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INTRCDUCTION

In;the literaturs on fiscal policy and tax policy it frequently
happéns that the various topics are discﬁé,sed in a highly abstract manner
Thus, for example, such literature co;mis‘ﬁs primarily of a comprehensive
and systsmatic review of the instruments that can be utilized, without
an analysis of the differsnt economic and social situations in which they
are supposed t¢ be used. The sconomic policy aims for which the many fiscal
and tax instruments examined are more or less relevant and effective is
seldom made clsar. :

Another kind of bibliography connnoﬁly. found is that based on the
Keynesian and post-Keynesian thinking where it is implicitly or explicitly
assumed that fiscal policy is considered within the context of a highly
capitalized econbmy with no significant disequilibria betwesn sectors, by
strata of production, or between regions., Accordingly, it may be inferred
that the problems arising in this kind of economy are caussd by maladjustments
between the lsvels of total supply and demand; thus, the use of fisecal and
tax instrumsnte ls geared to compensatory action to prevent cyclicsl
fluctuations and ensure full employment in the industrialized sconomy
concerned, _ . :

Naturally, both these approaches have a fairly limited appiication
in the socio;-economic structuraa of developing countries, given their main
characteristics and the priority objectives deriving from them, since they
bear little relstion to the real possibilities. of implsmenting a specific
fiscal and tax policy, and deal with problems which are of little relevance
to developiﬁg countries. |

 Because of these limitations, the present study is based on the
hypothesis that the analysis and knowledge of the structure and operation
of develqping economiss - in this case the Latin American sconomies -
should be a determining factor in the formulation of their fiascal and tax
systems. Howe?er, even in their é‘ssariti';l. aspects, the structure and
operation of the economy are not common to all't.he Latin American countries.
It is therefore considered necessary to ldentify four typical situations
corresponding to Argentina, Colombia, Guatemala and Mexico.

/The typology
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The typology is based on previous ECIA studies on the trends and
structures of these countries. . Studies are now being prepared for
other countries in the region. Imn this {reaaarch » four analytical units
were identified as a means of classifying the aéleé‘b_et.‘f indica‘tof‘s, which
in gefioral relate to the ten yaars 1960-1969: (a) dynamism and stability
of growth; (b) structural changes oecurring in the process; {c) the social
impact of deveXopment; and (d) trends and changes in the external sector.z’/
This ¢lassification was also useful in discussmg the topics covered by
this - study in their proper order. '

- The countriss considsred show markedly; different characteristics,

which are examined in the first part of this document. '

Argentina has the highest per capita product in the region, although
the rate of growth has not been very rapid. Its relatively advanced stage
of developmsnt goes hand in hand with a diversified and well-balanced
economic structure. - Nevertheless, there is a clear propensity toﬁards"
inflation. The econonic development procese has had a fairly far-reaching
social impact and income distribution is less unequal than anywhers else in
Latin America. Its eXporbs are mainlar agricultural commodltiss produced by
Argentine farmers. ’

Colombia's per capita product comes somewhere in the middle of the
scale for the region and has increassd slowly., There have been soms
brief periods of uncharacteristically high inflation, but it has not been
too acute, The structure of producticn, of which agriculture accounts for
-a large share, ls now being rapidly diversified. Dev’elo;iméni had 1ittls
social impact up to.the m:.d-l%Os, and’ unemployment has been a’ serious’
-problem. In the externdl sector, coffee absorbs the lion's ghare of exporte.

1/ ECIA, Tendencias_y. estructuras de la economia. de Golom.bia en el ﬁlt:uno
.decenio o (B/CN. 127yl§) 8 Sep'bember 19'?1 Tandencia.s estmcturas ds

— s B

1971; Tendencias 6 v estructuras de la ecor economia. arggntina en el Witimo
decerniio “(B/CN; 12/—{8), 16 November 1971, Tendanc:.as o estructuras de
1a scc econom:‘.a de México en gl dltimo decenio (E/CN.12/921), 4 November 1971.
See also "Trends and structures of the Latin American economy in the
1960s#. in the Economic Survgx of ‘Latin America, 1970 (United Natmns
publication, Sales No.: E.72.11.G.1), New York -1971. T :

2/ Ibid., pp. 29~32..
/Guatemala has -
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Guatemala has 2 per capita income of just undsr that of Colombia;
but of the production ssctors, mammfacturing and baslc services represent
a minimal proportion of the gross domestic prodﬁct. Development has had
little social impact, and there are marked disparities in ineccme lsvels,
with a largs proportion of the population living under subsistence conditions.
Foreign investment in the production of the three main agricultural export
items is an 1mportant feature of the external sector.

Mexico has one of the highest and most rapidly growing per capita
producte in the region. Production has been congiderably diversified, mainly
through the declining share of agriculture and the rapid modernization and
growth of manufacturing. Neverthelsss, technological progress ié concentrated
in certain production lines, whils in others the traditional systems of
production have remained virtually unchanged. As regards the social
impact of development, sharp disparities are obssrvable in the distribution
of income. There has been some progress in certain respects, such as
health and education, but none in othsrs. Lastly, an cutstanding featurs

of the external sector is the wide and steadily growing diversification
of exports of goods. '

On the basis of the description of these four typlcal situations
~ in the degree of detail permitted by the data contained in ECIA documsnts -
the second part of the study defines the main problems faced by the economies
under consideration. This definiticn can be extended to other Latin
American and developing countries which conform to any of the typologiles
considered. ‘

The last part of the study contains some guidelines as to how fiscal
and tax policy could help to overcoms the difficulties inherent in the
different economies. First, the degree of relevance and effectiveness of
fiscal and tax policy in solving the problems described previously is
gspecified; eecondly, the fiscal and tax instruments which seem most
appropriate in desaling with each of the situations described are dealt
with separately, the latter in greagter detail. In both these analyses,
which are interderendent, an attempt is made to determine the relevance
and usefulness of fiscal and tax policies and their instruments.

/1. OUTSTANDING



E/CN.12/L.79
Fage 4

I, OUTSTANDING FEATURES OF THE FOUR LATIN AMERTCAN
ECONOMIES STUDIED

A, DYNAMISM AND STABILITY 3/

Of the four countries considered, the gross domestic product
(GDP) g‘rew fastest ih lMexico, which in ten years achieved an increase
of around 40 per cent (3.6 per cent a year) in its per capmita domestic
product ~ which amounted to 67 dollars at constant 1960 prices in 1969 -
- despite the faét that it had one of the fé‘stest“populatioﬂ growth rates
in Latin America, This result was due, on the one had, to the evolution
" of démestic demand, and on the otHer, t6 the marked expansion of industrial
production and basic services, However, growth was rather hampered by the
slow develomment of external demand and agricultural production,

The growth rate of Argentina's economy was-more moderate than that
of Mexico, but thanks to its low population gruwth rate, its per capita
product increased by around 25 per cent (2,3 per cent a yedr), amounting
to 975 dollers‘at 1960 prices in 1969, the highest figure for Latin
imerica, There were no significant imbalances in thé evolution of total
éupply and demand and their components; however, ‘the most noteworthy
feature of growth in Argentina was its high degree of instability, Thus,
during the decade uader éonsid'e’ratibn,'thare Wér'e'; distinct cyclical
‘movemeénts , each lasting sbout two yéars:; In three two-year periods
© (1960-1961, 1964-1965 and 1968-1969) high rdtes of development were
recorded, while in the other two two-year periods there were -considerable
depressions, pérﬁicﬁlarly in 1962~1963,

Colombia and Guatemala recorded the same overall growth rate for
the gross domestic product, but the more rapid increase in the population
of Colombia caused the per capita froduct to grow more slowly (1.5 per
cent a year), thaa in Guatemala (1.9 per-cent a year), In any event, the
" rate of growth in both cases was unsatisfactory, At the end of the decade
the per capita” product of both countries wad less than 400 dollars

3/ See tahle 1.
/Table 1
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Toble 1
MDICATORS OF DYHAMISM 4D STABILITY, 1360-1969
{Anruad peroentage prowth rates)
Arge’ntina Colombia Guatemala Mexiso
1, Total GDP 349 N 4.9 7.2
2, Total population ' ' 1.6 3.4 3,0 3.5
3+ Urban pepulation 2,3 . 5¢5 4,2 5.0
4, Per carite GDP 2,3 1.5 1,9 346
Us, Per caplte ¢DP in 1969 ‘
{dollars at 1960 prices) 97540 381.0 359.0 £78,0
5, Internal demand 3.9 Bl \ L1 ' 7.2
6, Exteinal demand : Let Lo 1043 4.9
7. Agricultural productien 2.2 3.4 3.8 3.9
8. Output of industry and besic services 5.3 Y 6.7 8.5
9, Consumer prices 22,2 11,7 047 2.4

Sources ECLA, on the basis of officlal statistics,

/at constant
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at constant 1960 prices, Tn Guatemala external demand and industrlal
produstion and baesic services were the most decisive factors in the
process of development. In Colcmhia, on the 6ther hand, there were no
clearly dynamic elements, although domestie demand grew somewhat faster
-than the GDP, - ' ' ‘

In 21l the couniries considered the process of urbanizatidn,‘énd
more especially of metropolitanization, continued, with particular
intensity in Colombia ahd Mexico, Moreover, the incidence of the
population aged under 14 in the total population tended to level out in
Colombia, Guatemala and Mexico and to decline in Argentana«

With regard to stablllty of prices, Guatemala had a negligible
rate of inflation, while there was a substantial rise in prices in
Argentina. Between these two extremes, Mexico had a low rate of inflation,
which took on somewhat ﬁore notable proportions in the second half of the
decadse, whlle the 31tuatlon in Colombia was characterized by a relatively
moderate but persistent annual increase in prices.

B. STRUCTURAL CHANGES

1. Structure of the product, composition of employment

and productivity

An examination of the composition of the grcss domestic product
and of the employed population by productive sectors enables several of
the more outstanding structural characteristics of the economies to be
identified, (See table 2,) '

In Argentina and Mexico, agriculture generates a relatively small
and declining proportion of the GDP, However, there is a big difference
in the compbsition of the employed population, In the case of the former,
Lhe structure of employment resembles the structure of the product, while
in the Mexican economy about half of total employment is in agricultural
activities, This contrast is reflected in the indices of sectoral
productivity per person employed: in Argentina the index of agricultural
productivity is close to the average for the entire economy and increased

/Table 2
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Tabla 2

INDICATCRS OF STRUCTURAL CHANGES IN THE FCQNGMY - I

+

de Sﬁara of the seotors of producticn

in the (P (pereentages)

l. Agriculture

2, Industry and baslo services _a;/
= Manufaeturing

3+ Sexvicen
~ Trode

Be Comnosition of the employved
population (persentages)
1, Agrlculture
2+ Industry and basic services
3, Services

C s Produot per person employed
(dollars at 1960 prices)
1, Agrioulture
2+ Indusiry and baslo servioces
3. Services ‘

D. Soctoral produstivity (average
for the econémy = 100)
1. Agrioulture
2, Industry epd basic services
34 Services:

E, Composit:lén of the monufaoturing seotor

{percentages)

1. Tradifdonal industries

2. Intermediate industries

3, Botol-trensforming industries

Argentina Colambia Guatemala Mexioo
1960 1969 1560 1969 1560 1969 1960 1969
7.4 15.3 4.1 3643 30,3 273 16,6 12,3
Lg.h 51.3 32.3 kiR 17.7 20,9 32,6 36,9
(32.2) (35.3) (17.3} (18.1) (10,7) (13.6) (19.4) (22.9)
36,2 33.4 33.6 3543 5240 5,8 50,8 50,8
{17.0) (26,8) {15.7) (16.9) (29.0) (2.9 (30.7) (3148}
19.1 15.6 48,2 42,3 68,0 6.7 | SHe2 47,2
38.0 3649 24,5 23.0 15.3 15,5 22,1 2343
38.5 7.5 2743 F7 16.7 19.8 23,7 29,5
2 185 2 621 1003 © . 1182 862 1 036 156 2108
(1 991) (2 553) (709) {846) (384) (437) (479} {569)
{2 660) {3 638) {1 322) (1 768) {997) (1 397) (2 311) (3 246)
(1 84l (1 853) (1 235) (1 202) {2 684) (2 710) (3 k) (3 630)
91,1 97.1 7047 N6 Y6 42,2 30,6 29.0
122,1 138,8 131.8 1kh9,6 115.7 134,38 147.6 154.0
8h.b 7047 123,1 101.7 ALY 261,56 28,0 172.2
5228/  3%.83/ 69.3%/  63.2¢/. B6.5b/ 76,09/  65.0b/ W3 &/
2.8 v/ 2408/ 240 b/ 25,0 of 947 b/ 13,2 o/ 20,0 b/ 2749 &/
2640 b/ 36,2 of 6.7 1/ 11.8 o/ 1.8b/ 12.8g/ 15.0b/ 24,8 3/

Source: ECLA, on the basis of offiecis)l statistiss.
&/ Includes minlng, manufacturing and sonstruction; electricity, gas, water, sanitary services and transport and somamications,
b/ Data for 1955 and for 1950 in the case of Mexica,

o/ Data for 1968,
4/ Data for 1967.

