN AMERICA: MANUFACTURE AND ASSEMBLY OF VEHICLES, 1962-63

(tmate)
1962 1963

I, Mamufasture
Apgentina 129 out log kzh
Privats eurs 84 8u8 72 109
Jeeps 32 067 éS I
Lorries 12 095 7 967
Brasy 191 190 ih 16
Heavy lorriss and buses 4 13 3 478
Medium lorries 35 557 20 546
light oarge and passenger trucks 54 390 %0 157
U121ty vehioles 22 247 13 922
Private sars 74 867 8 023
:ﬁﬁﬂ%ﬁ: Susisles 320 208 279 550

M. jspembly

Satle 514
Private sars 3 84
Light trueks, lorries and jesps <1 308
Private cars 41 700 48 900
Lorries and buses 2% 300 2% 800
Yanezuela 11 666 24 Yo
Private cars and charabancs 8§ 768 18 090
Commaroial vehiales and lorrias 2 898 6 350
Tetal mumber of wphdsles assembled 105 289

/development. Later



ST/ECLA/Conf ,23/1.,2
E/CN,12/713
Page 189

develorment., Later on there will be occasion to refer more fully to
the scope and projections of this problem, as well as to other aspects
of the indusiry's development, including the nature of the incentives
and institutional arrangements that have facilitated its recent rapid
expansion,

6o Available su of manufactured goods |

The data relating to the amount and composition of the supply of
manufactured goods available in Latin Americen merkets in recent yerrs
are undoubtedly among the most representative indicators of what the
industrial process has come to signify in Latin America, In the last
analysis, the ultimate aim of this process is to make possible
increasingly large per capita supplies and consumption of manufactured
goods and to augment the available quantities of production machinery
and equipment, as well as to meet the demand for intermediate goods from
other sectors of production and the manufacturing industry itself, It is
therefare worth while to assemble a systematic body of quantitative data
defining the characteristics of the available supply of manufactured
products, both in teims of cumulative values for major categories or
groups of manufactures, and of physical wnits for some important individual
products,

Broadly speaking, on the basis of current activity in Latin American
industry and the Latin American countries! imports of manufactured goods,
the total supply of industirial products available to Latin America as a .

whole may be estimated to be worth over 50,000 million dollars per annm:igj

52/ For the purposes of the present analysis, the available supply is
calculated as the sum of gross damestic production valués, at ex—factory
prices, plus import values (c.i.f,), export values (f,0sb,) being
deducted where necessary., Although reference is made to the current
available supply, strictly spealdng the figures correspond to estimates
for 1960, in view of the difficulties of obtaining statistical data
for more recent pericds, For the same reason, the regicnal totals
really cover sixteen countries, in default of comparable estimates
for Bolivia, Cuba, Helti and Paraguay, countries whose aggregate ,
product represents a small proportion of the total for Latin America.

/In other
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In other words, the reg:.on‘s gross avallable supplyﬁ/ of industrial
products per capi ybrobably averages about 270 dol'l.ars .per annum at
the present time, mcludnng both final goods (consumer and capital)
and intemediate products.

The significance of these f:.gures will grow clearer as the aggregate :
available supply is broken down by categories of manufactures and the
substantial differences in level.and composition registered within the
region itself are taken into account. To this end, table 21 presents
a general pic*t._ﬁrq of the distnibution of the total available supply,l
by countries and by source (domestic production.or imports).

Naturally, the countries whose total population is biggest also
absorb the major share of the regionts available supply of manufactured
goods: apprmnmately three-fourths of it, if the 28 per cent corre&ponding
to Brazil is taken in conjunction with the figures for Argentina and
Mexico, which are, morgover, .the most advanced of the Latin :‘merican
countnes as rega.rds thelir industrial development, But the same is
not true of t.he per ca.pita values- ‘although Argentina shows ‘the

highest f:.gura in the region, other countries 5 -such as Venezuela,
Uruguay and Chile, far outstrip Brazil and Mexico.

’I_'hese“pe.;‘ Jcapita figures are influenced by the correspanding
total per 'ca,z':ita ‘ineonie,' by virtue of which per capita demand for
consumer manufactures is greater; consequently, those countries where
industrial demlopment ha.s made less headway attempt to compensate

H

53/ The concept of gross available supply involves a measure of
" ‘duplication’ in s6 far as it represents the sum of the .valves . -
of intermediate products and of final manufactured goods in '
which those products may be incorporated. In later analyses -
the two categories are dealt with separately, in order to .show
more appropriate ways of measuring these concgpts,

54/ Excluding exports of manufactured goodse

/‘L'abié " 21
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LATIN AMERICAs ESTIMATES OF AVALLABLY SUPPLY OF MANUFACTURED
PRODUCTS (IN TSEMS OF VALUES), 1980

asonn s

Per capita

Teinl avallable supply (millicns of dollars)

Country Producticn Impoirts : Total am;%%la

&/ » {dellars)
Argentina . 1k 099 | 1032 . 15132 722
Brazil ' 13 200 1 225 b 425 205
Chatle 2 450 481 2 931 384
Colombia C 2 654 | . 497 3 151 204
Costa Bios 1kg ol : 243 201
Dominisan Republie 2 90 331 109
Eouador ‘ 307 125 Y31 100
El Salvador 186 1l 300 123
Guatemala 290 121 411 109
Honduras | 121 6 162 93
Mexico 6 T4 ‘ 1 344 8 ofB 225
Nioaragua 96 57 153 104
Panema . in 75 ‘ 187 177
Peru 1 L6 328 1 789 177
Urugvay 733 151 B8y 355
Venezuela 18 1 348 2 999 LoB

8/ Exoluding exports.

/for the
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for the proportionally smaller contribution.of domestic production
by means of relativély.higher import levels,

It can be inferred from table 2L that thanks to the import
substitution process described above, the region as a whole has
reached a point at which domestic production.accounts for 86 per
cent of total supplies of manufactured goods;éé/ But although imports
of industrial products represent only 14 per cent of the amount
available, their annual value exceeds.7,000 million dollars, and in
eonseguence there is still plenty of room for substitution, At the
same time, these data throw into relief the marked differences
between the Latin American countries as regards the origins of their
aggregate supplies of manufactured gocds. In two of them the share
of domestic production is above the average for Latin America (93 per
cent in Argentina, 9L per cent in Brazil); in others it stands at
levels very close to this average (between 82 and 84 per cent in
Chile, Colombia, Mexico, Peru and Uruguay); and in yet others the.
relative significance of imports is still very high, for iunstance,
in Costa Rica (39 per cent), El Salvador (38 per cent), Honduras
(34 per cent), Nicaragua (37 per cent), Panama (4O per cent) and
Venezuels (45 per cent),

55/ It should be pointed out that this ratio is not debermined on-

© the same bages as the usual coneept of "import coefficienth,
in which the value of imports is releted to the product or
value ndded in the various sectors of intermal eccnomic
.acbivity, -whereas here gross industrial production values are
useds In-the light of the more conventional definition,
therefors, the present ccmparisons tend to under-estimato
the relative-share of imports,

/The correlation



ST/ECLA/ Conf .23/L.2
E/CN,12/716
Page 193

The correlation observable between the gross available supply
of manufactured goods and the level of per capita income is not very
close, despite the compensatory role played by imports in those countries
which, irrespective of their income levels, are comparatively behind=
hand with their industrialization process. For example, in countries
like Brazil or Mexico the ratios between the available supply of
manufactured goods and per capita income (50 and 42 per cent, respectively)
tend to be relatively greater than in other cowntries where per capita
income is higher and the contribution of imports is proportionally
bigger. In Uruguay, for instence, where the level of per capita income
is more than 60 per cent higher than in Mexico and more than twice as
high as In Brazil, the ratio is only 41 per cent; and ratios of less
than 40 per cent are shown by Costa Rica and Panama, where again per
capita income exceeds that of Brazil,

The reason for these disparities is to be found in the differences
in the composition of the available supply of manufactured goods, which
is influenced jn turn by the requirements of the industrial development
process itself, and particularly by the relative importance of demand
for intermediate manufacturea, To a greater extent than any other
sector of the economy, industrial activity is characterized by the
proliferation of intermediate transactions among the various branches
of manufacturing industry themselves, some of which specialize in the
processing of goods which will be subjected to further stages of trans-
formation, wntil they are turmed out as products that meet final needs;
and the farther industrial development advances, the more extensive and
complex such transactions become, This is clearly reflected in the
figures given in table 22, which shows the composition of the available
supply of menufactures by uses., Of the 51,600 million dollars represented
by the total available supply of industrial products in 1960,

33,500 million corresponded to final goods (26,700 million to consumer
goods and 6,800 million to capital goods), and 18,100 million to
intermediate products. The latter figure constitutes a proportion of
the total (36 per cent) lower than those registered in industrialized
economies — for example, 46 per cent in the United States in 1947 and

/Tabla 22
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Table 22 L
. LATIN AMERIOA; ZSTIMATED COMPOSITION OF AVAILABLE SUPPLY OF
MANUPACTURED GOODS, BY USES, 1960
{Milldone of dollars) -
L Inter~ © ' Pinal goods

Oountzy o | Total p?-ggt::: Consunér - Capital -

goods goods
Argentina 15 131 5 330 Yyn3 o 2 028
Brazil 1 425 . seéy - . oy 1 6n
Chile 2 931 7 e 35
Colonmble : LI L 1035 1728 39‘?.'
Costa Rica 243 63 1w 52
Dominic¢an Republie > 3 Ty ' 2b7 48
Ecusdnr ‘ Y31 ' 121 241 55
El Selvedor S 85 154 61
Guabenala e w1 113 231 67
Hond:ras 3 - 182 46 102 . kL
Mexico 2 8 088 3 o041 _ 3943 1 104
Nicaragua : 153 i 8o | 32
Panama 18.‘;' _ 7 52_- ! L b1
Peru A 178y 655 976 , 186
Uruguay ' T e o6 . 5 70
Venczuela 2 989 731 1 608 650

Total | 51 626 28107 26669 6 850

/54 per
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54 per oent in Japan in 1951 58/ -, thus implying that the intemal
structure of the Latin American economies is still under~integrated.