L e8eg

641 /21" NO /2
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throughout the last deuade. In Mexico, on tne other hand it amounted

to less than one=third of the natlonal average and has been declining.

In Corombia and Guatemala the share of agriculture in the GDP is |
also similar but in the former this sector absorbs less than half the
total employed, compared with around twa-thlrds in Guatemala. As a result,
the relative productivity of the agrlcultural sector in Guatemala is very
low and falling, whlle it is closer to the average and rising sllghtly in
Colombia, s ' ' ‘

‘Behind the above-mentloned trends lies the fact that, st the end
of the last decade, the product per parsonAemployedlin agriculture amounted
to 437 dollars at 1960 prices in Guatemala and 569 dollars in Mexico, These
very iow results can be explained by the fact that in CGuatemela 80 per cent
of the agricultural labour force was employed in the "primitive" stratum
(in which they work without mechanization and with very little fixed
capital) and generated an annual per capita product of around 140 dollars.
In Mexicé,jéo per cent of the labour force worked in that sector with an
armual per capita output of around 170 dollars., One of the most
distinctive features of the Guatemalan experience is the high per capita
product1v1ty recorded in the "modern" stratunr/of agriculture compared with -
the primitive stratum; the ratio between them is 28 to-1l. This ratio is
:explained by the fact that agriculture for export is generally practiced
on latifundia, while small farmers carry out sub31stence farmlng. In
Mexico the ratio was 22 to 1.

The situation in Colombia was more favourable than that in
Guatemala and Mexico because, although 65 per cent of the agricultural
lzbour force was emp&oyed in the primitive stratum, the ammusl pfoduct
~per worker was close to 270 dollars. The céuntryfs natural advantage for
coffee—growing and the technical p0531bilit1es of cultivating coffee on
" small plantations largely explain thla fact. Lastly, the relatlve

L. The.modern stratum is con51dered to 1nclude those activitles which
are carried out with relatively efficient forms of organization and
in which the supply of caprital per person employed. and the consequent
productivity are comparable with similar activities in zndustrialized
economies, - . _

/ import ance of
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importance of the primitive stratum is limited in Argentina, and more
than fouwr=-fifths of rural workers are employed in "intermediate" and
"modern" st-ata, (See table 3.)

The relative importance of industry and basic services in the
generation of the product is directly related to the level of per
capita inceme in the countries considered; the higher the income level,
the greater their importance., However, the incidence of industry and
basic¢ services is much higher in Colombia than in Guatemala, although
both countries have a similar per capita GDP (see table 2)..

. Although the incidence of industry and basic services in the
gensration of the GDP increased in all the countries during the last
decade, the same was not true of the composition of the population
employed in the sector, which declined in Argentina and Colombia, remained
practically stable in Guatemala and increased slightly in Mexiec . These
differences appear to be closely bound up with ﬁhe growth rate recorded by
the sector; indeed, Mexico and Guatemsla were the countries with the most
rapid rate of industrial developmént. Moreover, the increase in the
product per person employed in industry and basic services was much greater
in Mexico and Guatemala than in Colombia and Argentina,

The absolute figures for the product per person employed in this
sector show a relatively high result in Mexico compared with Argentlna.éf
Owing to the high degree of modernization and capitalization in the
manufacturing industry é/in Mexico, the composition of the product by
strata is similar to that of Argentina; however, as the primitive stratum
in Mexico is of some importance in the field of employment, there is a big

5/ In 1969 the per capita GDP in Mexico was around 70 per cent of the
Argentinian GDP, However, the ratio with respect to the per capita
industrial product was 90 per cent.

&/  This subsector is the principal component of the industrial and
basic services! sector,

/Table 3
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SGME WDICATRS OF THE STRUCTURE OF CERTAIN SECTORS OF ™E IDQNOMIES, BY STRATA
‘ - {Persentages; date for the end of the 1960s)
Argentina S Coleorbia - Cuatemale - _ Mexico
- Inter-  Frim~ Inter-  Prime . © Inter- - Prim= .  Intér-  Prim-
Modern diate - titive . 500 mediste  itive Hoder | pediate ittve o™ nediate  ittve
1. dzrioulture ) e : . oo T i
(a) Composition of the produet 651 3243 2.6 k5.0 Sl 20,6 43,9 30.6 0 255 5042 32:0 - 17.B
(b) Composition of employment " a5,.0 57.8 18.0 747 24743 6540 Be0 15:0 G040 Ta7 32.3. 60,0
(o) Index of productivity with o U ' C . -
respect to the average 260,k B6.7 1"-!—.5 [ 126.1 N.7 879.2 20345 .8 - 652,85 92.0 29,7
2, Menufacturing R o o ' . . ; o
{a} Composition of ithe produst- . 62.1 37,5 O 559 Lg.0 L2 £643 304 %3 84 el 0.8
(b) Composition of employment @ . 25,6 - 70.6 3.8 13,1 6149 25,0 14,0 57.4 - 286 47 63ak “1l.9
{c} Index of productivity with ' T . . . s .
respect to the average - 242,38 5362 ¢ 10,3, 274 4.7 16,3 H73.9. 530 | 11,5 285.7 5846 Sl
3. Trade o . o B B s L »
{a) Composttion of the product 5242 Y740 0.8 -hol - hg.6 1.0 23.2 61 0.7 M2 | 532 . 0.6
() Composition of employment 15,0 0.0 “Gg0 15.0 °  75.0 10,0 10,0 C 80,0 0 10,0 20,0 - 70,0 - 10,0
{o) Index of productivity with ~ ) ST . _ . ) :
respect to the aveiage Fida 16,0 3295 664 10,0 . 234 9542 7.0, 23162 7607 Bub

- 5047

Seurce: BCLA estimatas. -
a/Data for the whole of Central Amerlea,
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difference between the levels of productivity per person employed in the
modern and the primitive strata (the ratioc is 56 to 1). The preduct per
persen employed in the primitive stratum of manufacturing in Mexico et
the end of the last decade was less than 170 dollars a year, which is
rractically the same as the level recorded by the prlmltlve stratum ef
agriculture (see table 3).

In Colombia and Guatemala the primitive stratum of manufacturing
provides a large share of employment, but makes little contribution to
the product, particularly in Guatemala, In‘the latter country the
productivity ratio of the modern and primitive strata is 41 to 1, while
the annual. per capita product is 140 dollars, which is slightly higher
than that obtained in the primitive stratum of agriculture.

Generally speaking, anc from the angle of analysis used, less
internal imbalances were noted in the manufacturing industry in Argentina
and Colombia than in Mexico and Guatemala.

Noteworthy features of the services sectors are, on the one hand,
their high share in the generation of the GDP in Guatemala and Mexico and,
on the other, the high level of Lhe product per person employed, although
it is declining in relative terms, While the proportion of the population
employed in these sectors has increased significantly, the product per
person employed - in absolute terms - continued growing, slbeit slcwly
during the last decade, ' '

Services account for a much smaller share of the product in Argentina

~and Colombia than in the other two countries; however, they account for a
large and fast expanding share of the employed ropulation. CObviously, this
was reflected in the low and declining or semi-stagnant product per person
employed, These trends reinforce the view - supported in the documents
quoted in the Introduction -~ that in these two countries services have
acted primarily and intensively to absorb that section of the labour force
that finds work under conditions of hidden unemployment. ,

An examination of the stretified structure of the trade subsector
-which is the most important subsector of services — presented in table 3

/shows the
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shows the negligible importance of primitive activities in the genmeration
of tre product, despite the fact that they account for 1C per cent of
employment in Colombia, Guatemala and Mexico. As regards productivity
per worker, it is interesting to note that in Mexico it was 42 times
bigher in the modern stratum than in the primitive stratum,

One characteristic of the structure of the econcmies which is
closely linked with the aspects mentioned above is the composition of
the preduct in the manufacturing sector, in terms of traditional,
intermediate and dynamie industries. In table 2 it is seen that the
most "developed" distribution corresponds, as might have been expected,
to the Argentinian economy: the share of the traditional industries has
waned rapidly, amounting to less than 40 per cent at the end of the last
decade; at the same time, thz incidence of the intermediate and metal-
transforming irdustries, particularly the latter, has increased rapidly,
and their share in the total product is the highest in Latin America.

It is also noted that developments in this sphere in Mexico were similar
to those in Argentina, although towards the end of the decade the .
percentage shares of the three groups of industries were different in

In Guatemala, the metal<transforming industries grew rapidly,
and by the end of the decade they accounted for. about one-eighth of the
total product. They grew much more slowly in Colombia,, and their share;
at the :end of the decade was lower than in Guatemala, Noteworthy features
of the data on Guatemala are the:low . level of participation of
intermediste industries and their relatively slow growth. -In this
- connexion, it-is noted that the industrialization process in that country
is taking place without the support of a broad base of intermediate
industries, 4s a corollary of this trend, imports of raw materials and
intermediate products increased rapidly between the mid~1950s and the
end of the 1960s, -

* each country.

R E -+ /2., Investment
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2. Investment and investment financing, and the export
and import coefficients

During the 1960s the coefficients of investment with respect to
the GDP were around 20 per cent in Argentina, Colombia and Mexicec, which
may be considered as relatively acceptable in the Latin American context
and in comparison with the levels recorded by the more developed eccnomies
in the past. Guatemala, however, recorded an inadequate rate, although it
did show a certain tendency towards growth. (See table 4.)

| An analysis of the composition of fixed capital investment by type
of goods shows that, at the end of the 1960s, investment in respect of
macainery and ecuipment amounted to only 30 per cent in Colombia, while
st the other extreme, in Guatemala, the corresponding level was 65 per
cent, In Argentina and Mexico the cocumposition of such investment was
closer to the average for Latin America.

With regard to the structure of saving, the first charscteristic
of interest is the relative importance of the externtl component. In
Argentina this component has been insignificant, sinco investment financing
has been taken .from internal resources. The share of external saving in

" total financing in Mexico has been similer to that observed in Latin
America es a whole, but it has shown an upward trend.

The level of extermal saving in the Colombian cconomy was fairly
stable and achieved significant proportions (around one-eighth of the
total); in Guatemala the corresponding proportion was one of the highest
in the region (around 22 per cent) and showed great stability.

The data available on national saving and its composition make it
possible to verify some characteristics already mentioned and to enlarge
uponn others, Thus, in table 5, for instance, it is observed that
Guatemala has a low coefficient of national saving, while Colombia and
Mexico, and Argentina in particular, have relatively high and acceptable
coefficients.

It was noted that in 1965-1967, 45 per cent of total national
saving in Guatemala was accounted for by allocations for fixed capital
depreciation allowances. The savings of corporations and family units,

/Table 4
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Table &
IMDICATORS OF STHUCTURAL CHANGES IN THE ECOMOMY = II

Argentine o/ "Colonbia Cuntemalo Héxtoo b/
" Around Around Around Aro—u:; Around - Around ‘i;r::und Around
; 1960 1969 2960 . 1969, ol 2960 - 1969 1360 1569
A, Evolytion of “the public nestor ) ; ' : . -
1, Retio of general govermment current U : . o _
expendifure plus publio investment to GDP 20,3 27,0 . 10.1 S L% A 1,7 12,1 h PR 16,6
2, Genepal government ourrent expenditm'e/ S R o
GDP - - 19.2 7.0 8.7 . Be6 - 91 B4 10,2
(a) Operatiomnl expenditure - -(13-9) (548) {Gaz) T (7.5) {7.5) (4e9) (5a}
{b) Transfor payments : - (5+3) {r2} (2.5) (a1} (1.6) (3.5} - (4.8)
3+ Public irvesthert/G0P - - 7.8 R L X 6.0, 64
4, General government ourrent 1noome/GDP - © a2 1.9 14,0 10,7 . 10,6 - 12,5
(n) Tax reverme - © (21.0}) . - (20.8) (13.0) . {2.0) ‘ (9.3) - (13_.3)
1, Direct: faxes - 7 (10,5) T (M) (5.4) (2.1} (2.1) - (1&.8)
ii, Indirect beies - {10.5) {6.4) {7.6) 12,9} ns! - (e5)
{b) Non-tax revere - (3.2} (1,1) S1,0) . (1) {1.3) - (Le2)
5 General suverrment saving/GOP B N b9 503 ' 2.1 " 145 - 243
6. General government saving/public invest- - 4.1 158,5 7.3 68,2 5047 - 36,0
B, EZvelutfon of invesiment . . . .
1. Coeffiolent of investment vith respeot ' K S 7 S :
tc GDP , 2247 2049 T 20,5 - 18.6 T 10.3 1245 201 . 20,7
2, Composition of fixed 1mrestment, by - B )
fpe of gooda - . ) . L ‘ .
(a) Construstion §149 2 5507 " 636 . hB5T 36 5548, 53,8
(b) Machinery and equipment 58,1 -+ 55,8 4,3 30.4 51.5 65,4 Yoo 46,2
3e Composition of fixed inmvestment, by : ' L .
fype of byyer . o ‘ . _ ' .
(a) Publio sector - - " 3.1 .7 28,6 26,0 22,2 30,0 . 30.9
{b) Private sestor - 62,9 . 85.3. - M Th.o 7746 70,0 © 69,1
Ce _mm% o ' o N '
1, Intermal - : - 91,0 9%.9 88,4 87.9 T 78,5 7762 9342, 91,8
2, External - 240 0.1 11.6 12,1 218 22,8 648 Ba2
D, Export and import ooefﬂciarrbséGBP ’ . ' , - _
1, Export soeffiolent '+ 10,8 11.7 .9 - Wb 12,7 18,7 10.7 963
22 Import mefﬂ.eient 12,7 - 10,0 15,3 13.1 13,6 1745 1L 9,8

Sourges ECIA, on the basis of offiolal statistics,

ﬂppmximte ostimtes, -

_j Partial figures, not ineluding all activity of the general govarmant.