On the other hand, this average proportion is given by ratios that
differ widely from one courttry to anocther, since they exceed 35 per

cent in Argentina, Brazil and Mexico (reaching a maximum of 39 per

cent in Brézil); fluctuate betwsen 30 and 35 per cent in Chile, Colombia,
Peru and Uruguay;. and fall below 30 per cent in Costa Rica, Dominican
Republic, Ecuador, El Salvador, Guatemala, Honduras, Nicaragua, Panama
and Venezuela,

As regards supplies of domestic origin, there has already been an
opportunity, in the section on the level and composition of manufacturing
production, to consider the structure of intermal supply, in terms of
three broad categories of manufactured goods, and broken down by branches
of industrial activity. The relatively large proportion of the regionts
output still represented by consumer manufactures is typical of a .
structure of produciion in which “traditional" sectors predominate, in
partlcular the food, beverages, tobacco, textiles, footwear and clothing
industries, etc,; on the other hand, higher percentages of intermediate
and capital goods supplies are obtained from domestic sources in those
Latin American coimtries that have reached more advanced stages of
industrialization, and have therefore developed such branches as the
chemicaly metallurgicel and metal-transforming industries to a greater
extent,

The import component of supply, however, displays opposite
characteristics in respect of both uses and industrial soumés, as can
be inferred from the quantitative data summed up in tables 23 and 24,
Imports of consymer goods constitute omly 18 per cent of total imports
of manufactures, and less than 15 per cent if Venezuela is excluded;
furthemmore, zbout twomthirds of them come from the chemical, petroleum

56/ Figures taken from H. Chenery and P, Clark, Interindusiry Economicg,
tables 6,6 and 8,9, To make the original figures more exactly
comparable, those corresponding to the non-manufacturing sectors
were deducted and the pertinent values were reallocated to sectors
13 and 14 in the tables mentioned.

/Table 23
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Teblezy . o
 LATIN AMERIGA: COMPOSITION OF DPORTS CF MANUFACTURRD
- G00DS, BY USES, 1960
' (lisems of dollere)

Gountry " rotal nediete Tana) gl

: - produsts Conser Captial
Argentina o 1 032 ' Yo 107 \ . 485
Brasil 1225 Loz 148 ‘.5?5
Cnile : 41 | 134 95 252
Colombia _ . gy 126 ’ 48 323
Costa Riea R 28 BT | Ly
Daminiean Republic S 27 | 16 L7l
Eouador . S ¢ . 38 ' 22 64
£l Salvador - w 35 . 2 59
Guat@a 121 % 22 €3 -
Huudum ’ & . 18 1 C 32
Hexi oo 1 34k . ‘373,, ) 196 R
Nicaragua '_ 57 17 - 10 »
Panzme 3 7 2 0n 'y
Pem. : | a8 88 - 7% o N 16
Uruguay 151 85 18 "
Venezuela 1348 263 468 '617

S

/Table 214
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LATIN AMERICA: COMPOSITICHN OF LIPORTS OF MiNUFACTURED

GOJDS, DY SOURCES AND USES, 1950 |

(¥lllions of dollavs)

- Tuter Miel goods
Industry of orlgin Total medlate 5 s s *-—w"-w—é—a-:rtz;--
A o ‘Cars
products gﬁo faer goods

Food, beverages and %obaceoo 997 100 268 -
Toxtiles . 190 in 63 1:-
Footwsar and clothing 25 11 12 -
Wood and cork, including

furniture 6y 58 3 3
Papor and paper products 78 277 1 oes
Printing, publishing and .

allied industriss 26 - 25 1
Leather snd' leathar products,

other than footwear 14 12 1 1
Eobber and rubber products &1 30 4y 17
Chemiecal preducts and petyoleum :

derivatives 1 322 Bey 10 L5
Non=-metallic mineral products 23 48 10 17
Metallurgical and metal=-trans-

fortming industries g/ ‘ 4 sl5 575 ka2 3 548
Other industrics 179 % 63 89

Total 7 1h2 2133 1 287 3722

&/ Including basle metel industries, minufaoture of metal products, construction of
machinery, fixiures and electrical applianeces, and construction of trensport equipment.

/derivatives and
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derivatives and metal-transforming industries and a littie over one~fifth
from the activities producing food, beverages and tobacco. Intermediate
manufactvres account for about 30 per cent of total imports of industrial goods
and are more widely distributed by activities of origin, since although
here again the share of the two groups mentioned is substantial (about
70 per cent), others, such as textiles and pilp and papsr, attain
significant proportions, Llastly, capital goods, which are almost
exclusively products of the metal-transfomning industries, have come
to constitute more than half of total imports of manufactures, even
in the more highly industrialized countries, In the aggregate, the
products of the metal-transforming and metallurgical indusiries thus
make up almost two-thirds of the total, while chemicel and petroleum
products account for about 20 per cent, This is yel another indication
of the role that will ke incumbent on these branches of industry
in the continuance of import substitution efforts, although it would
be a mistake to disregard the opportunities still affordsd by other
.branches of the manufacturing sector, especially in those countries
whose industrialization process 1s ab a relatively less advanced stage.

So much for thé basic over—-all data on the amount and composition
of the available supply of manufactursed goods, with reference mainly to
its sources, .Later, when Latin Americaf’s industrialization prospects
are discussed, and, in particular, when future industrial developinent
requirements are foreshadowed, the differing degrees of dynamic impetus
that may be assighed to demand for the vafious categories of manufactures
and to its effect on the future levéels and structufelof.supply.will be
duly taken into account, The fbregoing observafions uust therefore be
enlarged upon, since there are other background data that would seem to
be indispensable for this purpose, '

Excluding intermediate manufactures, demand for which is contingent,
by definition, upon the composition of final demand and on structural
economic relationships, the first of the distinctions referred to may
be drawn between consumer manufactures and capital goods. According to
the estimates rroviously formulated, the total available supply of capital

/gcods anounted
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goods amounted to about 6,850 million dollars in 1960, a figure which
represents 7 per cent of the total product (at market prices) and 39 per
cenp~of zross investment in the region as a whole, |

These ratics between the available supply of capital goods and
over—all product and investment may seem abnormally low, and may
therefore be interpreted as clearly symptomatic of the inadequacy of
the supply of industrial goods for capital formation purposes. Such
2 view must be modified, however, in the light of several factors,
including some that are mere matters of definition or methods of valuation,

As has been seen, estimates of the available supply are based on
the sum of gross ex~factory production values plus import values (ce.i.f.);
consequently, they make no allowance for marketing surcharges in the
first case or for tariff duties and distribution costs in the second,
and therefore represent a valuation at much lower prices than those
paid by the consumer, Furthermore, the concept covers only production
machinery and equipment and similar final goods, while such products as
most building materials, which are often included in the capital goods
category, are classified in this instance with intermediate manufactures.
Herein lies at least part of the reason why the available supply of
capital goods seems so small in relation to the aggregate product. But
even so, the distortions thus introduced cannot obscure the basie fact
that the gross investment coefficients of many Latin American countries
are very medast in comparison with those of other economies, and that
this is one of the detemminants of Latin America!s slow rate of over-all
gconomic growbh;’ﬂ/ In other words, the composition of current available
suppliss of manufactures, defined in the broadest terms, would have to
.underzo conslderabls modification within a framework of accelerated
economic 'development‘, in the direction of increasing the shara of capital

57/ As in the case of othor generalizations, a differentiation must be
made behbeen the sibvations exishing in the various countries of
whe reginc. [or more detailed vackground data on national investment
coeifivients and tha corresponding growth rates, see, for exauple,
Ths _economie developmant of Latin America in the postewar peried,
op.cite

/goods. The
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goodse The implications are particularly significant if it is borme
in mind that for 60 per cent of its total supply of capital goods the
region still depends on imports, ,