T edeg
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Table 5
COMPOSITION OF NMATIONAL SAVING IN ARGEITIHA, COIOD'BIA_. GUATIMALA AI\B. MEXICO

{Peroaitasss of the GIP and persentags distribubion)

Argentins Colombia - Guatemmla Moxice
1961=1963  1967-1968 1965-1967 1966-1967
1, latloral savirg 20,7 100 17,2 300 946 100 18.9 100
2s Savirg of corporetions (3.0} (1.5} (2.3) {13.4) _
3. Savirg of family welts  (13,0)  (62,8) (1.4) {8.1) f (3:5) (36.5)  (s)  (63.0)

%o General govermment saving (0.7) (B4)  {5.3) (30.8)  (2.8) (287}  (2.3)  (12.2)

¢ Allocations for fixed ) . .
sopital depreciation 4.0) (19,3) {8,2) 47.7) 4,3) (44, 8) H.7) {24.8)

allovances

Sourcess 1. Argentlna, Natlonal Development Council, Distribusldn del ingreso y ouentas maclomales enh la

Arzentina, Buemos Aires, 1965, pages 10 and 11,

2, Colonbia, Inter~Ameriocan Commitise on the Allianoe for Progress (CIAP)}, El ssfuerzo intermo v las
necesidades dg financiamierte exberns para el desarrolle de Colombia (CHPﬁ#GZ ), Jamary 1971,
table 1I-9,

3+ Guatemala, ECLA, Statisfies) Bulletin for Latin Ameriea, vol, VII, N® 1 « 2, June 1970, page 229,

b, Mexioo s CLAP, Bl esfuerzo irnderne y las nesesidades de firmencianisnto externe para el desarwollo
de Mex!.uo (C1aP/503), Yey 1973, tebles 1I-2, II-18 and II.23, and Bark of Mexico, Cuentas Naolpw

8 J 2eerves de oapital, consolidadas Eor tipo de aotividad ecarufmieﬂ., 1950-1967, June 1969,
'ba.bles 17 =ng 10,

/considered jointly,
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considered jointly, amounted to only 3.5 per.cent of the GDP; moreover,

general government saving represented 1.8 per cent of the GDP,

; - In Colombia, too, corporations and family units. showed a low level
of saving (3.7 per cent of the GDP) but, unlike the case of Guatemala,

~allocations for fixed capital deprebiation,allowancesVand general

govermment saving were relatively high, and between them amounted to

13.5 per cent of the GDP.

The structures of national saving in Argentina and Mexico werse
similars: most of it was generated by corporations and family units,
especially by the latter in the case of Argentina.Z/ However, there was
a low incidence of general govermment saving and allecations for capltal
depreciation allowances.

It should be added that Argentlna generates by far the highest

level of family unit saving as a proportion of the GDP, compared not only
W with the other three economies examined byt glso with Latin America as .a

whole. _ , _ , o .  ,
. The first outsﬁanding,feature noted in an examination of ‘éxport
and import coefficients is the relative importance of external trade for
the economies of Cuatemala and Colombia. In the case of Guatemala, the
coefficients recorded, in addition to being high, showed an upward irend;
in Colombia, on the other hand, they declined during the last decade, the
import coefficient in particuler. (See tzble 4,)

In Mexico there was a similar decline in the export and import

coefficients, which put both of them at a level below 10 per cent, These
values are the lowest in latin America after Brazil. In any event, at the
end of the decade there continued to be an imbalance between exports and
imports which genersted a deficit on the trade balance.

7/ The corresponding breakdown for the Mexican economy was not
available. See table 5.

8/ It should be noted that the figures for Argentina relate to the
period 1961-1963; there was a sharp upswing in general government
saving in the second part of the decade,

/The external
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The external sector in Argentina showed a singular pattern of
development. Although the export coefficient rose sharply during the
decade, there was a marked drop in the import coefficient. This made
it possible for a trade deficit to be succeeded by & trade surplus.

The decreases in the import coefficient noted in Argentina,
Colombia and Hexico are largely expléined by the progress recorded in
the prpCeSs of import substitution., However, the pclicies of restrictions
on imports applied in Argentina and Colombia were alsc a fairly important
factor,

/c; THE
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C. THE SOCIAL PROJECTION OF DEVELOPMENT

prodn Sl S VN

1. &z_l_a;ljrg_i_._s_ of various indicators of social projsction

The’.situation 'of the four countriés considsred in the matter of the
gsocial projection of the develcpment procasé can first be svaluated with
the use of the set of indicators presented in table 6. This table high-
lights, in addition to the corresponding values for each indicator at the
end of the last decade, the variations that have taken place in some cases
since the mid-1950s,

Generally speaking, it is obssrved that the levels attained by the
different countries in various social aspects are more or less in keeping
with the level of economic development they have achisved. Notwithstanding
this, certain singular features are observed which should be emphasized,

4s is natural, the level of per capita personai consumption is
clearly proportional to the domestic product of the countries. Only in
Guatemala is it relatively high - being similar to that of Colombia -,
vhich reflects the low rate of saving in Gustemala.

The data on nutrition confirm the sabove-mentioned situation: at
the end of the 19608 Cuatemala had nutrition indices equal to or higher
than thoss of Colombia. In Argentina, where, by the middle of the 1950s
high rates of per capita availability of calories and protein consumption
had been attained, those rates were subsequently reducsed. In Mexico the
record of improvement in this field has been relatively slow. -

In the sphere of health Guatemala is in the worst position; at the
end of the 1960s the infant mortality rate continued to be very high. In
addition, there was a remarkably low expectation of life at birth ,\which
had shown very little increass over the last two decades. At the other
extreme is the case of Argentina, wheré the health indicators are favourable.
Between thess two extremss are the similar situstions of Colombia and Mexico;
the latter recorded substantial progress. '

The indicatore of educabtion that have been compiled alsoc show that
Guatemala's pesition is clearly below the other countries. Colombia and
Mexico, for their part, have similar features, except as regards the level
of pri:ﬁary school enrolment for the population aged 5 to 14, where the

/Table 6
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Table &
SQCIAL INDICATGRS OF DEVELOPMENT

1, Porsennl sonsumption par ita
' {doliars at 196G prices)
2, Nutrition
a) Dally intake of colories per oapite
b) Protelns per saplta (grams per day)
3, Health
55 Expestation of 1ife at birth
b) Mortality rate per thousands in the age
: group Lkt
Iy Edusation
&) Paroontoge 6f litsrates in the population

eged 15 and over
b} Absolute vumber of 1lliterates {in thousands)
&) Percentage of population aged 5e14 enralled
in primry educntion

d} Percentoge of retentlon up to sixth year of

5

6,

7e

primayy gehooling

Houst

a.i Percentage of dwellings with rumning water

b) Percentage of dwellings with axy ldnd of
santtary servioe

¢) Parcentage of dwellings with electris light

d) Peroentage of dwellings with 3 ar more
persons per room

loyment
Rata of unemploymont
Sonlal seowdty

Percontage of eoonomlcally aotive population
effiliated to seolal security

drgentina Colombia Cuptemala Mexiog
Around Around Around Around Avound round Avound Araund
1955 1968 1955 19568 1955 1368 1955 1968
562.2 676.5 229.9 292,0 23,7 2834 Fel.h 470.7
" 5070 2 920 1 900 2 200 2 ocho 2 200 2 370 2 550
96,9 88,0 42,9/ 48,9 554 56,8 6343 65.7
60.6a/ 67,0 52,25/ 60,0 43,62/ 7,0 48, 8a/ 6040
4.3 37 21,4/ 13,4 62452/ 28,5 30,3 1247
86, 0e/ A/ 57.0a/ 720%/ 29,08/ 7.9 57408/ 7946
66008/ 731 28, 0e/ 45,5 22,08/ 35.7 39408/ 61.0
- 39,84/ - 27,39/ - 16,74/ - 29014/
- 51,68/ 38,7/ - 29;5_5/ - 32.3/
- 86,7 ho.6e/ - 30468/ - -
- salg/ 3‘*.5_9/ - 22.6 - -
- 15.3/ - - 43,10/ - 52400/
2,3 2,60/ 6ot 10,58/ - - 2,0 2,78/
48.65/ 66,3 8,35/ 10,1 21,58/ 249 11455/ 16,7

Souroes ECLA, on the basis of offtclal etatlatics,
Around 1350,

b/ Around 1960,

o/ hround 1970,

&/ Around the period 1960-1965,

& Avound 1365,

6T &98g
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latter count.ryl shows a higl:xer coefi‘ici‘e:nt", although it contimued to have.
& low coefficient of retention. In Argentina, despite the favoursble
level from which it started, insufficient progress was obsarved in this
connexion and, furthermore, the level of ra'tentlon up to the sixth yoar
of primary schooling also appears to be inadequate.

The figurse available in respect of housing are partial and
inconclusive. In any ex'»enﬁ, the conditions in Guatemala and Colombia
seem the lsast favourable - less than one-third of dwellings have certain.
basic facilities -, while Colombia would sppsar to be in a relatively
betier position. As far as Argenting is concermed, the level of héus.jlng
is much higner, but there is no doubt that progress in housing does not
appear to be sufficiently commensurate with the psr capita income of the
country. :

With regard to employment figures, Colombia recorded the hJ.gheat
rate of unemployment. Unemployment lsvels went up in Argentina and Mexico,
but were kept at acceptable lsvels.

Lastly, table 6 provides data on the scope of the social sscurity
sys.em. In Colombia and Mexiczc a relatively low proportion‘ of the economically
active population is affiliated to the social sscurity system, and this
proportion has shown no tendency to grow rapidly. Guatemals, on the other
hand, is c¢lsarly in a better owversell and relative pf:aition thanks to the
activities of the Guatemalan Social Security Institute. In Argentina
two-thirds of the economically active population have been covered by the
system; this rate and the Chilsan rste are by far the highest in Latin
Amprica, ' ' |

The examination of the social projscti‘én of development takes on a
different perepective if the average indicators that have been given are
considered in sub~categories, so as to distinguish the standard situations
that arise in urban or rural areas or in different regions as well. In the

S/ "It is not poseible to place as much emphasis as desired on the determinatior
of the occupational characteristics of the countries becesuse, on the one
hand, no data are avallsble for Guatemala and, on the other, the data in
respect of Argentina and Mexico are very partial., Of the four documents

" mentioned in the Inmtroduction, only in the one relating to Colombia was
it poasible to give dstailed consideration to ‘t.he Bub;ject. ‘

/ four countries
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four countries considered, and throughout Latin America, it is observed

that the soclal situation in the rural areas and in the more backward
regions is much more unfavoursble than in urban areas and more advanced
regions. Unfortunately, there is a scareity of data that would point up
thoss coatrasts; however, some of them will be found listed in the
relevant documa:xi;sgl

For instance, with regard to the proportion of literstes in the
population aged 15 and over, Guatemala recorded a rate of 65 per cent
for the urban population and 22.6 per cent for the rural population; the
comparable proportions were 78.7 per cent and 51.1 per cent for Mexico;
85 per cent and 58.7 per cent for Colombia, and 93.7 per cen: and 81.5
per cant for Argentina. Thus, only on the cass of Argentina was there
a more balanced ratio. Even more marked differences are observed in the
_coafficients of retention at primary school: in Colombia, 3.7 per cent
for rural areas and 47.3 per cent for urban areas; in Gusgtemala, 3.5 per
cent and 49.6 per cent; and in Mexico, 9 per cent and 54 per cent.

Ancther indication of the urban-rural disequilibrium can be seen
in ths field of housing. Thus, in Argentina less than 20 psr cent of
rursl dwellings had running water or elsctric lighting, whils in urban
areas the proportions were 60 per cent for water and 80 per cent for
electricity. In Guatemala the disequilibrium was even more notabls:

L per cent of rural dwellings had elsctricity and 8 per cent were supplied
with running water; the corresponding figures for urban areas were 56 per
cent and 70 per cent, respectively.