Demand for capital goods is influenced not only by the low aggregate
investment coefficients but also by the composition of investment, The
large proportion of resources allocated to infrastructure and housing
projects, as well as the high percentage of industrial capital itself
that is representéd by buildings and other installed facilities, help
to explain how it is that the new machinery and equipment annually
incorporated into the existing stock of capital account for only 39 per
cent of gross investment, FProbably this is another of the factors whose
operation, given a more rapid over-all growth rate, would increase
the share of copital goods in the available . supply of
manufactures.,

It would he difficult to carry general considerations of this kind
any further, except in relation to individual Latin American economies,
in view of the sometimes substantial differences observable from one
country to another. Much the same is true of the available supply of
consumer manufactures, its ratio to total consumption and its intemnal
composition by types of products, although in this case certain features
emerge which might more legitimately be taken to represent characteristies
comnon to the region,

As previously stated, the annual supply of consumer manufactures
currently available for Latin America as a whole may be estimated at
approximately 27,000 million dollars, which is equivalent to about
U0 dollars per capita and roughly 34 per cent of the region's consumption
of goods znd services of 211 kinds, -The significence of these
figures might be seen more clearly in the light of a few comparisons
with more advanced economies in other regions, from which it would be
inferred that the positior of manufactures in Latin America is .
disadvantageous, both in absolute terms and in relation to total consumption,
Cnce agoin, huwever, sevsral reservetions, different in kind »~nd
sometimes opposite in their implications, would have to be tsken into
account, For example, the ratio mentioned above involves a considerable

/measure of
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measure of under~estimation, in so far as it exeludes Jdistributing and
mariceling expenses in respect of manuvfactured goods. whereas they are
included in measurements of total consumptinon; convers:ly, the relative
prices of industrial products which are usually higher in Latin Amerias,
tend to make their share appear larger than it would be if the comparisons
were formulated in“reaﬁ.ﬁenns or with raference tc measurements based on a
common system of prices, as weighting factors. - ' )
In any event, while these reservations are fully applicable as
regards the exact magnitude of the ratios, in a qualitative sense they
make no difference to the fact that, breadly speaking, consumption of
manufactured goods is relatively low in Latin Amerlica, not only in
absblﬁte terms - largeiy as a resvlt of equally low levels of average
per'éapita inceme - but also in proportion to total consumption, This
conclusion is corroborated by a compariscn of the background data
available on the composition of private consumption in most of the
Latin Anerican countries with the corresﬁonding break-down for economies
outside the region (see table 25).

-The share of total private consumption in the Latin American
countries absorbed by expenditure on focdstuffs (which, strictly
speaking, also include a percentage of manufactured goods), is so -
large that in seversl instances it exceeds one-half and- in no case.
falis belOW'onemthird; Sinee reiatively high percentagee alsdo correspend
to expendlture on Seercqu despite the fact that they fall far short of
the. qpallty'and dlver31f1catlon standards attained in more highly
developed economies, manufactured goods -other than food account only
for rather small propértions of total cozjléumptions ranging from sbout -
25 per cent to a little over 35 per cernt in those countries of the
region where per caplta income is highest,

" Thege characteristics of demand for consumer manufactures aﬁg.
determihed'nét only by edch couwtryls é&erage ver capita incomé, but
alsc by its -income distributicn patterns. Nor ié‘th*s observaiion
applicable onlv to the p031t10n of manufactured goods other than food
in relation to other types of expenditure; it is equally valid as

regards the internal compositicn of consumption of industrial produsts.

/Table 25
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Table 25

ESTIMATES OF COMPOSITION OF PRIVATE CONSUMPTICH

{Percentages of total corsumption)

Manufastured

Coantry _Fcod P:;iﬁ“ﬁzogthe”‘ Mis::ii?tzzua
Latin American countries
Argentina , 36,6 36.7 : 26,7
Bolivia 43.9 29,6 26,5
Brazil 7.8 25.5 25,7
Chile _ 38.5 4.7 26.3
Colombia L8, 27.8 23.6
Costa Riea ‘ h6.6 32,1 - 21.3
Ecuador k3.9 _ 29.5 26.5
El Salvador 5773 29,1 . 22,6
Cuatemala 4. 8 23,6 31,6
Honduras S TP 28,2 26,7
Mexioa 51.2 2l.6 2702
Nicaragua 43.9 31,8 24,3
Fanama 3}% 1 31.9 4.0
Paraguay 57.9 18.4 23.7
Peru 39.7 24,1 36.2
Uruguay o .9 3546 2945
Venezuela 34,7 26.3 29,0
Non~Latin Amerloan countries
hustiralia 26.9 32,1 41.0
Belgium 27.2 31.7 L.
Canada . 22.0 29.4 . UR.6
Denmark 24,1 31,2 L4
France ' ' 31,0 36,9 32,1
Ttaly L1.5 : 26.6 : 31.9
Norway 29,6 35.1 35,3
Spain T 43,2 ’ 21,1 35.7
Sweden 27.5 32.9 39,6
United Kingdom 28.3 32,9 . 18,8
United States 21.1 29.5 Lo.4

Sources: For Latin American countries: ZCLA, baeic data compiled for study entitled A measuremsnt of
price levels and the purchasing power of currercles in latln amerisa, 1960-62" (E/CN.12/653),
subsequently publighed in Eccnomic Bulletin for Latin dmerisa, vel. VIII, No 2, Cetober 1963,
Pps 135 a8t seq.; for non-latin American countries: basic data frem Yearbock of National
becounts Statistles, 1963, United Nations publications, Sales No: G4 XVIT.U.

/The disparities
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The disparities betwesn national averages for the broad cavcgories of
sxpenditure under disrussion sre much more marked when different
population strata in one and the same country are considered, in terms
of income brackets,

This last aspect of the gvestion is clearly reflected in the
swveys of income snd consumer expenditure carried out in several Letin
American countries; even where they are confined to spaeifie social
sectors and to households domiciled in urban centres, For example,
accoprding to the findings of ressarch on consumption distribution by
family income steps in Argentinag'gg/undeﬁaken early in 1963, in the
lower income groups the proportion of expenditurs allocated to food
was about 60 per cent, whereas at the highest inceme step it was
barely 23 per cent; In Chile, a similar survey, confined to lhe
households of workeys living in Sant:i,ago;é?’/ showed extremes of
59 and 32 per cent for the year 1955, and a very slow decline from
one step to another except in the higher income brackets. An earlier
survey carried out in Colombia gave results for Bogo’c-éég/ ranging from
45 +o0 36 per cent in the case of employees! households and from 60 to

L0 per cent in that of workers! families,

58/ See Joint Organization of American Statss and Inter-American
Development Bank {04S/IIB) Tax Frogram, Estudio _sobrs I'olitica
Fiscal en la Argentina, 1963, chapter VI,

59/ See Eliana Vicencio, "Dicvtribucildn del presupussto familiar de
L52 familias obreras", Economia y Finanzas, year ¥¥V, No. 290,
Santiago, Chile, June 1961, p, &,

60/ See "Mamoria de las encuestas scbre ingresos y gastos de las familias
de empleados y obreros de Bogotd, Barranquilla, Caoli, Medellin,
Bucaramanga, Maizales y Pasto: metodologfa aplicada para actualizar
las bases de los indices del costo de la vida", Economia y Istadistics
year XIV, No, 85, Bogots, November 1958, The survey relates to the
year 1953,

JIf the
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I the high proporticns cf nﬁivaﬂa '= neoms used £o 5ot iafy food
requiremernta are consme?em in ronﬂ"zmh:s.op with the yneven sizes of
inceme groups (by numbecs of kLow seholas) , scae idea will be formed of
the great-extent to which demand for COI‘!SlH’Il"I" manufactures. is conditioned
by income levels and diﬁtrn.outn on in Latin Iamerwa.c Their influence is
still stronger in relation to sp 1.1?‘:0 (.ate,g..ar' 2e of manufactured products
other than food, For example, m the Argent:me survey, 1o estimated
share of. du:rahle conaumer goods is newllgn ble’ m ‘the lower income gmuy..,
-risesto. about 6”-9 per cent in “the ma_ddle brac‘xt" and exceads’ 20 per
~cent- at the h:.gheat levelo Even tlwe bohava.our pattern of axpenditiurs
...on-clotling, where the manufactures concerned are essential goods in” -

general. use, :L.].,lu.smzaﬂ;eu how largely qmr‘lf‘._.. population strala.are-cuh
~off from ACCRBT ‘to-the market. for industrial prcducts ;;i, since in some -
“cages -the -carrespending proportion oi total consumpbion tends to-expand
."ra.p...,d]:y imrthe lower- strata, dlmmshmg ovaly in the higher ineccwme groupsy
- These-fragmentary pointers to the -.»Ol’l'll)O‘-“wlblO'l of consumption.of. -

a1

nanufactured goods san ‘be - supplemented by-the-estimates of the availahle

-supply: of. industrial products {ses table 26), This facilitates a mare. -

" systematic evaluation .of the break=down-of. such consuiption by industries
of -origin, as well,as of .the differences occurring from one Latin. American -
country to -another, - - , o ,_'

The lack of ‘suffitiently detailed researcii on. incaie disbribution

Adn-most- of the -Latin Anerican cc*m’m ies m'ec.iudes Surther- discussion of -
Jdtbs J.nfluence on the level e.rad compos:.i ion of dem nd’ fep mamua,c,tvrea
-goodse - Buk it is.a factor bha’o will. probably . have sig m.ilcan‘t,_z eperm,wions
-on the ,future pattexns oi the region!s. indust trialization process; ,a.rd
“therefore merits mors thorough study on the ’oaols of new and.rore: veﬂctenqve,

researche - This. topic will.be reverted to later, in the conbext af.

-industrial development pI‘OSpGCuSs although the datz 3in hand; permif

=

61/ In Argentim, the fooiwear and clothing groups absorv litile -more than ™
7.per cent of total expenditure in the lower inccme strata, a proportioc:
which rises to nearly ll.per cent. and then falls to under 9 p@r'ce::fi;'in

he highest. income brackeh,. : &ccording to another survey, relating to-
- Curitiba (Brazil), the sha.x es of expenditure on clothing inersase from.

6 to 15 per cent, and do not reach 10 per cent in the higher ineome-
©.groups (ses Canselho de Desenvolvimento do Extremo: Sul. (COLESUL ) s

- Parand, Jngresscs e pgastos familiares em Curitiba, C-u.rltlbd
October 1964L),

fPanle 2



Table 26

SELECTED LATIN AMERICAN COUNTRIES: ESTIMATES OF AVAILABLE SUPPLY OF CONSUMER
MANURCTURES, BY TYFES OF PRODUCT, 1960

(141lions of dollems)

Industry of origin

V Luzther

Metallur-

’ " Nor-
Pood, Yiood Faper  Printing, 4 Rubber Chemical | Artisan
Gounty oF Eroup beverages ] Footwear .and snd  publishing Jeether and products metall!.lc _gleal and  qgpyp industries
. ard Texbiles eand woaden paper and’ products rubber and minera metal~ " indus. 20t else= Total
of gountries . takacoo 81e4hing  purniture proucts allied ~ other than _prodm..ts peiroleun Products gicisfor-  tries clargslfied
- industries fodtwear derivatives 1ndns§'~1ea ‘;"/
20-22 23 2l 2526 27 28 29 '30 31.32 33 38 39
: ] . =3
Argentins 2913 £59 699 168 27 . 148 233 125 Bs0 36 1173 162 510 7 713
Brazil 2939 124 450 22 b2 181 8 153 935 96 729 243 - 706
Chile » 543 118 61l 96 n 51 h 8. 15 159 1o 124 129 - 1 879
Colombia 723 29% 156 19 20 61 - 12 31 234 17 121 36 - 1M
Mexiso 1 622 555 190 38 32 131‘ 12 i 637 33 Lol 105 - 3 943
Peru 460 139 94 2l k4 2 1% 15 ' 52 4o - . 978
Urugusy 259 68 2 9 20 3 7 53 4 39 10 - 520
Venezuela, 732 117 7n B 1 " 60 4 20 237 12 77 38 .10 1608
Other b/ 725 81 168 ko 1 22 - 6 91 10 63 30 - 123
Total 10 716 3283 2488 - 65k 158 - 698 282 ¥17 1361 226 2y mB 0 e
N ’ N . ’ . . ’ ~ ) m =
—3 2
_/ In Arzentina a.nd Venazuala., data. on *the value of produotion in artisen industriss are shown separaiely instead of beirng incorporated in the various 8\
groups of industriss. : . - : : :}
N

I_:/ Costa Hioa, Dominipa.n-ﬂepubne, Eouador, El Salvé.dor, Guatemala, Honduras, Moarsgua and Panas.

-Z *1/E¢ " Fuo) /YTIH/ES
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only a superficial approach; in the meanwhile, to facilitate its subsequent
analysis, at least one hypothesis on the structure of consumption of
mamifactures and its ratio to expenditure on other types of goods and
services, with reference to different incomes groups, may usefully be
established as an illustration of the approximate magnitudes probably
registered in Latin America as a whole at the present time,
The relevant estimates are shown in table 27, although they will be
analysed only in later chapters, There is no need to stress the
extremely hypothetical character of the figures in question, which are
based, moreover, on different and often very heterogeneous sources;égﬂrheir
sole purpose is to provide a rough illustration of the influence of
income levels and distribution on the Latin American market for consumer
manufactures, with a view to evaluabing the possible effects of the
income expansion and redistribution objectives referred to in chapter IV
 on future supply requirements in respect of industrial productss In so
far as these hypotheses are realistic, the implication is that one-half
~0f “the Latin American population. = mainly the inhabitants of rural areas =
.8bsorbs.less than 10 per cent of the total available supply of manufactured
- products.other than food,.and. spends on them about 13 per cent of its
" total outlay on consumptions A middle income group, comprising 45 per
~cent.-of-the populakion, .absorbs rather less than one~half of the total
supply referred.to, bul barely one-fourth of the available supply of
durable -consumer-manufactures, allocating about 25-per cent of its total
- expenditure to the purchase of indusbirial goods of all types, excluding
" processed foodstuffs, - -Lastly, the highest income bracket, which includes
:1onlyxﬁ.per,cent—of the population and absorbs more than one-third of total
. income, .purchases nearly L4 per cent of the available mamufactured products

62 The point of departure adopted was the conjectural distribution of

-+ - Latin American income presented in The economic development of
Latin Auerica in the post-war period, ops cite The following
-computations were based on the estimates of the structure of
private consunption, the national surveys on income and consumer
expenditure and the calculations of available supplies of
manufactured products to which reference is made in the present
section,

/Table 27
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Table 27

CLATIN AMERTCA: A HYPOTHESIS PCR THE LEVEL AND CGMPOSITION OF
PRIVATE CONSUMPTION, BY INCOME BRACKET, 1960

(Millions of dollars)
"Ineome bracket
‘ Lower _ Middle- Upper Total
Percentese comregponding to . |
gach brasited _
0f total populatien . 5040 45,0 . 5,0 100s0
Of totsl inoeme S 6.0 50,0 30 100 0
of total consumptien ‘ 190 . . 52,0 2940 © 100,0.
Leval end dcmposition of
gonsumption '
Total consumptien . . 13000 35 000 ' '20_000 68 000
Consumption of foodstuffs 9_700 17 noo 2 80 29 $00
Non=prosessed . ' . 21 300
Processed ‘ ' : 8 200
Manufaotures other than food 1 700 8 600 8 200 18 500
Textiles, footwear and slothing 700 340 - 2 000 6 100
Other ourrent consumer many~ - '
faeturcs 2/ 1 000 4 200 3350 _ 8 550
Dureble ocnsumer manufactures ‘ e 17060 " 2 850 _ 3 850
Servises b/ . . 1600 ° " 9 koo . 9 000 ‘ 20 000
(Total marufactures) . ‘ : o ‘ {26 700}
(Pood) ‘ A ' © (8 200)
(Other than food) L o ' (18 500}

&/ Ineluding beverages and 'tobﬁccb, chemieal and phamaceutidal products, paper products and printed
matter, and other manufactured goodss :

b/ Including heusing, domestic services, transport and other serviecns.

/other than
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other than food, devoting to this purpose a little over L0 per cent

of its total consumer expenditure, of which proportion, in turn, more
than one~third corresponds to durable consumer goods, In other words,
in the higher income brackets per capita consumption of manufactures
other than food would seem to be 8 times that of the middle income

group and 48 times that of the lowest stratume Despite these disparities,
the hypothesis under discussion would suggest that in the two major
categories of mamufactures other than food (excluding durable consumer
goods) the greatest dynamic effect on demand is noted at the stage of
transition from the lower to the middle income groups, between which

the share of expenditure allocated to textiles, footwear and ¢lothing
increases from a little over 5 per cent to nearly 10 per cent of total
consumption, a ratio which remsins virtually the same in the higher
income brackets; as regards obher current consumer manufactures, the
proportion rises from the 7.7 per cent in the lower to 12 per cent in the
middle income brackets, and then to 16,8 per cent in the highest income
groups In contrast, demand for durable consumer goods is almost
non~existent in the lower income brackets, does not amount to 3 per cent
of total consumption in the middle stratum and exceeds 14 per cent in the
higher income groupsa

Lastly, the over=all picture of the available supply of industrial
products needs completing with a few additional data, Apart from the
statistical reservations expressly mentioned, it must be pointed out that
the indicators of level and composition which have been discussed are
indubitably affected by other factors = including differences in relative
prices and the elerent of arbitrariness uswally involved in conversion
to a common monetary unit = which may also introduce significant distortions,
These data on values, therefore, should be supplemented by some indicators
of volume, relating to consumption of a group of staple industrial
products, expressed in terms of physical units,