Again, regional discrepancies canh be brought out by two examples:
in Argentina in 1960 the rate of illiteracy in the population aged 16 and
over reached a minimum of 3.2 per cent in the cgpital and a maximum of
17.7 per cent in the northeast. In Guatemala, in the mid-1960s, the
ratio of deaths to births was 27 per cent in the department of Guastemala,
but amounted to 51 per cent and 60 per cent in the departments of Alta
Verapaz and Solola, respectively.

10/ See ECIA, op. eit., E/CN.12/915, 916, 918 and 921.

/2. The
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2. The distribution of incoms

The intensity of the social projection of developmsnt can be -
evaluated by a study of the distribution of income. The general pat.tern
for the four countriss, classified by five groups of populatlon accordlng
to their position in relation to the msdian, ie presented in table 7.

It nooed hardly be said that this is ons of the many ways of loocking
at income distribution and that, in practice, it is dependent on a number
of factors, the mogt, important of which are the functional, urban-rural
and regional distributims and the diabribution by economic sectore.l
They are not used in this documsnt bensause they are not available for all
cases and, furthermore, their uss would involve a degres of dstail
incompatible with the aims of this work, | "

The figures given in the above-mentioned table point up certain
important. differences in the pa,tt.ez'ns of distribution in the countries
considered, despite the fact that a common festure is the presence of
sharp imbalances, In the latter respect, it may be noted, for instance,

_that in no case doss the poorer half of the population receive more than
20.5 per cent of total incoms and that in the four economiss the top
5 per cent earn about 30 per cent of that inecoms. | )

Mexico has the most unequal distribution of income; this ia shown -
by the fact that, on the one hand, the average incoms of the top 5 per
cent of the population is mors than 32 .ti.mes higher than that of the
lowest 20 per cent and, on the other, :that the poorer half of the population
recelves only about 15 per cent of total income.

The inegquality recorded in Gustsmala denctes a basic characteristic,
namely, that 90 per cent ‘of the population has low absolute lsvels of
income well below the average for the country.. In contrast to this flat -
base, a very small proportion of ths 'population of the country reéeivea
relatively high ineoms and thexefore, accounts for more than ha.'.Lf the '
total income. N

11/ In this connexion, see ECLA, Income distribution in Lstin America

in Economic Suyvey of Latin Amrlca ca, 1969 TUni‘bed Nat:.ons pubhcation,
Salas No.: E.71.I1.G.2, Wew York, 1970).
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Table 7
TINA, COLGMBIA, GUATEMALA AND MEXICO

loraia s/ Guatemala b/ Yexioo af

(3) ) 5) (1) (2} (3) ) {5) (1) {2) (3) (4} (5)
Cumu=- ’ Index Pr Cumi= Index Pro Cumi~ .Indax
lative Avorage =100 w:f' letive fverege =100 . v_:' lative Averege = 100
proper, income  for lation ion of Propop, -ingome - for lation Zon of proper inccme  for

tion of of each. the tion of of sash <he

tion of of each the
total i ot
total group lowest o v total group lowest o = toter group  lowast
incons ingome
incouse group income group ingome group

509 7 100 1007 640 640 70 100 9799  3e6 346 20 i09
20a3 124 161 '1 510 .2 2042 110 157 14 699 1B 15.4 154 200
43,3 200 260 1510 229 43,1 180 267 24 699 26,1 43.5 340 4gg

69¢6 W55  5:1 55 2149 6560 30 LB 734 29,5 71,0 767 1096
100.0 1590 2 065 B2 350 100,0 1 64 2343 2449 29,0 100.0 2270 3 243

260 235 : 390

5 o34 k8 995

ted Nations publication, Sales Noes Ea71.II.Gel), pages 364 gt geg; Guatemsla, John Hy Adler, Las finan—

gz edeq
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Argentina and C'olombialléx?va a somswhat lower level of inequality
in their incoms distritution.= The chief evidence of this, is the case

of Argentina, is the fact that 60 per cant of the population ~ comprising
the intermediate groups ~ receives around 41 per cent of the total income
and, in the cass of Colombia, the fact that the average income of the top
5 per cent of the population ls less than 21 times higher than thet of the
lowest 20 per cent. '

D. THE EXTERNAL SECTOR

In the first place, going back to the analysis of export and import
coelficients ~ which was dsalt with in general terms sbove -; it is worth
repeating that Guatemala and Colombla are the two countries with the most
open economies, with the difference that in the case of the former the trend
has been one of rapid expansion, whils in the case of the lzitsr it has been
one of decline. The intensity of the expansion that took place in Guate-
mala can be more clsarly assessed if it is borne in mind that its export
cosfficient in relation to the GDP rose from 12.7 per cent in 1960 to 18.7
per cent in 1969. In comtrast, Mexico and Argentina show a relatively low
lovel of external trade; thus, at the end of the last decads, the import
coefficient of the two countries was 10 per cent.

With regard to the growth rate of exports of goods and serfrices in
the 1960s, table 8 shows that there was a rapid increase in their current
value in Cuatemala and Mexico. It ehould bs noted that the rate recorded
in Guatemala was achieved at a time when the unit value of exports fell,
vwhile in Mexico the opposite ocsurred. For their part, Argentina and
Colombia recorded an unsatisfactory rate of growth in respect of the current
value and physical volume of exports.

The purchasing power of exports grew more slowly than their current
value in the four economies considered, because they had to bear the burden

12/ 1In ECIA, Income distribution in Latin America, op. eit., pages 365
et_geq., coafficients of conecentration, which tend to give the sams
indications, were alao calculated. '

/Tabls 8
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Table §

INDICATORS OF THE EXTERMAL SECTGR

(Peroentages )
Argentina Celonmbla Guatemala Mexd oo
1360+ ' 1960~ 1960 1360
1963 1369 1962 1969
1, Orowth rate of exporis of goods and serviges
(2) Current value Ul Y2 947 8.0
(b) Prysical volume 347 k7 10.9 5eb
2s Growth rate of imports of goods end servises ’ ‘ :
{a) Current value 3.4 Lo 8.1 75
{b) Phystsal velume 34l 36 6e9 L0
3+ Grawth rate of the purchasing power of exports b2 33 8.5 4.6
Ity Veriation in the terms of trade
(196541969 in relation to 19551959 = 100} 116 4 & 89
1955 1968 1955 1368 1955 1968 1955 1968
5. Strusture of exports of goods E ' ' '
() Share of the principa) product in the total 2645 24,5 8249 6249 710 3044 2943 12,6
b) Share of the three prineipel preduots in the
® total il 62.0 Wiy 958 740 91.2 4.6 51,3 2744
{0) Share of manufastures in the total 345 1240 143 Be3 243 - 2045 947 - 173
6o Strusture of imporis of goods ‘ ' ‘ ' '
(a.) Consumer goods 8a2 5}5 17.1 De2 1#3_-1 29_-72 ) 15.'4 11.3
Ra rials and intermediate goods {including ) ] . )
®) R ma'sﬂ ) ¥ ( 76 501 3541 .6 1.8 43,2 b5, Lo k4
(9) Cepital goods {inoluding eonstrustion msterials) 2342 Ly le74d 5340 2449 27 39,3 U627
7+ Not balange of axternal indebtedness ' X ' '
(a) Externsl debt 13007 8/ 1714 313.3 2/ W7 269 8/  B89.8 719,9 g/ 2 4368,5
{b) Foreizn investmant §00,0 b/ 1892,098/ H23.0b/ TUBO g/ 135401/ 306,09/ 566,0Db/ 3 02340 o/
{s) Balenoe of external deb-b/axports of goods for
the year - 1,26 - 1.70 - 0.39 - 195
{d) Balanse of foreign investmert/exporis of goods
far the year - 1,17 - 1,21 - 1.18 - 2,08

Sourse: ECLA, on the basis of offtelal statistics.
8/ Data for 1960.
b/ Data for 1950
g/ Data for 1969-

g2 edeq
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of the increage in the umt price of thelr imports. This increass was
particularly intense in Mexico, which meant that an annual growth :jate
of 8 per cent in respect of exports of goods and services signified

a rate of only 4.6 per cont & year in respect of the purchasing power of
such exports.

An exzmination of the evolubion of the terms of trade shows that
Argentina 1z ths only onoe of the four countrise that sghowed a gain, |
kbecauge the unit valus of its exports gr;aw more rapldly than that of its
imports. In contrast , the oppoasite trend took place in Mexico, so that
between 1955-1959 and 1965-196% the terms of trade declined by 11 ‘per
cent. In the cass of Colombia and, more particularly, in the case of
Guatemala, the iems of trede fell su‘batantially as a rasult of a drop
in the unit value of exports and an -increase in the unit value of imports.

An snalysis of the structure of e:ﬁporta of goods at the end of the
1960a shows that the main export product has the greatest incidsnce in
Colombia, with coffes, and the smallest incidence in Mexico, with cotton.
Guatemalan coffee and Argentinisn meat also accounted for a moderate share
of tolal e:ﬁaorts. If the three major export products are considered,
it will ba seen that the dsgree of conéentration of exports in the countries
coincides with the above results, -

Betwesn 1955 and 1968 significant progress was mads in the .pfocess
of diversification of exportz in the four countries; this fact was reflected
simultaneously in a decline in the relative importance of the principal
export products and an increase in the relative importance of manufactures.
With regard to the latter, the most spectacular growth rates were recorded
by Guatemala, mainly owing to the increase in ealss of manufactures to -
other countries in the Central American Common Market, and by Colombia,

"~ In the bigger countries exports of manufactures followsd a different
trend. In the mid-1950s their share of the total was emall in Argentina,
while in Mexico it was around 10 per cent. From that time to the end of
the 19608 they expanded much more rapidly in Argentina than in Mexico.

An examination of the structure of imports of goods reveals, first
of 211, that the amount eet aside in Guatemala for imports of conaumar
‘articles has been fairly high, despite a tendency to decline in the 1950s

/and 19603
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and 1960s. The amount devoted to imports of consumsr goods at the end
of the 1960s in Mexico alsoc seems to be relatively high. In contrast,
Argentina, and Colombia in particular, substantiglly reduesd their imports
of this kind of goods,

Secondly, it mszy be noted that the proportion of raw materials
and intermediate produicts in the total imports of the different countries
is similar, varying between 42 per cent for Colombia and 50 per cent for
Argentina in 1968, On the other hand, there were marked differences in
the proportion of imports of capital gooda: a minimum of 27 per cent in
Guatemala and a maxirum of 53 per cent in Colombia.

The last fsature of the external sector considered in tsble 8 is
the external debt situation of each country, including debt proper and
foreign investment. ' )

In Mexico, the rapid increase in external indebtednees, and
particulerly in foreign investment, resulted - at the end of the 1960s -
in a situation ir which the country was clearly saddled with a very big
external debt; to give an idea. of its size , it may be pointed out that
the amounts of the external debt and foreign investrment, considered
Separately, were equivalent to about twice the value of the .country's
annual exports and, taken together, to about four times that value.

In the case of Colombia, the increase in the external debt and,
to a lesser extent, in foreign investment, also resulted in a relatively
high external debt burden, albeit lower than that of Mexico, Thus, the -
combined total of external dstt and foreign investment amounted to about
three times the lavel of exports for one year.

In Argentina, external investment has grown in importance compared
with the external debt, since the latter grew slowly during the 1960s.

In any event, the proportional weight of the country's total indebtedness
is less than that of Mexico and Colombia.

Lastly, in Guatemala it is observed that the external debt was of
emall relative importance, while the amount of foreign investment was
similar to that of Argentina and Colombia.

/II. SOME




E/CN.12/L.79
Page 28

II. OSOME MAJOR PROBIEMS FACING THE COUNTRIES UNDER REVIEW
A. FHYTHMS OF GRCWTH

As far as stability of growth is concerned, Argentina is faced
with a problsm which is unusual in Lat:u.n America, Together with the
h:.gh per capita product and an average rate of increass of the product
which is about the rate of increase for the region as a whole there
exists the cyclic varisbility already mentioned, which is very pronounced.
Suffice it to point out that in several years during the 1960s the gross
domestic product increased by an annual 8 per cent or over, while in other
yoars Lt was around zero or actually dscreassd. It can be seen from this
that the outstanding problsm for Argentina in this respect is to achieve

the "stabilization'" of its growth at a rhythm which i1t has bosn seen
relstively frequently that it is in a position to achieva.

The situation of Mexico is different. Whilse the rate of increase
of the p:oduc£ has shown some fluctuations, they have not been pronounced s
and generally speaking the annual valuss remained at a reasonable level
somewhere in the region of the high average rate for the 1960s. What
doss emsrge is the disequilibrium in the trend of the structure of supply
and demand. Supply was affected by the slow growth rate of agricﬁltural
production. In the 1960s, the per capita domestic supply of foodstuffs
increased by only O.4 per cent annually, in contrast to the por capita
annual increase of 3.6 per cent in the GDP. This trend was closely )
linked to the slow growth of sxternal demand, but soms domest:..c factora _ |
also seem %o have exercised an adverse influence on agricultural production.
This impression is reinforced if it is borne in mind that the sector had
been steadily losing the dynamism of its development since the beginning
of the 1950a.