The relevant data can be seen in table 28, which covers specific
products, differing in kind but fairly limited in number, with due regard
for the need to deal with relatively homogeneous manufactures, These
statistics afford more precise substantiation of the general observations
formulated in comnexion with the low levels of consumption of industrial
goods registered in most of the Latin American countries, For example,

/Table 28
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LATIN AMERICA: APPARENT PER CAPITA CONSUMPTION OF A SROUP

oF STAPLE MANUFACTURED PRODUCTS, 1962

(Kilogyramnea) -
Apparent
Products pav vapita
eonsuiiption
1. 29_3}1',1183
All types of fibre b
Cetton 3.1
Wood _ 0.3
- Celluluse end man-pade Ce7
2 Che’mica} producsts
Detergents (1959) 5.0
Palnta 1.5
Plastis matomals ’ 0.8
. Sulphuric aeid L.3
Caustio soda 2.2
3. Steel produsts '
Bars and 1ight shapes 11.58
Piate and shest 10.4
T‘lnplata 2.3
Y4y Other mamufectures
‘ Neusprin.t 3.2.
Gther types of papor and board 8.6
Cement 83.7

/annual per
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annual per capita consumption of textile fibres (4.l kilogrames) is less
than half the gverage registered for the countries of Western Burope

(946 kilogramnes) and Eastern Europe (9.3 kilogrammes), with particularly
marked disparities in the case of cellulose and man~made fibres, where

in the European countries anmual per capita consumption stands at about

3 to 4 kilogrammes, while the Latin American average is not as much as

1 kilongramme, The same applies to chemical products, Where those for

final consumption are concerned, the Latin American average for detergents
is much lower than that of Italy (8 kilogrammes per capita per annuam) and
less than half that of countries like Belgium, Denmark and Sweden (about

12 kilogrammes); the disparities are still more marked in respect of paint
(an annual average of 1.5 kilogrames per capita for Latin America as a
whole as against 4.4 for Ireland, 8 for France and 10,6 for Sweden), and
plastic materials (under 1 kilogramme per capita per annum in Latin America,
in comparison with 2,1 for Ireland, 4.5 for Austria andi2.5 for the
Federal Republic of Germany), As regards rolled steel products, in terms
of ingots, per capita consumption, as has been shown, differs greatly

from one Latin American country to another, but the meximum figures do not
reach 90 kilogrammes yearly, as against about 500 kilogrammes in countries

~ such as Czechoslovaldia, the Federal Republic of Germany, Sweden and the
United States, over 300 in Australia, and same 240 in Japan, The differences
noted are due in part to the fact that aprarent consumption does not inelude
imports and expoits of rolled steel products which are part of other items at a
morc advanced stage of processing, In the group headed "Other manufectures',
average per capito consumption of newsprint in Latin America represents hardly
mcere than hall the world aversge, ond this proportion drops te nearly
one~thiprd in the case of other types of paper aznd board.

It is beyond a doubt that the disparities in average per capita income
levels largely account for such marked differences in per capita consumption
of manufacturc] nroducts. Bubt it still remains to evaluate how far, over and
above this bDaslc factor, the comparatively low levels registered in Latin
America are also lnfluenced by income distribution patterns, the inadegquacy
of supply or the high relative prices of industrial products on the regionts

markets, ,
/7s Prices
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7. Prn.ceg and costs of Iatin American manufar-tureg _
© Ant over—all description of the picture presented by I.atin American

1ndustry could not omit some reference to the high cost and price levels,
which are usua]ly considered as being one of the fundamanta.l Problems
involved., The consensus is that, ‘on the whole, ILatin America's pr::.ces

of manufactured products are, rela+1ve1y speaking, very high.

general :i.mpression, ~however, is not often borne out by qua.nt:.’ca.tlve
evaluations which would permit an assessment of at least some orders :
of magnitude regarding the seriousness oi’ the problem. Nor are there -
enough systematic studles on the factors determining those f:rice levels,
that is, how far +hey may .be influenced by rela’rivelv high production
costs or gross rates or.return, d:.s’rm.bu’clon and marketing margins,
indirect taxes on tro.nsaci-ions or consumption, customs duties and other
equivalent charges on imports of manufacturers, etc, '

In fact, it is a highly complex problem which demands that
consideration be gJ.Ven simulta’.neously to the effect of a great many
factors, The very term Prelative pnces" presupposes k) companson with
the situation prevmling in other countrles or reg:lons, which in turn
entailss e :unplica.tly or e.cplicitly ~ the use of exchange rates in order
to compare :E‘:Lgures for different countmes in terms of some connnon currency .
unit. The mere over-pnclng or under-pric:mg of the vérious currencies -
would therefore do much to vitiate such compar:.sons 5 while frequenfly
leading to conclusions s in the study of a single country, which appear
radically difi‘eren‘b in the course of a few years., - '

R is not proposed to ana.lvse below the full comple::l‘cy of the
problem., The aim is merely to add a few quantitative data to the generally
accepted gualitative impression, which will help to define it in its
broadest sense, and bring to light the diversified nsture of the existing
situations, both by groups or types of manufactures, and by countries or
country grouvpings. The price study will be based almost entirely on the
background data gathered for a previous ECLA study.-@/ Therefore, it is
subject to the same’ limitations and reservations as specified in that study.

63/ See A measuremert, of price levels snd the purchasine power of
currencies in Iatin America, 1960-1962, loc. cit,

/In essence,
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" In eésence, the research was based on the definition of a2 sample of
goods and services whose components vere considered to be representative
of average consumption throughout Latin America, and a group of investment
goods which were valued at the prevailing market prices in one c¢ity of
each of the Latin American countries and in two United States cities.
Thus, the study is limited to final menufactured products - consumer goods
and capitel goods -, without extending to raw materials and intermediate
products. DMoreover, since the information gathered on prices relates to
those paid by the users, the results cannot be taken indiseriminstely as
the basis for conclusions on factory prices {or on the c,.i.f. unit prices
of imports), inasmuch as there might be appreciable differences in msrketing
costs, and in additional taxes o¢r other charges.éé/ For purpeses of the
present study, the data relating mainly to manufactured products have been
taken from the research, those bearing on other goods and on different
types of services being omitted; likewise, only a few countries have
been selected and an aveprage was taken of the figures for the two United
States cities,

A preliminary evaluation, not subject to the distortions that mighf

be attributeble to the use of specific exchange rates, is shown in figure X,
The exaet meaning of the megnitudes illustrated therein is as follows:
for each of the countries chosen, the expenditure on the group of food
products forming part of the sample of goods and services taken as a common
~ basls of comparison for all the countries concerned, has been considered
egual to 100, following which the respective indexes have been calculsted
for each of the remeining groups of expenditure, as determined also by
the content of the sample. Consequently, these comparisons do not require

& These cherges arc usually quitc high in the cese of imports
g Y 4 g P F
particularly of durable consuncr grods. They also effect other
specific products, such as boverages, tobacco, ete,

/the separate
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the separate nstional figures tc be expressed in temms of a common
currency unit., since they are confined to illustrating the structure
of relative prices in each country, Neither do they reflect the real
composition of expenditure therein, but rather the hypothetical
expenditure which would have to be incurred in each country in order
to purchase the same group of goods and services.

Despite its shortcomings, this analysis helps in some mezsure o
define the relstive ﬁosifién of the prices of menufactured preducts in
Latin America with respect to the United Ststes, if expenditure on that
group of food products is taken as a reference., As can be seen, the ratios
for all the ron-food manufretures are higher in the eight lLatin American
countries considered, but the differences are slight in the case of
Colombia snd Guatemala, However, this situation is not common to different
groups of manufactures, as can be seen in the supplementery illustratien
included in figure X, There are instences, particulsrly smong non-durable
consumer goods such as alcoholic beverages and certein pharmaceutical
products, in which the aipenditure indexes with respect to food are lower
in Letin Americz. This does not occur, however, in such important groups
as textiles and textile products. . As regards investment. goods, the
sitvation is comperable, and even relatively fewourable, only as regards
the construction of buildings, but very unfsvourable in 211 other groups
of capital expenditure covered by these comparisons.