In Colombia and Guatemala it is very obvious that there is a basic
need to accelsrate the rate of growth which as already mentioned was
inadequste in during the 1960s. The reactivation of domsstic demand may
be considered to ba a matter of top priority to be taken into account in
formulating the economic policy of (uatemala, since its anmual growth rate

/was markedly
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was markedly inferior to that of the GDP. In the case of Colombia,

the lack of mobility in domestic demand 1s not so evident, and there

ig, in fact, a sort of circumstantial inter-dependence betwsen the
svolution of external demand and the growth possibilities of the economy.
In the second half of the 1960s, for example, and more especially in the
last three yoars, the rhythm of development in Colombia speeded up
congiderably, owing to a lerge extent to the rapid anmual increase of
exports.

B, THREATS TO PRICE STABILITY

Argentina is undoubtedly the country where inflztion is most
serious and where dealing with it should be a ma.t‘ber.of top priority.

An avsrage anmual rate of increase in consumsr prices of 22.2 per cent
is substantial, in addition to which the increase for several years
during the 1960s was more than 30 per cent. MNot only does the economy
of Argentina tend to be infla‘bi'onary, but the rise in prices also tended
to increase sharply at specific moments. This meant the intensification
or the modification of governrental stabiligation policies according to
the different circumstancss.

Although inflation in Colombia was only about half of that in
Argentina, it was equally undesirable, not so much on account of the
average rate of increass (11.7 per cent anmually), but because of
several fairly considersble inflationary "spurts” recordsd particularly
in the sub-psriod 1963-1966. Without these, the "normal® rate of growth
of prices would not have been morc than 8 per cent anmually. The quesetion
of avoiding suddsn jumps in the rate of inflation of the Colombian economy
may be considersd to be of higher priority than maintaining a continuous,
gtrict price~stabilizing process. |

/C. THE
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C. THE HETEROGENEITY OF THE STRUCTURE CF PRODUCTION

In Guatemala, and to an even groater extent in Mexico, heterogeneity
in the structure of growth is a particularly burning igsue. It is
manifested both in the sectors of production and in the groups of unities
in each sactor; both forms are strietly inter-dependsnt. Generally
spesaking, it can be noen thet technical advance has tended to become
concentrated in particular aress of these economies whils other areas have
remained to a greater or lesser extent on the borderline of progress. )

A first manifestation of thia haterogeneity can be observed in
the tremendous relahlvs bazlkwardness of the agriculture of Guatemala and
Mexicwo; +tHis is self-evn.dent. from the review of the figures for the
product per person occupied and for relative sectoral productivity made
in the first part of this document. ' In addition, it was shown that both
indicators dropped during the 1960s. -

A second manifestation of the sams phenomenon can be geén in the
differences to be found in the productivity of the different ssctoral
gtrata., Hers, note should be taken of the very pronounced cont.rasts .
in the agriculture of Guatemala and Mexico between productivity per
person smployed in the modarn stratum and in the primitive stratum.

This large-scale discrepancy in the productivity of the different
strata is also to be found in industry and the basic services and in the
sarvices as such, as could be seen from the data gii}én eaﬂier. The
worksrs in ths modern strata of industry and trade could be sesn to
have an “apparent" efficiency between 4O and 50 timss grea“c.er than
those in the primitive strata. o ' :

Put another way, the economiea of Guatemala and Mextico show
a heterogeneity of structure which has a basic horizental dimension in
agriculture and a vertical dimension based on the structure by strata

of each sector of production.

/D. RHYTHM
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D, RHYTHM AND STRUCTURE CF GRCWTH IN SOME SECTORS OF PRODUCTION

The basic question at issue in Argentina and Colombia is the
relatively slow growth of the industrial and basic services sector.
This is reflscted in the comparstively low rate of growth of the sactor
and alse in its inability Lo absorb a growlng proportion of the employed
population in these two countries. This inability came into existence
despite the fact, mentionsd above, that the rate of increase of the product
per person employed in industry in Argentina and Colombia was less than
in Guatemala and Mexico (3.4 per cent annual average for the former two,
in contrast to 3.9 per cent ammually for the latter two countriec).

It cen ba concluded from this that for the countries under review,
the possibility of providing more employment in industry and basic services
for the labour force available has been particularly connected with the
rate of expansion of the sector and to a lesser extent with the rate of
increase of productivity per person in the sector. This tendency would
seem Lo give an indirect indication that the rate of modernigzation - and
capital formation - of industry is not an insurmountable obstacle to an
increased share of industry in employing the labour force.

The tendencies registered in agriculture and especially in
industry and the basic services in Argentina and Colombia have had
repercussions on the services sector. In both countries, but to a
groater extent in Argentina, it can be seen that this sector has become
the very inadequate creater of a large number of jobs.

With regard to the structure of industry, the main difference
which distinguishes the cases analysed is the relatively low importance
of intermediary industries in Guatemala. Although this feature of the
economy is nol easy to analyss in any depth because the indicators used
are to a largs exent collective, there remains the concern in the
industrialigation of Guatemala as to whether sufficient emphasis is or
not being given to the development of this type of industry,

It is, however, worth noting that the shars in mamafacturing
activity achieved by the metal manufactures and machinery industry in
Colombia has been comparatively inadequate in comparison, for examplse,

/with Guatemala.
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with Guatemala. To all intents and purposes, the delay, inter alia, in
1nstalhng vamous metal manufactures and machinery industries is still

having repercussions, togethar with the fact that the country gtill does
not produce the technologically most advanced types of stesl.

'E. IEVEL AND STRUCTURE OF INVESTMENT AND SAVINGS

With regard o the ﬁae& to raiss the investment coefficient, _
it is obvious that Guatemala has the grestest problsm; at the end of
the 1960s it recorded a rate of 12.5 per cent in relation to the gross
domestic product., Thus the share of construction sesms very small
{around 35 per cent of investment and sligl}tly' over I per cent of the @P).
A review of the structure of investment in Colombia shows that ab
the end of the 1960s capital formation, in terms of machinery and
equipment, was relatively amall {around 30 per cent of total investment
end 5.5 per cent of the GP). This coincides with the small share of
the metal manufactures and mechirery industries in manufacturing and a
relatively poor import of capital goods in terms of gbsolute figures.l'y
Guatemala is the country with the gmé:best need of raising its
domestic savings cosfficient which at the end of the 1960s accounted for
around 9 per cent of the GDP; external savings, as will be remem'bere_d,k
financed a substantial quota of iﬁvea‘tﬁaent. The analysis of the
structure of domestic saving shows that the surplusss gensrated by the
corporations and family unibs and by the gensral government were inadequate.
In Colombia, the rate of savings of The family unite and of the
corporations sesms low, but this is compenssted to a considerable extent
by savings by the general govemmnt ‘and resources for allocatlons of
fixed cepital depreciatn.on allowances..
Although domestic savings coefficienta in Argent.ina and Mexico were
high, it was noted that the gemral govermnent surplus wag comparatively
low. '

13/ See document E/CN. 12/915, ECLA, op. cit cit..

14/ The increase mentioned sbove, in the gemeral government surplus
in Argentina in the second half of the 19605 should be borne in mind.

/ In Argentina,
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In Argentina, saving by family units has been traditionally
considerable, whils that of the corporations has been poor, This
feature may well be ancther factor contributing to the instability
of the Argentinian economy. Indeed, the fact that a large part of
savings is gsnerated from sources other than the units msking the
investment gives great importance to the financial mechanisms through
which the transaction of resources from saver to investor is made; in
practice, this mechanism can be extremely sensitive to changes occurring
in policy or prospects. On the other hand, the natural inastability of the
family units with respect to the amount saved and the direction they give
to their surplusss introduces factors which give 2 certain veriability to
the oparation of the sconomic system. |

F. WEAKNESSES OF THE SOCIAL PROJECTION OF DEVELOPMENT

The analysis of varlous indicatora of the social pro"jec‘t.ion of
development which can be found in the previous part of the present
documsnt ghowed that with the exception of Argentina the countries under
review are faced with a common problem in this respect. Thig is that the
soclal manifestation of development has tended to take a weak form, with
the aggravating factor that two types of disequilibria have come to the
fore, One is that in the differeﬁt countries there are one or more
gocial areas where the deficiencies are relatively great, while on the
other hand in each area the condition of the rural areas and the regions
whose economies are less developed is very inferijor, _

Where the particular features of each country are concerned, it
seems evident that Guatemala and Mexico are the countries with the most
serious problems to be solved, In Guatemala there are problems of health
and education, which becoms even more serious in the rural area, acscording
to what ¢ould be observed from the materisl presented earlisr.

In Mexico, given the per capita income which has been achieved and
the rapidity of its increass, the standards and progress brought about in
houslng, social security and nutrition are inadequate., In addition, in
the rural sreas there are educational problems of grest importance.

/The most
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The most unfavourabls aspeets of the aituation in Colombia
according to the indicators used, are directly connscted with the
possibilitiss for employment ‘and, -access to social security for the labour -
force. The distinguiéhing features of the situation are ths very high
rate of wiemployment in Colombia and the limited scopa of the ‘social
security regime. '

Argantina shows a relatively betber position in all respects, but
during ‘the 19605 did not achieve sufficient progress in some areas,
particularly education - with ragard to access to and retention in
primary education - and in the allocation of adequate housing. It
should be added that, generally épeaking, the social indicators of the
country show that urban-rursl differences, snd inter-regional differences
are not as marked as in the rest of Latin America. S

With regard to the imbelances in income dietribution, the most
sorious problem is that of Mexico » but within a context in which all the
Latin American countries show large-aoale imbalances. The principal
feature of thas situation in Mexico is the abyemally low abaclute and -
relative lsvel of average incoms of the poorest 20 per cent of the
populstion, which in the early 1940s reached &n "ammual lsvel of 70
dollars. It should be said in pass:mg that this is the sams as for
Guatemala, when the domestic per capita incoma for Guatemala was
equivalent to 60 per cent of the Mexican per capita incoms.

It ¢an be seen that the difficulties stemming from income
distribution in Guatemala tend to originate in the siza of the sectors
of the population which receive very low annual incomes.

Argentina and Colombia register more equitable incoms distribution
patterns than Mexico and Guatemala; in Argentina, however, oxisting
imbalances are relatively out of proportion if it is borne in mind that
a review of its structure of production showed disequllibria. vhich were
much less pronounced than in the other three countries. There is therefore
no striet correlation between the flows of prodnction and the income flows
of the Argentinian economy axuapt with regard to- the low productivity .per
person amplnyed and the low incomas earned by the workers in the services

sector,
/G. FROBIEMS
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G, PROPIEMS OF THE EXTERNAL SECTCR

In Argentina and Colombia the rate of growth of exports has
been inadequate despite the fact that during the 196Cs Argentina
profited from ths increase registered by the unit value of exports.

This had an adverse effect on the development prospects of the two
sconomias both becauss of the direct effest on producticn of the lack
of dynamiem and because the external. strangulation it produced made it
necessary to reduss the import coefficient, ' _

Mexico inoreased the physical volums of its exports glowly .in
comparison with the rhythm of development of the economy. The country
wag, however, able tc recupsrate in pér’t from this limitation thanks to
the rise in the unit value of goods sold abroad. '

With regard to the structure of exports of gooda, Colombia faces
the most merious situation because coffes contizues te have a prependsrant
share in total exports, with the result that fluctuations in the imter-
national coffee market have a large-scale impact on the sconomy of the
country. Despite thia, it should be notad that the action of the
Colombian Government in programming the annual production and export
of ecoffss has beon efficacious, and that since the mid-196Cs the
progress achisved by Colombia in daveloping new aresus of exports has been
congiderable.

A review of the s=itustion of the prices in fores in the external
commarce of the four eoumbries shows that Cuabemala suffered the greatest
drop in the unit value of its exports. In imports, the greatest rise in
prices was felt by Mexdico. ' ,

The structure of imports of goods exisbting in Guatsmala seems
undoubtadly to be that with the most problems. This is because a high
proportion of axchange currency avallable went imbo the import of
consumer goods, and becausz the quota allocated for importing capital
geods was Ijlniised.;ﬁ/ The Mexican econonmy also reglstersd a relatively
high Jlevel of impor¥s of consumer goods,

15/ This latter fact ties in basically with the low investment coefficient
of the country.

~ /The net
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The net balance of Mexico's extarnal debt grew' very fast and
excoeded what was nedessary to settle to the trads defieit. Ths serious
problem of the Mexdican sxternal debt ghems above all from the growing
welght »roducdd by the rémit‘cance of profits effacfbed bif tha i‘ore_igii
exterprises installed in Mexleo. .