Thus, from the standpoint of price structure, there is no cusstion
of the velidity of the essertion thist on the whole Latin Americats relstive
prices of manufsctured products, particulerly capital goods, are high
compared with those psid in merkets like the United Stetes, This might
be just another way of saying thet in generzl relative food prices in the
Latin American countries are very low, since +hat is the component of
expenditure on which the indesies hzve been based. This would explain why
hrgentina — where foodstuffs were perticulerly cheap when the survey was
carried out - should appear in most of these comparisons as having very high
relative price indeies for industrial products, Even with this reservation,
however, the conclusions reached rre significant and ¢asmnot but affect the
structure of consumption and, in the last analysis, the size of the domestic

markets for menufzactured products,
/Figare X
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Figure X
COMPARISON BETWAEN RELATIVE PRICES OF MANUFACTURED PRODUCTS IN LATIN AMSRICA AND THE UNITED STATES, 1962
(Relationship between hypothetical expenditure on selected groups of manufactures and hypothetical expenditure on a group of food products )

Base for food products=100
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Figure X (Add., 1)

B. CONSUMER GOODS

6. Alcoholic bevarages

5. Non-alcoholic beverages
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Figure X (Add. 2)

B. GONSUMER GOODS (continued)
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11, Pabrics

12, Fabrics for use in the home

10, Footwear
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Figure X (Add, 4)
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2L, Office equipment

. INVESTMENT GOODS (continued)
23, Industrial machinery

22, Agricultural machinery
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However illustrative the foregoing considerstions may be, they fail
tec comrey a more accurate idea of the absolute differences in the price
levels of manufactured products among the Latin American countries
themselves, and between the reglon as a whole and the United States,

The reason for this is that the comparison is between relative prices,
which, moreover, are defined by large groups or categories instead of by
separate products, Accordingly, at the risk of ermtering into the
controversiel topic of proper exchange rates an attempt is made in

figure X1 to overcome those shortcomings by presenting a set of ¢stimates
of unit prices for s number of mejor menufactured products.6

The genersl impression gained from a study of this figure is that the

ouestion of Latin America's relstively high prices for manufactures - the
gualitative side of which is well known - is & very far-reaching cone,
If the exchange distortions are corrected ~ fo the extent that they are
properly considered in the computation of parity exchange rates ~ Latin
Americs emerges all the more as a region of prevailing high prices for
marufzetured products,

The exchange rates chosen for the conversion of ILatin American prices,
as expressed in the respective national currencies, to a common currency
umit welgh heavily in the results of these new comparisons, In 2ll the
Latin American countries except Venezuela the results are more favoursble
if the prices zre converted at the exchange rates in force than if the
operstion is done through fectors more accurately reflecting the respective
parities of purchasing power. Moreover, the resulting pichure presents
widely differing situations from which it is hardly possible to draw general
conclusions, even though basically it should be interpreted as confirmation
of the fget that the high relative prices of Latin American manufactures

correspond also to high prices in sbsolute terms.

65/ The pertinent figurss relate to unit prices recorded on the respective
country merkets, converted into dollars st two different exchange rates:
those in force at the time for foreign trade purroses, and others
corresponding to arbitrary conversion factors, so crlculeted as to be
a more accurste reflection of what might be considered psrity exchenge
rates in respect of purchasing power, For further infermation on the
subject see the statistical amnex,

/Figure XI
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Figure XI (Add. 1) ww—— Eatimated parity exchange rate

1, Non-durable consumer goods {continusd) - ==~ Free exchange rate
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Figure XI (Add, 8)
L. Capital goods {Continued)

om0 Estimated parity exchange rate

«—— = - Free exchange rate
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Figure XI
(4dd,8)
4, Capital goods {concluded)
Dollars per unit
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Tt would be as well to qualify that conclusion in some measure by

examining more fully the infermation on which it is based.

» In the first place, the poéition is seen to te far less serious
in the case of non-durzble consumer goods, where the conclusions depend,
in the last analysis, on the conversion factors that are deemed most suitable.
If parity factors are used only for footwear ~ and on 2 lesser scale for
woollen fabrics -, the prices in most of the eight ILatin American countries
are lower than in the United States; on the other hand, they all register
far higher prices for cotton fabrics, including two such opposite cases
as Chile and Peru, the fomer relying completely on imports of raw cotton,
and the latter being a major exporter of that raw material. The positlon
with regard to rayon fabrics is not too dissimilar, Only two of the eight
countries concerned record prices ecusl to, or lower then, those of the *two
United States cities for beer and matphes - Argentina and Colombia for beer,
and Peru and Venezuela for matches.- As a rule, Latin America's prices of
phamaceutical products are also relatlvely higher - vith o few exceptions
such as penicillin (in Brazil, Chile, Peru and Mexico) - and +the differences
are very marked in so far as asplrln is concerned, whatever the fector of
conversion used., In this groﬁp of non-durzble consumer goods notable
disparities are also observed in the structure of releative prices of
manufactures between the‘Lafin'ﬁmerican'countfies themselves, often exceeding
a ratioof 1 to 3 between those reglsterlng +he lowest and the hlghest prlce
for the same product. - . _ _

Of the nine durable cbnsﬁiérvgoods fquhousehold use considered, - there
is practically no excepfién to the generél rule that ILatin fmericats market
prices are higher than United States pfices and in gereral the discrepancies
are much greater than those no+ed in non—durable consuer npanufactures,
Furthemore, the dlfferences are 80 large as to enable this conclusion to be
maintained. even if the more favourable ratios detemined by conversion at

official exchange rates are used, In several cases, ther are goods supplied
mainly by imports, and consumer prlces are therefore severely affected by
tariff rates and other equivalent charges. Thls does not hanpen in countries
which have already made consideraﬁle progress in import substitution in
respect of this fype of goods, nor in the case of certain of the items
included (such as bicyles), which are produced on a fairly wide scale in all
countries of the region,
/As to
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Aig to the construction materials group, the conclusions depend
entirely on the factors of conversion, although the position is relatively
favcurable to latin America in connexion with two of the most important
products: round iron bars for construction purroses and cement, bothh of
which sre usually produced locally. At perity exchenge rates, in at least
half of the eight Latin American countries {and not always the same ones)
prices for metal structures and galvanized sheets are comparable with or
lower than, those paid on the United States market, As regards paints,
however, all the regional prices are higher, the differences sometimes
being very pronounced. While this product is produced locally on a very
extensive scale, a high proportion of imported inputs ars used.

Capital goods present widely varying situatioas, characterized as
a rule - with the frequent exception of Venezuela ~ by far higher prices
on the Latin American markets than in the United States. Since these goods
are chiefly imported, such diversity is largely determined by the differences
in tariff treatment, It is not superfluous to emphasize, however, that the
domestic supply of these products has also been intensified, eséecially in
those countries which have made most headway in the metal-transforming
industries and in import substitution.

It might be as well to stress the nature and limitations of these
data, in order to qualify the conclusions outlined and to draw attention
to their inadeguacy as a basis for broader interpretations. Their principal
aim is merely to illustrate by means of certain orders of maguitude the
well-known phenomenon of relatively high prices in Yatin America for
manufactured products taken as a whole, They canno* on their cwn indicate
the causes, nor can the comparisons suggested be taken in too strict a sense.
Thus, for'ex&nple, the illustrations in figure X which reflect +he internal
structure of relative prices in each individual country aré subject, as has
been stated, to the reservation that they may be the result of particularly
low prices for foodstuffs., The comparison shown in figure XI, for their part,
are influenced not only by the unreliable estimate of parity exchange rates
or the equally unreliable applicability of official rates of exchange, butr alsoc
by possible discrepancies in the specifications of the individual products
included, although in the basic survey pains were f.aken to make as homogeneous

a classification as possible. .
/Even suppesing
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Bven supposing that such factors failed to introduce any serious
elements of distortion, it would not be right to infer from those coﬁparisons
any general conclusion concerning the efficiency or productivity of Iatin
American industry. As cautioned above, present research deals with prices
at the consumer level, applying indiscriminately to imported and locally
produced goods, and areh+herefore affected by many different factors in }he
vay of factory production bosfs or the c.i.f, value of imports.

These remarks do nbt detract from the value of a systematic presentation
of such data, from which at least some important finaings may be derived.
Whatever may be the detemining factors, there is no denying that the
-prevailing situation in the region is characterized by high relative pricss
of manufactured products - in varying, but usually major proportions - and
that this phenomenon cannot but affect the size of latin America's market
for this type of goods, With another price structure, or through a gradual
change in this situation during the finel stages of industrialization, the
same préportion of income that is now earmarked for the purchase of
manufactures would represent a far greater real demand than that assessed
in the light of the existing price structure,

It is regrettable that in the past there seems tc have been no such
long~term trend, to judge from the variations in the different components
of wholesale price indekes available for some of the Latin American countries.
As can be seen in figure XII, though marked changes have taken place, they
have been of a transitory character without seriously altering the relative
price structure prevailing in the region;‘

The persistence of the problem, as deduced from those past series,
underlines the need for further research on the mattef,'since_sd'far +there
are rot enough data aveilable to carry the analysis to the stage of a thorough
examination of its basic causes, There are many factors which help to
explein the existence of high relative prices for industrial products on the
Latin Américan markets, including those directly influencing production costs
and those determining the magnitude of the differences between factory costs
and sales prices, and between the latter and the prices ultimately paid by
the users, DBut none of these questions have been studied methodically,

Therefore, by way of supplementing the previous considerations, one or two

/Figure LIT
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Figure XIT

FRICE TRENDS FOLLOWED BY MANUFACTURED PRODUCTS AND OTHER TIPES OF
GOCDS AND SERVICES IN SELECTED LATIN AMZRICAN COUNTRIES

BRAZTL : WHOLESALE PRICE INDEXES (DOMESTIC)
(Index: 1958 = 1C0)
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Figure XIT
(Add, 3)
PERU :; WHOLESALE PRIC: INDEXLS IN LIMA, CALLAC AND SEA-SIDE RE3SORTS
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generalizations will be useful con this fundamental aspect of regional
industrialization, nearly all formulafed in purely gualitative terms and
backed by few accurate quantitative data.