An important factor in Cruatbma...a is the diseqm.l...brmm ex:.st:l.ng
hetween the size of the debt dus to foreign investment and the low Jlevel-
achieved in the contraction of loans, The trend o.f Argentina here has
also been strange: the debt from czedlts has' grown very litile, whlle
that from investment has increased substarrt'? ally. ' :

JIII. FISCAL
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III. FISCAL AND TAX POLICY IN THE SOLUTION OF THE PROBLEMS IDENTIFIED

A. POSSIBLE CONTRIBUTIONS TO DYNAMISM AND STABILITY

A review of the evolution of the economy of Argenti na shows that
during the 19605 the current expenditure of the general government plus
public investment &8 a preportion of the GDP rose from arocund 20 per cent
to 27 per cent, i.e, a relatively large-scale increase. Despite this
increase, there is good reason to believe that the fiscal policy operated
was not the most favourable to achieve dynamic growth and stability in
develomment and prices.

First of all, it can be seen from table @ that the areas of publiec
expenditure which increased most rapidly during the 1960s were those whose
impact on domestic demandﬁwas the least direct and the most aleatory. The
main increases were in the transfer expenditures of the general government
and in the machinery and equipment share of public investment, a
considerable‘part of which is made up of imports of capital goods. General
government consumptioh and public gonstruction, however, had a more reduced
share in the GDP,

Secondly, it was also noted that the levels of expenditure in real
values of general govermnment consumption and public construction underwent
considerable fluctuations, and therefore contributed to the instability
of economic growth in Argentina. Of particular note on account of its
acuteness was the shrinking of public construction in 1962 and 1965 and
of general government consumption in 1963. Expressed in other terms,
the components of overall demand which are handled directly by the State,
functioned cyclically instead of as stabilizers, advantage being taken of
the opportunity of programming them efficiently,

Thirdly, if the development shown by the current inccme of the
general govérnment expressed at constant prices is analyzed, it can be
geen that this income too has undergone considersble fluctuations instead
of being relatively stable; this could be expected conceptually, or
taking into account what has happened in other Latin American nations.

In the case of the national gevernment, this variability in current income

/Table 9
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Table 9

ARGENTINA: PATTERN OF BEHAVIOUR OF THE FUBLIC SECTOR

{Porcemtages on the basis of figures in ourrensy nt constant prises)

1) (2) 3 (¥) 5) (6) (7)
: - Vartations in Varistions in Variations in
Variations 4o iatlonadn L ttons gn  evietlona dn e from national the domestis
gentral ourrent income
GDP ot factor governmsnt publie " of the national taxation of gowrmmt taxes taxes of the
oost cuneumption esonstrustion govertment g/ the national on extornal national
government b/ trade government
1950 ’ 8e0 1.7 36.1’ scs ‘see ose e
1961 740 240 67 see ose ase ase
1962 w“i§ wie8 ~1547 2947 31,3 ~28,3 =29,1
1963 =346 ~liel 343 3e2 s -2347 140
1564 B4l 246 <19 %8 ~Oal - 1049 w2t
1965 946 240 «Be0 2349 2840 2046 2947
1966 1 7% 1 el =043 ) L6 649 8.7 1043
1967 243 1,5 2047 ) 3 2248 5845 i3
1968 Yob 07 2345 . =30 v =20.R 0a2
1969 €46 069 10,1 B4 13.8 - ~ B k.9
1970 4.5 0s5 150"‘ ove ony - sae aas
Share (peroenteges)
in GDP - ,

1960~1964 Bt 3¢ Tl of 1042 of 241 of
1965=1963 743 27 17.5 11,8 240
‘Sourren: ECLy, on the basis of officlal atatlaiies and the World Bank, Current Eoonomie Position Prospests of Argentina, WH-20ib, Jume 1971,

teble 5=17.

5/ Including sosial seowrity.

b/ Exoluding soolal seourity ineome and nomwiax revenus.

o/ 1961-1964,

8¢ edeg
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‘was particularly pronounced in the income from taxation factor, and
within this area in taxes on exterhal trade. Despite this, the
domestic taxes collected by the national government registered
important variations, (See table 9,)

The irregular behaviour of the tax system in Argentina is also
reflected in the tendencies shown by the tax burden, as can be séen
from table 10, This irregularity comes basically from the fact that
the gystem is characteristically made up of a large number of taxes,
many of which are of little importance, and which generally show very
little change in the face of inereases in prices and real incomes, A
CIAP report notes that instead of the tax structure being concentrated
in a few taxes with a broad znd elastic basis in relation to the GDP,
the system has continued to be broken up into a large number of taxes on
a limited basis, some of which are expensive to collect and specifically
applied to funds and other special areas. 6/

The tax system has contributed to the instability of the growth of
_ the economy and of prices since the tax burden coefficient has tended to
rise although with sharp annual fluctuations, with all the ecoromic and
financial implications which this produces. In practice, every so often,
with the drop in the real yield of the taxes in force and the increasing
seriousness of the problems of lack of financing for public activity (or
when increasing use is made of potentially inflationary sources), the
Government has been obliged substantially to modify the tax system in
order to increase its yield, These modifications have taken the form of
reinforeing existing taxes and inhtroducing new ones,

This, then, has contributed to the instability of the economy for
two reasons. Firstly, on account of the quantitative variations in the

16/ See, CIAP, El_esfuergo interno y las necesidades de financismiento -
externo para el desarrollo de la Argentina, CIAF/L7b, February 1971,
P 143,
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Table 10
ARGENT DAs EVCLUTION OF T4 BURDEN
{Percsntagss of GNP)
(1) (2) - (3) ' )
’ Taxntion Munieipal
t:::::i in the tazation in ta::‘;:n
provinses - Buenes Alres

1960 . . 12_.1 S 2,2 ! 7 0'6 ' 11408
1361 13,9 o 2aH ) 0e7 . . 17,0
1962 o 12,8 2.1 047 1546
1963 13,4 . 242 - 0.8 16,5
1964 _ 12,6 S 244 ' 0u7 1507
1965 ' 13,2 24 0uf 2
1966 15:5 245 ' 07 - 18.8 -
1967 184 2.8 0.8 - . A,9
1968 C .2 249 - 0.8 20,8
1969 16,6 - 247 OeB 20,1

Sources Vorld Bank, cDsoits tables 5,22 and 2,4,
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yield from taxation already mentioned. Secondly, because of
transcendental changes which took place simultanecusly in the structure
of income from ﬁaxation, with the unplanned effects on relative prices
and costs which this implies. '

 With reference to those structursl changeg, teble 11, for example,
shows the intensity with which the relative importance of the four main
categories of taxes isolated here fluctuated throughout the period
1960-1970, It should be added that these variations are of even greater
importance if a review is made of the annual series of the income from
taxation which is classified in greater detail. 1

To sum up, it can be concluded from the above data that in fufure
the fiscal and tex policy of Argentina should take as its basic aim the
formulation and applicetion of a scheme of action which will contribute
to the continuing growth, with less inflation, of the economy of Argentina.
This would require the establishment of a tax system which would remain
elastic in the face of variations in prices and real income, and which
would have to be formulated on the basis of a small number of permanent
taxes which would ensure a certain degree of stability in the tax structure
with regard to the basic characteristics of the taxes within it. It would
also be necessary to have an efficient and careful programming of public
expenditure to ensure a stable e¢volution of expenditure coherent with the
requirements of development,

In the case of Guatemala, the fiscal and tax policy has a
predominant role to play in the necessary and urgent speeding-up of the
rate of growth of the economy.

It has already been pointed out that the slow growth of domestic
demand in the economy of Guatemala has been closely associated with the
lack of dynamism in its evelution, and that one of the decisive factors
in the development of demand has been the tendency shown by the public
sector, Between 1959~1960 and 1966~1967, in fact, the share of general
governmuent current expenditure plus publie investment in the GDP increased
only from 1l.7 per cent to 12.1 per cent, and became the lowest in Latin

17/ See for this, CIAP, op,cit. table A=i.
/Table 11
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Table 11
ARGENTINAs STRICTURE OF HATIONAL TAXATION
) {Porcentagos ) '
19601961 196241953 15614-1965 1966-1967 - 1968=1970
4 On fncome I 2247 26,9 - 26H4 2047
Ba On emtate 648 649 342 643 T 94
Ce On produstien, consumption '
and trensaotions 537 149,46 19,1 4342 5243
Ds On external trade 543 21.8 20.8 15 | 1746
Totol national foxation 100 100 100 100 100

Source: CIAP, E) esfuerzo interne ¥ las necesidedss do financiamiento externo pore el deserrolls de
Apgontine, CIAP/476, February 1371, table 45,
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America. This lack of drive in public demand is even more inexplicable
if it is remembered that during the 1960s there was a large-scale
increase in export and import coefficients, so that there does not seem
to have been any external bottlenecks to limit or render difficult the
growth of state activity. |

Within the framework of public demand in Guatemala, it should be
borne in mind that the mobilization of investment in this sector was slow,
so much so that the coefficient of public investment in relation to the
GDP between 1960 and 1969 stood at around 2.7 per cent; simultaneously,
the coefficient of private investment rese from 7.6 per cent to 9.8 per
cent, bringing total investment up from 10.3 per cent to 12.5 per cent.

In other terms, the public sector was largely responsible for the rate of
investment of the economy remaining at obviously unsatisfactory levels
(among the Latin American countries, only Hait1 registered an investment
coefficient lewer than Guatemala),

The inadequacy of income from taxation in Guatemala is one of the
main reasons for the lack of dynamism in the public sector, In the period
1955~1958 the tax burden came to 10.3 per cent of the GDP, and then dropped
to only 8.6 per cent in 1965-1968, As from 1969, this trend appears to
have been reversed as a result of the adoption of tax measures, but the
level registered during the 1950s has not been recovered,

It is therefore obvious that the main cOnéern of tax policy in
Guatemala will be to achieve a rapid increase in income from taxation,
such that the State will have greater resources at its disposal in order
to be able to enjoy a much more active role than in the past in speeding
up the growth of the country., Of top priority is the need for more and
increagsed public saving to help to raise substantially investment in the
public sector,

In this respect the experience of Guatemala ~ unlike other countries,
Argentina, for example - shows that the budgeting appreoach to taxes is of
special importance, that is the collection of taxes by the State is a
primary objective; it is also clear that other aims are in a way secondary

/to this
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to this central aim, To a large extent the need to expand state activity
rapidly constitutes a vital prerequisite for reviewing the possible .
economic effects of the taxes which it will be necessary to introduce or
to modify,

The fiscal policy »f Colombia durlng the 1960s was much more
expensive than that of Guatemala and for this reason contributed to
stimulate domestic demand. It may be noted that the current expenditure
of the Central Govermment plus public investment rose from 10.1 per cent
in 1959-1960 to 14,1 per cent in 1967~1968, and that the public investment
coefficient in relation to the GDP rose from 3,1 per cent to 5.4 per cent
between the same two periods,

TPaxation rose from 10,8 per cent in 1959-1960 to 12.0 per cent in
1967-1968, although in spite of the increase, this continued to be one of .
the lowest rates in Latin America, Despite this, and due to the moderate
increase in the current expenditure of the general goverrment which
remained at a relatively low level, Govermment savings continued to be
considerable and tending to increase: 4.9 per cent of the GDP in l959-i960
and 5.3 per cent in 1967-1968,

It can be seen from the above that tax pOllCY in Colombia is in a
relatively good position for achieving fairly easily an increase in the
tax burden in the future, and consequently an increase in Government
savings. o : o
With regard to combating inflation, the role of tax lelcy could
well not be fundamental. While the conferring of elasticity on the tax
system should in any case be an important concern of tax'poliéy with a
view to contributing towards increasing the tax yield, the intensity of
the stabilizing effect which this would produce is a matter of doubts
It should be borne in mind that over the past ten years the public sector
in Colombia has not experienced any great inadeguacies in the accumulation
of public savings to force it to have recourse to any large extent to
financing investment in any way which.could be considered inflationany.;

. In Mexico, domestic demand was-an active contributor to dynamic .
growth, while the public sector also contributed to this, For example,

/the coefficient
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the coefficient of public investment with respect to the GDP rose from
7+ per cent in 1960-1962 to 8.3 per cent in 19467-1969.

Other data avsilable 8/
in Mexico had a creative role in stabilizing the growth of phe econcmy .

confirm the impression that fiscal policy

The data include the sectoral structure of public investment, particwlarly
the effort made in industry: in the period 1966-1969, a high proportion
(41 per cent) of State investment went into this, 12

During the 1960s, tax policy remained relatively inactive, so much
so in fact that between 1960 and 1966 the share of the current income of
the Federal Government and the Department of the Federal District in the
GDP remained virtually at a standstill, at e relatively low level (around
8 per cent), while the share of their current savings in the GDP dropped
noticeably, Only from;l967 were various measures adopted to improve tax
yield; and 1t was only around 1969 that the level of current savings of'
the Government and the Federal Department at the beginning of the 19&0s
was being recuperated.l(See'table 12.)