This applies to production costs. It is a generally accepted fact
that they are relatively high owing to a number of factors such as:
insufficient scale of production, as determined by the narrow domestic
markets which prevent full advantage from being taken of the economies
of scale afforded by modern technology with a view to higher production
levels in each individual establishment; under-~utilization of available
production capacity, for the same reasons, which is reflected in an
excessive incidence of capital charges, further intensified by the shortage
and high cost of finencial resources; the limited number oif vertically

integrated industries, which is the cause of successive additional charges

in the distribution and marketing of raw materials and intermediate products;

the high prices of basic raw materials, either because they are imported

or because, they are locally produced items of poor quality or are the object

of price incentives; low manpower productivity, influenced by the
unsatisfactory equipment available and by inadequate training facilities,
which reduce or cancel out the benefits which might otherwise have stemmed
from the low nominal wage levels; the shortage of technicsl personnel and
unsatisfactory methods for the supervision and organization of production;
limited specialization, linked also to the size of *the market, which
culminates in the simultaneous production of too wide a range cf-certain
manufactures, A number of institutional factors also have an adverse
effect, including, for instance, the provisions relating to the taxes
levied on.the purchase or transfer of industrial inputs, social security
financing, regulations concerning the number of workers to be employed
in certain operations or work in additional shifts, other similar
regulations, etc.

It is alsc accepted as an estsblished fact that there is not always
a close enough relationship between factory production costs and sales
prices. The uncompetitive structure of industyry -~ protected from foreign
competition by high tariffs —~ and its freguent developmernt under a monopoly

or quasi-monopoly system, create the conditions for a policy entailing high

/profit margins,
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profit margins, the rates of return:beins largely independent of ﬁﬂoduction
costs., Wherever a large rumber of enrerprlses exists, often w1+h w1dely
differing produc+1v1fy levels, open competition tends to glve way to a

form of co-ex1s?ence thr ough various ways of tacitly dlstrlbutlng the
market at prices campatlble with the p051t10n of the least productive
concernss o ' | |

To the foregoing'considera+ions are added the deficiéncies and éhort~
comings of the exlstlng dls+r1buf10n and marketlng mechanlsms, a process
which is sometimes hlghly concentrated at the wholesale st.age ard is la?er
characterized by too many 1nteﬁmed1arles.- The ultimate result is hlgh
- prices for manufactured products at the consumer level, which is only
parﬂly reflected in higher‘eafnings fof‘industfy and, over the long termm,

" becomes a stumbling block to the solution of one of theibééic problems which,

in the final analysis,'is'a détefmining factor in this ctmulative process

of rising costs, i.e. +he substantial bfoadening of the mafket for manufactures.
' This completes the qu&liﬁati%e generaliéatioﬁs concernin;:a problem
which no doubt is €ven more complex than fhls, and is ﬁoverned by still more
disparate causes. As vith all generallza+1ons, they ere not equally appllcable
to all countries of +he region, ror to all sectors of manufacturlng 1ndus+ry.
There are many sectors in which economies of scdle are not a 31gn1f1can+
factor, not even with domestic markets their prsent. size; others have

access to local supplies of basic raw materials which ere also exported,

and Lere they enjoy an obvious advantage over world marke%s.

Tt is not only necessary, therefore, to qualify +hose considerations
for each specific situation, but also to establish some order of importance
within the series-of'faétdrs-indicated, and the degree to which they
actually influence the high prices of ILatirn America's industrial output..

It is precisely in this connexion that the aforementioned lack of

sufficiently detailed quantitative resesrch is most felt,

/A previous
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A previous ECLA studyéé/ contained some comments which might
usefully be repeated here. They were based on a publication in which
a comparison was made between the production costs of a number of
United States enterprises operating simultaneously in the United States
and, through affiliated companies, in the Latin American countries;QZ/
Suchia comparison is most uséful in studying certazin basic aspects of
© cost structure, 1nasmuch as it assumes at least some degree of uniformity
| as regards absorptlon of technology, organlzatlon and management methods,
ete., ‘which constitute additional adverse factors in Latin American
concerns as such.

Table 29 shows the results of this research as regards total unit
costs and their components for somewhere between Shlahd 66 products. As
can be seen, latin America's total unit costs are higher than those in
the United States for 58 per cent of the products considered, equal for
11 per cent and lower for 31 per cent., But within those general levels -
the differences are even more significant: in only 3 per-cent of the
cases reviewed are Latin America's costs more than L5 per cent lower than
United States costs, whereas they are 45 per cent higher in 24 per cent
of the cases considered, | '

Manufacturing costs, as defined in narrower terms, are higher in
Latin America than in the United States in 67 per cent of the -instances
' bénsidefed and lower in oniy 26 per cent, These'discrepancies‘are the
result of very disparate ratios in their fhree main components: raw
materials, labour and manufacturing overhead, A4s regards raw materials,
Latin America appears at a distinct disadvantage, with higher costs than
in the United States for &l per cent of the products concerned, over half
registering differences of nore than 45 per cent. Lebour costs, on the
other hand, show an inverse ratio, since they are lower in Latin America
in 68 per cent of the cases considered, and more than 45 per cent lower
for over half the total nunber of products.

66/ See Problemas v perspectivas del desarrollo industrial latinoamericano
(B/CH.12/66L ),

67/ The National Industrial Conference Board, New York, Costs and Competition:
American Experience Abroad, 1961,

/Table 29
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Table 29

LATIN AMERICA AND THE UNITED STATES: COUMPARISON BETWEEN TOTAL
UNIT COSTS AND THEIR CCMPONEWTS |

(Porcentages of ‘the total mumber of cases considered)

Total Manufacturing costs di%i"-%g: n%%%g_
wait o Baw lab.  Hanufae~ gy hitigs  SCR.
cost r?&fs our overhend  total cosis head
1. Lower cogts than in the ‘
Unitad States 31 14 68 35 26 56 30
a) Lower than 55 per cent 3 N 51 17 3 33 11
b) Between 55 and 84 per econt 18 8 14 pL1Y 12 19 11
o) Between 85 and 94 per seat 10 6 q 3 11 L 7
Ii. The same costs as in the
United States n 5 5 é 8 9 6
III. Higher costs +than in the
United States 8 8L 27 59 67 35 65
a) Between 106 and 115 per cent 8 8 2 10 11 4 1t
b) Between 116 and 145 per cent % 29 11 14 26 15 é
¢) Over 15 per cent 24 Ly Uk 35 30 17 1
Total 100 10 100 10 100 100 100
Number of products é2 69 89 63 65 1! 54

Sourge: National Industriel Conference Board, Hew York, Costs gnd Competition: Americen Experience ibread,
Appendix, table 2, pe 210.

/The components
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The compenents of mamifactuiring costs grouped under the head of
fmanufacturing overhead"”, which includos depreciation, are also lower
in the United States, perhaps because of the importance attaching to raw
materials and "indirect" intermediate products in that grouping. Since
this component is of a somewhat heyerogeneous neture ~ it includes row
materials; iabouf, depreciation; ebo, it is undevrstendable thot its
behaviour pattern does not differ much from that of total unit cost,

To sum up, the sub-totel of manufecturing costs is frarkly favourable

to the United Stztes and the position barely alters in favour of Latin
American costs if the remaining components — sales and distribution costs,
and administrative overheads - are added, owing to fairly sizable advantages
in sales and distribution costs, ‘

These differences in costs for the various components also entail
appreciable differences in latin America's cost structure as compared
with that of the United States (see teble 30). At least two interesting
conclusions may be drawn from it, On the one hand, the major disadvantage
for Latin America - the cost of raw materials . affects the principal
component of manufacturing costs, Thus, raw materials represent préctically
half the total cost in the region, whereas their incidence in United States
concerns is lower than 4O per cent; on the other hand, the regional
advantages deriving from the lower nominal wage levels afiect - at least
in the type of industries covered by this research - less importent
cost components, Secondly, it is interesting to‘ndte that, despite the
many disparities among the Latin American countries, the conclusions drawn
seem to be applicable in general to toth tlie regicn as a whole and to each
individual country,

The resulis of the comparisons under analysis may be influenced by
the nature of the incustries to which ther relate, which, as pointed out,
are confined to subsidiaries of United States Zirms. Hence the desirability
of citing, in addition, others of a broader character, based on census data,
even 1f they are not entirely homogeneous as regards coverage and period

of referencenéﬁ/ The results of such a comparison are presented in table 31,

68/ To this end, use will be made of the industrial surveys or censuses
relating to the following years: 1954 for Argentina, 1957 for Bolivia,
1958 for Brazil, 1957 for Chile, 1961 for Colombia, 1955 for Hcuador,
1956 for Mexico, 1959 for Peru and 1954 for the United States,

/Table 30
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Table 30

LaTIN AMERICA AND THE UNLVED ST.TES: COMPARATIVE STHUCTURE OF
PRODUCTION COSTB IN MANUFAGTURING IMDUSTRY 3/

(Pereentagzes)