In keeping with this trend and because the growth of savings in
the decentralized publiec sector was sluggish and inadequate throughoui
the 1960s, public investment had to-be‘increasingly financed by means
of assorted domestic and external loans - though it must be said that
Mexico's public sector demonstrated a striking ability to tap and use
thoee financial résources, 2/ '

Scme of the points that have already been outlined here will be
taken up again subsequently in connexion with the.question.of the
country’s external indebtedness,

18/ See document E/CN,12/921, ECLA, op.eit.

19/ See, CIAP, ¥l esfuerzo interno y las necesidedes de finenciamiento
externo para el desarrollc de }éxico, CIAP?EOB, May 1971, table
IT-19.

20/ See ECLA, "Mobilization of domestic resources. Part II: Financial
intermediation in Latin America" (E/CN.,12/876) February 1971.

/Tebls 12
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Table 12

MEXICO: CURRENT ACCOUNT OF THE FEDERAL GOVERMIENT AND
THE DEPIRTMENY & THT FEDZRAL DISTRICT
1960 1966 1969
~ (¥81liens of lbxican pesos) -

1s Current incoms 12213 23 235 3 555
2. Current expenditure 8 258 18 856 25 939
%, Current savings 3 955 % 379 8 oxy
4, cop 150 500 280 100 %5 200

(Paroentggg} a)
5e¢ Current incoms/GDP 841 . 8.3 9.3
5. Cuppant Bmmm@/@P 5..5 64? . 609
7s Cuprrent savings/GDP 246 . ¥ 1 242

Sources CIAP, El esfuergo internmo y las mecesidades de finaho!.amanto extorno pare sl
desarrollo de Mfxiso, CIAP/503, lay 1971, tzbles II-11, II~20 and I1I-21,

- /B. FISCAL
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B. FISCAL AND TAX POLICY AND STANDARDIZATION OF ECONOMIC STRUCTURES

The structufal hetercgeneity of grbwth, so blatant in Mexico and
Guatemala but also apparent in varying degree in other Latin American
countries, has & crucial bearing on the fiscal and tax policy that the ;
region should adopt. ‘

This being so, public expenditure - méinly Government investment
but a part of current disbursements too - must aim at greater homogeneity
in three ways: at the sectoral level, at the level of the various strata
within each productive sector, and at the regional level. These three
levels are mutually complementary and require similtaneous and co-ordi nated
action since progress in one direction dees not necessary lead to

‘spontaneous and synchronized progress in the other two,

There are a few countries in the region where, for the most pért,
greater homogeneity can pfobably be achieved by altering the composition
of public expenditure without necessarily increasing its share of the
gross domestic product ©o any great extent. Elsewhere, the share will
have to be raised so that the relevant policy can reasonably be expected
to materialize. In-such cases, tax policy will have a vital role to play
in tapping new financial resources so as to permit of a fairly balanced
expansion of the fiscal budget, '

On the other hand, it seems unlikely that the effect of the
characteristic incentives and disincentives of the tax system can be
really decisive in the gradusl elimination of heterogeneity. Raising
productivity per person engaged in the more backward economic activities
is not the kind of problem that can be tackled through incentives sirice,
in actual fact, the situation is such that, given the capital at their
disposal, the workers simply cannot work harder and, in any case, would
not gain much from doing so, Furthermore, there is one obvious and
fundamental point: that théy are most likely neither paying nor liable
to any kind of taxation, so that there can be no question of changing
the amount of taxes they contribute., By the same token, it is hard to
imagine a tax exempbion policy successfully chamnelling appreciably
larger volumes of private investment into the poorer activities since,

/in the
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in the first place, the per caplita income of workers connected with the
more primitive strata is too low for them to be able to generate any
surplus for reinvestment in the occupations in which they are engaged
and, secondly,.private entrepreneurs operating in the more modern strata
have neither the practical pessibility sf investing in such activities
nor any financial interest in doing so, particularly where the '
agricultural and services sectors are concerned.

Paradoxically, however, the structural heterogeneity of growth
can to some extent be an adventage for attaining the fiscal objective
of taxation, since the greater the absolute and relative producfivity
per persom engaged in the modern stratum of each sector, the more obvious
and less difficult it must be to introduce and collect taxes, In other
words, a fundamental part of a tax policy must be the identification and
tapping of the tax potential of those modern productive units whose
productivity per worker is clearly several times higher than that of the
rest of the economy.

In fact, the importance of these guidelines for the fiscal and
tax policy to be applied in Latin‘America ~ and quite pbssibly in other
developing areas too -~ is so outstanding that it can be compared to that
ascribed in the industrislized world to the compensatory and énticyclical,
approach. - ) |

Taking the specific cases of Mexico and Guatemala, it will be
noted on the one hand that the mérked relative backwardness of their
agricultural sector highlights the major role that will fall to fiscal
policy in dealing with the problem. The volume of direct and indirect
public investment - and technical assistance - poured into agriculture
needs to be stepped up, specially in the more primitive strata. Moreover,
at a suitably early stage, the assessmsnt‘of the publie investment to be
made in other productive sectors would have to allow for its'ﬁossiblé
favourable repercussions on agriculture,’ | -

Towards the end of the 1960s, it was caleulated that some 11 per
cent of public investment in these two countries was being channelled

/into agriculture
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into agriculture. A However, given the gravity of the existing
situation on the one hand and the experience of other Latin American
countries on the other, this would not seem to be enough. In Célomhia,

- for example, the sector absorbed about 15 per cent of public invéstment,ag/
while the product generated ﬁer person engaged in agriculture was
substantially higher and varied less from stratum to stratum than in
Guatemala and Mexico. ‘ )

Moreover, if something is to be done about the structural
hcﬁérogeneity that prevails in Guatemala and Mexico = and especlally
the former = in terms of the differences in productivity per worker from
one branch of the manufacturing and trade sector to another, then, just
as ‘'in fhe case of agriculture, the State must obviously play a key role
in encoursging capital formation and providing technical assistance. Yet
at first sight it would seem thaty‘in'this instance, indirect public
investment = that is to say, investment loans to small industrialists and
artisans - can be relatively more effective than direct. The epposite
would apply to agriculture where the most effective measure would be for
the State to make available a volume of investment to be used jointly by
numaroua groups of small farmers.

Advisable though it may be to step up public investment in the two
cases referred to, especially Guatemala, it would seem difficult and
unlikely for the structure of that investment to be modified without
increasing its absolute volume, Logically, therefore, it has to be
increased, above all in Guatemala, as must the taxation that will be
needed to help finance it,

Not enough data are ‘available to give an accurate picture of the
part fiscal policy should play in speeding up the industrial growth of

21/ See El esfuerzo interno y las necesidades de financiamiento externo
para el desarrollo de Guatemala, op.clt., table II-10, and EL
esfuerzo interno ¥ las necesidades de financlamiento externo para el
desarrollo de México, ¢p. cit., table II-19. '

22/ ©See Tendencias y estructuras de la economfa de Colombia en el ultimo
decenios op.cit., table 3,

/Argentina and
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Argentina and Colombia, given that slow expansion is one of ‘the main
protlems that were identified in the corresponding section.

| of Eourse, on the other hand, both this and the increasingly
unproductive absorptioﬁ of an expanding labour force by the services
sector are closely connected with, and consequently dependent upon,

the growth rate of the economy as a whole. In other werds, such problems
can only be tackled within the more general context of the need to step
up the two countries' growth rate. :

It appears evident, in any case, that a fiscal and tax policy will
have %o be designed to concentrate on aspects that are conducive to
industrial expansion; A very important aspect of public investment, for
-example, will be the growth and stability of expenditure in the relevant
areas. Moreover, the tax machinery can at least try to ensure that no
discriminatory practices are allowed to develop against the industrial
sector, whether directly or through implicit and/or explicit preferences
for the agricultural and services sectors,

The composition of the mamufacturing industry in Guatemala and
Colombia suggests certain targets for their tax policy.

In the case of Guatemala, assuming a more rapid growth of the
intermediate industries to be both necessary and feasible, it would be
~as well for the tax system - and especially import taxes, general
taxation on merchandise and selective taxes on merchandise - to be
designed in such a way as to provide genuine incentives for setting up
that type of industry in the country, Naturally, what can be done in
practice is linked with a country's commitments in respect of subregional
integration movements.

However, the expansioﬁ of some of Guatemala's intermediate
dindustries is probably going to depend very much upon the future growth
rate of public investment, particularly in the construction sector which,
as already noted, constitutes a fairly small part of the total. It is
relevant that several of the main inputs of construction are produced by
intermediate industries, \ _

In Colombia, the more rapid expansion of ﬁhe metal manufactures

and machinery industry is dependent, first of all, upon the domestic
/availability + without
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‘ 'avaiiability — without the unforeseen fluctuations of the past of
the more highly processed types of steel, This means, to start with,
the regular impert of these inputs and, subsecuently, their domestic
production. 2
Secondly, to a certain extent it also seems pcssible to provids
gréa‘ber incentives for setting up metal menufectures end ma chinery
industries through the tax system. For the most part, this would tzke
the form of a combination of import duties end domestic taxes on
 merchandise so as to retain a market for national producers without
afferding excessive end perumanent protection in terms of established
custons barriers, |
Of the various branches of Colombia's metal manufactures and
maf:hinery industry, the production of capitel goods is l:?.kely to expand
rapidly over the next few yesrs. Fiscal pelicy could play an important
supporting role in this process if measures are adopted thet enable the
'public secter, acting in a concerted snd co-~ordinated merner, to encourage
and purchase domestic capital goods., -Obviocusly, this does not mean that
the country should launch an indiscriminate "Buy Colombian" campaigh;
rather would it be a cuestion of making use of the mansgerial capacity of
an integrated public sector - particulsrly where State investment and its
compesition are concerned - so as to promote ‘bhe-deveioment of the
capital geods industry.

23/ According to available data, annusl imports of steel have fluctusted
widely, seemingly because the granting of import licences has been
fairly strictly governed by the balance-of-payments and foreign
reserves situation, It is therefore hard to see the metal .
menufactures and machinery industry expand:.ng when the supply of 1ts
main inhput hes been s3 variable.

24/ A reservation should also be made here regerding the country's
" commitments stemming from the process of regionszl economic
integration in which it is engaged.

/4s has
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As has already been shown, Guatemala’s fiscal and tax pelicy
has a vital role to play in raising the country!s national investment and
and savings coefficient.

Taking the foregoing remarks cencerning the advisability of
reising taxation in Cuatemala a step further, two additienal comments
are in order. First of all, table 12 shows hew the direct taxes collected
by the central Goverrment during the 1960s were extremely lew (2.1 per
cent of the gross domestic ;zndubt) whereas indirect taxes were mere or
less normal (over 7 per cent ef the product). The raties noted confirm
the impression that the Guatemalan economy has a large potential in
directly taxable incomes and that this potential resides basiecally in
productive units belcnging to the modern strata.

Secondly, it is obviously doubly important to tap this potential
gource of tax revenue because it corresponds to a significant degree te
the total profits generated by foreign enterprises with investments in
the country., These profits could therefore be appropriately toxed,
especially when being taken out of the country, sc as to alleviate the
‘pressure they tend to put on the’balance of payments., This, of course,
is cuite apart from cther consideretions thet may be relevent to the role
and prospects of foreign investment in Guatemala,

As to the way Guabemala should use the increased rirset and
indirect public investment that it can finance out of the additional tax
resources, the relevant priorities in terms of sector and stratum have
already been indicated, With regard to the problem mentioned esrlier
that oniy a small propsriion of total investment goes to construction
campared with that spent en machinery and equipment, it is worth
repeating thet public investment would have to place greater emphasis
ocn expenditure in the censtruction sector. This is true not enly for
the reasons already stated but also because, given the distribution ef
income in the country, it is herd to envisage the private sector, with
its ewn resources,being able tc¢ increase its expenditure ¢n construction?
especially housing, to any significant degres.

/As pointed
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As pointed out above, in Coleombia's case it might be warthwhile
intreducing certain fiscal and tax measures for reising the share of
total investment chammelled into machinery and equipment, Such '
measures would have to aim at promoting the domestic productien of
metal manufhctﬁres and machinexy, especially in view of the eouﬁtry*s
relative shortege of fereign CUXTency.. |

. Furthermare, as regerds Cclombia!s low level of savings by
family wiits end capital societies = in so far as the oversll figures
for the whole'countny are more or lesé éccepﬁable ~ its tax policy can
surely be largely instrumental in increasing them, One possibility
-which wbuhi have to bé cerefully studisd before being applied in
practice - might be to tax personal income and campany profits while at
the same time discriminatihg in fevour of retained reinvested profi@s,
on the one hand, and personal savings, on the other, In‘aqy case, the
basic requirements for a'poliqy eucﬁ s thet outlined would be, first,
that it be conducive to a measurcble incresse in the total nstional '
- savings coefficient (i.e. thet what wes being gained from one source was
net being lest elsewhere) and, sécOndly that additicnal resources put
into savings should be invested in priority proJects destined to speed
up the economlc and social growth rate.