Manufacturing corts Sales fand crang Nambor of
Country of Vanu- 5Ly - ran N
re i‘Zn aete- Lebe pag-  Sub=  butich 93 total products
g rials our  tuping total - cosis over cormidered
Ver— hedd
e
Brazil 50 11 15 76 12 12 100 20
Ualted States Lo 15 19 75 16 9 106
irgentina, kg 9 18 76 12 12 100 10
United States 35 1L 20 69 21 10 100
HMexzioo 55 B 13 276 17 7 190 14
United States Lo 12 16 68 25 6 100
Other Latin American
countries 38 11 25 74 18 8 100 11
United States 32 1% 21 69 25 6 100
Total for Latin america 19 10 17 76 15 10 150 55
Total for United States 39 14 18 71 21 8 100

"

table 3, p. 213.

a/ Non-wsishted averages of data by products,

Spurce; Costs end Competition: iAmerlecan Experiance Abroad: op. elit., Appendix,

/Table 31
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Table 31

BREAK-DCYN OF RADT CCST OF PRODUCTION EN SELECTED LATIN AIBLICAN
COURTAIES 4ND IN THE UNITED STATES

(Paroenterea)

Remuneraticns Rt maom E;:;:i ie Pir't. cost

Country Haes Salariss rials . and oL t?:‘::d“.ﬁ
= Y4 fuels

Arcantina : 20,6 (an 2006 .5 . 100
Bolivia 16.7 £.0 “0u9 Gol4 100
Brazil ‘ 14,7 5.6 Be7 - 0 100
Chile ' 12.5 R 96,8 5.0 100
Colembia | 1045 L4 32ﬁ7 | 2.4 100
Eeuador | 16,5 6.4 72.8 L5 100
Mextloo | 12.8 8.5 7502 3.2 T 100
Peru , 1l 3 . 8.0 72.,5 4.8 © 100

United States 24 10.1 62,8 2.7 - 100

Souras: Industrial surveys and ¢ensusss taken in the sountries concerneds

_e/ Salaries of senior and administrative ataff asnd of all personnel in generél , axcaps -
" menusl wvorkserse - - :

/and show
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and show the differences in the structure of what may be described as the
"part cost' of production, excluding depreciation charges, mamfacturing
overheads {other than. fuel ), administrative overheads (not including wages
and salaries) and sales and distribution costs,

Although a correlation between the two types of comparison is difficult
to establish, in a gualitative sense their resulls seem to coincide fully.
The fact that the comparison in table 31 is extended to the manﬁfacturing
sector as a whole tends to enhance, in the cese of Latin American industry,
the relative importence of raw materials, as a result of the inclusion of
2 number of activitles where the value added per unit of production is lower,
Hence the differences between the two regions in respect of cost structures
are gccentuated, the bigger disparities being unfavourable to Latin America
as regards the incidence of raw material costs, and favourable with respect
to the incidence of remunerations. In other words, this time the comparison
is influenced not only by the direct cost raltios of the components referred
to, but also by the manufacturing sectoris own structure, a circumstance
which is likewise reflected in a higher degree of differentiation among
the Latin American couniries themselves, a

Latin America's disadvantages are aggravated if other important
components of the ex—factory sales price are taken into account, particularly
capital charges and gross profit levels, Although the present type of
analysis does not afford specific indications of the incidence of these
other factors, it may at least shed some indirect 1light on their relative
weighbin the prices of manufactured goods in Latin &merica as compared
with the United States, If the ratics between the part cost and the
ex-factory sales price are calculated on the basis of the same data already

seen in table 3], the following resuits are obtained:

Percentages
United States 81
Argentina 68
Bolivia 75
Brazil ' 66
Chile 70
Colomhia 70
Ecuador : 72
Peru 66

/In other
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In other woids, whereas in United States industry capital charges, gross
profits and other similar factors -~ including in scme cases the indirect
taxes payable by the producer - represent a surcharge on the ex-factory
sales price of under 25 per cent in relaiilon Lo the part cost of production,
in manufacturing indestyry in Latin America the corresponding surchargs is
at least about 40 per cent,

In all'likelihoods a similar comparison would also show wider margins
of difference in Latin America between en—factory sales prices and prices
paid by the final consumer, cwing to the ghortcomlngs already rioted in the
marketing process, No cquantitative data are available. however, with which
to substantiate such a conclusion more precisely,

Furthermore, the cummlative effect of these and similar unfavourabl
factors largely cancels out, in the event, the cost and price advantages
that Latin American industry might derive from the nowminal wage levels
prevailing in the region, which are lower than those current in the United
States, A scmewhat roughgevaluation of this factor can be sesen in table 32,
vhich presents a comparison of anrual wages and value added per worker
employed, and the ratio between thess two concepts, in the United States and
in selected Latin American countries,

The disparities, in absolute terms, between nominal wages per worker
shown 1n table 32 {for exanple, levels less than one-tenth and a 1ittle
undey one—flfth of the United States average are recorded for Hexico and
Argentina, respectively) are mainly stiributable to the elzpent of
arbitrariness involved in the adoption of Foreign trade exchsnge rates for
conversion operations of this kind, but at all eveats the wages in cuestion
are indubitably far lower in Latin America. On the other hend, the ratios
between value added and wages, which are not aifected by currency conversions,
are a great deal closer (varying from 1 to 1.5, and in only one case more than
double)s In other words, the advaintages deriving from much lower nominal
wages are consicderably uncermined when the amouat of valve added per unit
of wages, in existing operational conditions, is talken into account,

Studies on specific industrial sectors offer concrets examples which
give a more precise idea of how far inferior labour productivity may be
reflected, even at very much lower nominal wage levels, in higher labour
costs per unit of final product.

/Table 32
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Table 32
VALUT ADDZD PLR GHLT OF WAGES [(WIAGE PRD)'.‘-UCTI?TITY) IN SELECTED ILATIN
AMERICAN COUNTRES AVD IN THE UWITED STATES

(Dolzrs)
” dnneal Value
_ Aanuzl value agde 3
Country Wg%G added per
Rt per unid
worier varlcer vazes
Argentina (1954) 734 2 743 . 3.7l
nile (1957) 436 ' 2 38% 5,447
Colombia (2961) &/ 645 2 kA ' 3,83
Moxico (1956) 359 1 382 4,08
Parz  {1959) L2 2 kb 5.09
United States (195L) 3 60k g kg 2.62

e T e D L e AT A T R T T

Source: Basle data from indusirial censuses and surveys,

Note: Nationel currenoles were converted into dollars on the basis of the followlng exchenge
rates {number of nationz) currency units to the dollars), obtained fiom Firanolel
Statistiocs: irgentina, 13.98; Chile, 690; Colombia, 8.02; Mexico, 12.U49; Peru, 27.70.

E/ Veges end zelarles, and value added per cmploysd person.

/It has
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It has been estimatedjégj for =xample, thet in the textile inadustry the
wages pald in Brazil and Chile (in terms of dollars per hour) dre slightly
lower than in Japanls manufacturing sector and barely one--Ififth as high as
in United States industry (031, 0,35, 0,36 and 1.68 dollars, respectively).
On the other hand, it takes bhetwoeen 6 and 8 times longer (in terms of
man/nours) to produce 100 yards of cotton fabric (weighing 106 grammes
per yard, and from 98 to 100 centimetres wide) in Brazil and Chile than in
the United States, and between 3 and 4 times longer than in Japan. As a
result of these differences in prcductivity, the cost of the labour input
for this unit of fabric works out at 5,16 dollars in Brazil and 4,80 dollars
in Chile, as against 1,72 dollars in Japan and 3.92 dollars in the United
States. In evaluating the implications of this statenent it should be
borne in mind that in the same research the followins conclusion was reached:
although 80 per cent of the eguipment used in Brazilts cotton textile industry
could be regerded as out—of-date, only one-third of what was defined as the
over-all operational deficiency could be imputed to the high degree of
obsolescence of the machinery, while the other two-~thirds were attributable
to factors connected with internal organization, including the laclk of
skilled labour,

Despite the general character of the foregoing comments on the high
costs of manufacturing production in Latin Americz and some of the factors
that determine them, they at least serve to underline the complexity of the
problem and the imnumerable aspects that would have to be covered by a
comprehensive and systematic policy aiued at progressively influencing the
factors in guestion, Specific piecemeal policies - for example, the moderni-
zation of equipment in certain sectors, the promotion of more rational manage-
ment or the training of manpower - mey undoubtedly prove fruitful. But the
problem is deeper and broader, since it also depends upon the transfers
of inefficiency that take place through the structural relations between the
various branches of industry and between the whole manufacturing sector and
other economic activities (such as those supnlying it with basic raw materials
and those affecting the distribution and marketing of manufactured goods and
of the inputs required for making them), as well as upon institutional factors

and the competitive conditions in which indusitry develops.

69/ See The textile incustry in Latin America: I. Chile and II. Bragil,
op._cit.