In an economy such as A:gentlna’s it seems imperstive that
fiscal and tax poliéy should be an impsrtant factor in assuring the
Gtahility of the saving coefficient of househdlds. Aas 2 supplementary
factor in co-ordination with other policies, special importance attaches
to the utilization and purpose of thése‘resourcés. The organization and
operatien of the system of flnanoial intermeaiation is ene of the key
- factors determining the degres of success which can be attained in this
task.

/C. TAXES
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C. TAXES AND PUBLIC EXPENDITURE AS INSTRUMLNTS FOR INCREASING
THE SOCYAL IMPACT OF DEVELOFMENT

The study made in this document of the kind of social impact
~ which development has had in the countries under consideration and
of the main probléms they have to face has, of course, made it plain
that the deficiencies in different social areas are closely boﬁnd-up
with the structural conditions of the various economies and the changes
they have undergone, More specifically, the heterogenesous structure of
growth gives rise, in large measure, to the difficulties and disequilibria
that occur in the social organization of the countries concerned.

For this reason, the scope, effectiveness and duration of the
separate policy measures that may be adopted with a view to improving

the present situation in one or more of its social aspects is limited
and, in practice, it is jmperative that direct action in this field be
closely co=ordinated with that taken in others, particularly the measures
for standardizing the,production system,

An example which may be considered in this connexion is the
unsatisfactory educational and health faeilities found in the rural
areas of Guatemala and Mexico. In these cases, where the structure of
agriculture is known to be basically heterogenecus, it seems clear that
any policy adopted to improve the educational and héalth conditions in’
rural areas would have a limited impact and somewhat doubtful results,
unless measures were taken concurrently to boos+,%ébour productivity in
the primitive stratum of the sector.

Taking into account the need for co-orﬂinatlon referred to above
-~ which does not mean the establishment of rigid sequences determining
a vicious circle of action - it may be concluded that fiscal policy has.
an important role to play, This must consist essentially in an expansion
of public expenditure for social purposes ~ which necessitates an
increase in taxation - and a reorganization of the action being taken in
several areas. This reorganization is particularly relevant in those
situations which occur fairly frequently in Latin America where the
expansion of public expenditure in the social sector has accentuated the

/existing disparities
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existing disparities because the largest proportioh of the resources
has been spent on modern production activities, in urban areas or on
the development, of educational possibilities to which the by=-passed

population sectors do not really have access.

It is not necessary here to give an account of the areas in which
the public expenditure of the countries urder consideration could be
expanded, since such a specification lies outside the scope of this
study, By way of 11llustration, however, it may be noted that a more
accelerated improvement in health conditions in Guatemala calls for a
substantial increase in the resources which the State has set aside for
this purpose.

As regards identifying the possibilities of reorienting public
expenditure in the social sector, there is another illustrative case in
point., A recent study 25/ suggests that Latin America has placed
excessive and mistaken emphasis on the expansion of secondary education,
while it has not succeeded in bringing primary education = which is
egsential for the economic and social integration of the population = to
a level where it would ensure a reasonable coverage and retention of all
school=age children. To alter this characteristic of the system, what
is mainly required is a redistribution of public expenditure on education,
which could probably be done without a spectacular increase in the amount
already being spent. A policy of this kind might be advisable even in
Argentina, since, as noted above, the proportion of the population of 5
to 14 years of age enrolled in primary schools has grown slowly in the
last 20 years and the retention coefficient has remained at about 4O per
cenb,

The gradual solution of Colombia's employment problem calls for a
great co-ordinated and continuing effort within the context of overall
econcmic policy,gé/ including whatever may feasibly be done in the fiscal

25/ See ECLA-ILPES, EnseBlanza media, estructura social y desarrollo en
América latina (E/CN.12/92L), November 197l.

26/ See International Labour Office (ILO), Towards Full Employment, a
programme for Colombia, prepared by an inter-agency team organized
by the ILO, Geneva, 1970,

/and tax
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and tax areas, Loglcally enough, an important feature of such fiseal
action is the impact which the 'structu_re of public expenditure should
have on employment. For example, the following is an excerpt from the
I10 report: "Turning to the measures designed to make an immediate
impact, the first priority is to step up spending on public works,
especially in small towns and rural areas which ere economically and/or
socially beneficial - irrigation, feeder roads, housing, schools, health
posts being obvious possibilities, An increase in private construction
should also be induced by financial assistance", |

Tax policy = in addition to taking care of financing the
necessary increase in public expenditure - could include measures to
establish price relations between capital goods and labour which would
favour a relatively greater use of manpower, Neediess to say, this
general approach loses much of its validity in pradom.mantly export -
industrial activities.

Tax policy designed to establish such a price dlscrinﬂ.nation
could, inter alia, have the following characteristics: a) no taxes on
wages and salaries so as to avoid raising the cost of labour employed by
enterprises; b) import taxes and selective taxes on goods to prevent
capital goods being sold at excéssively low prices, while establishing
more realistic market values for these goods which take into account the
social cost to the -country of the foreign exchenge invélved in contrast
with that of labour; and ¢) a profit tax made up to prevent firms from
applying systems of accelerated depreciation in their accounting, which.
implies a reduction in the cost of the investment at the Treasury!s
expense, |

A point which should be cmnsidered as complanenting the above is
how the future desirahle expansion of the social security system in
Colombia and Mexieo - and other Latin American countries - can be fmanced.
Since these countries are beginning to expand such benefits, as has
already been done in other countries of the region, it seems the right
time to make a thorcough study of ways and means of flnanung the grow‘t.h
of the social security system and the. secondary effects it may have.

2-2/ -Ibi-——g&’ P0292 . . ‘_ /Bl this
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In this respect, the experience of Latin American countries which
have built up a relatively advanced system of social security {for
example, Chile) shows that all too often the necessary financing is
obtained through taxes which excessively raise the cost of manpower.,

This introduces the distortion mentioned above in relation to the factors
of mroduction, the trend being to save manpower and to use more capital,
where technologically feasible, 28 '

It may accordingly be inferred that a significant proportion of
the resources of the social security system must be obtained from a
different type of taxes, particularly those directly levied on profits
or certain forms of ownership, so as to avoid this adverse effect.

Unequal income distribution, in its various forms, which is a
characteristic of the countr:.es considered and occurs in them in varying
degrees of intensity, has its origin in several groups of factors related
primarily to the generation of national income = the flow of goods and
services - and secondly to income flows,

A first important factor in this respect is the way in which the
pattern of income distribution is affected by the conditions of employment
and productivity of the labour force considersd in relation to both the
sectors and the strata in which it is employed. A second important point
which accounts for disparities in income levels is the distribution of
existing factors of production, specifically the ownership of natural
resources and capital, A last fact to be noted is the role played in
this connexion by the relative supply of goods, particularly wage goods,
and the comparative level of their real prices.

- Admittedly, there are other factors affecting the distribution
of income, but if it is recognized that these are the most important
factors with .the most lasting effects it is possible to identify the
basic context in which fiscal and tax policy measures can be implemented.

It seems clear, therefore, that fiscal and tax policy, in its
traditional form, is partially effective in the attainment of income
redistribution, since its capacity to act on the variables identified,

_2_/ Where this is not.. technolo ically fea51ble, the manpower employed
is given incentivés fo work overtime whilé adetuitely trairfed workers

. Temaifn unemployed, /which are
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which are of bas:ic importance in determining the distributive system,

is limited. Moreover, in terms of relative specializaticn it may be
maintained that fiseal policy is more able to take action in connexi.oh
with income flows in the economiea than with the flow of goods and
services, : o
Of the three groiips of factors mentioned, fiscal policy is best
able to influence the first, To avoid repetition of questions already
considered earlier in this study, it may be recalled what wag said about
the role which public expenditure could play in reducing the disparities
in productivity per worker, psrticularly in countries like Mexico and
Guatemala., For this purpose, fiscal action towards improving the-
position should be taken simultaneously on the media in which the workers
are employed and on the degree of skill they have attained. Public '
investment chamnelled towards the least developed sectors and strata and
public expenditure on education are probably the most representative
examples of what can be dene in this field. '

Nevertheless, there is no doubt that fiscal policy with a v:i.ew to
the redistribution of the cwnership of factors of production and the
relative supply of goods could operate in a different context if what.
has been considered the policy's traditional radius of manoceuvre is ‘
redefined and expanded, Thus, fdr example, if the expansion df the area
of social or State ownership is considered as one of the typical and
customary fiscal policy measures, its redistrlbutive effectiveness could
take on quite a different dimension.

An examination of the effectiveness of tax policy in the
redistribution of income clearly shows that it depends on the efectiveness
of fiscal policy as a whole, In other words, the tax instrument cannot go
beyond what may originally be determined by the definition of fiscal policy.

It is plain, therefore, that one of the redistributive functionz ef
the tax machinery is to obtain resources for financing public expenditure
which is also geared to the redistribition of income, Obviously, to -

achieve the established objective there must be an acceptable degree of
compatibility between the revenue obt-ained from the lower~iricome groups
through taxation and the beneﬁts received by these same gmups through

the increase in public expenditure,
/In addition
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In addition to the role which the tax system could play in
finaneing public expenditure, consideration may also be given to its
possible redistributive effect solely from the taxation angle,

On the one hand, it is clear that the tax system, perticularly
through taxes on income, property and net worth, would have a better
chance in theory ~ although sometimes not politically - of effectively
redistributing income the smaller the group of persons earning high incomes
and c¢¥ning a large slice of the country's assets, In other words, a high
degree of concentration at the top of the income distribution scale
~ linked with the productiosn of taxable profits by large companies with
the highest productivity levels ~ could facilitate the action of tax
policy, since morecver, as a result of this concentration, it is
perfectly legitimate to exempt a majority of the population earning
subsistence incomes from the payment of direct taxes, Both Guatemala
and, on a lesser scale, Mexico have these characteristics,

On the other hand, in more developed countries such as Argentina
a more sophisticated tax policy is required if it is to be used as a
redistributive instrument. Argentina has a broader and more diversified
tax base, although the top 5 per cent of the population also earns a
very high average income in both absolute and relative terms. At all
events, the pattern of income tax in Argentina shows trat the group of
tax payers earning incomes above the subsistence level is proportionally
larger than in the other Latin American countries. Therefore, the
nurber of persons liable to this tax must be relatively larger than in
the other economies,

Attention is also drawn to the importance of the medification of
relative prices which could feasibly be obtained through the tax system
in the redistribution of income. This method is more efficacious and
broader in scope the more diversified the structure of consumption in
the countries concerned., Mexico and Argentina fall into this category,

Selective taxes on goods and services, with a structure of
differential taxes contemplating exemption for essential goods, is a
redistributive method which can be used extensively. In this way

/advantage can



E/CN,12/L.79
Page 60

advantage can be taken, for redistributive purposes, of the low price
elasticity of demand which is commen for lwxury geoods and services
that are acquired mainly by the high-income groups. However, the
elfectiveness of differential taxes depends on whether it is possible
to control the payment of taxes. This is more feasible when the tax is
established at the producer level and in those cases where the number
and type of production units is easily controlled, 2/

~ In special carefully selected cases there is no reascn why,
together with the establishment of price surcharges in the form:of
taxes n~n certain lwxury goods, subsidies cannot be granted for wage
goods of the same "family" as those on which the taxes are levied. For
example, in the motor-vehicle industry taxes. could be levied on
productisn which would raise the sales price of private cars,
particularly the larger and more powerful models, while the production
and zale of utility vehicles could be exempt from tax or even subsidizeds

29/ In the case of private enterprises; in the case of public
enterprises the problem of controlling production levels does not
arise, o '

/D. THE
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D, THE ROLE OF FISCAL AND TAX POLICY IN REDUCING VULNERABILITY
TO AND DEPENDENCE ON EXTERNAL FACTCRS

The first important point is that foreign trade pelicy cbvicusly
has the most direct and decisive part to play in reducing vulnerability
t~ and dependence on external factors, For this reason, the effectiveness
»f fiscal policy in achieving this goal is largely dependent upon the
action, and scale of action, of the group of foreign trade instruments.

There is a particularly c¢lnse relationship between fiscal and tax
prlicy and foreign exchange instruments, especially in regard to the level,
structure and management of the exchange rate, Moreover, it often happens
that some objectives can be pursued either by exchange measures or by&
fiscal and tax measures. The choice of the best course to adopt will
generally depend on considerations ranging from the purely technical to
the strictly politieal.

In the light of these observations, it may be affimmed that
fiscal and tax policy could play a significant role in the promotion and
diversification of exports, which is so necessary in Argentina and
Colombia and dndeed in the whole of Latin America.

Various types of action are prssible in this respect, some
examples of which are described below, First and foremost, logically
enough, are the direct or indirect expenditures or effcrts made by the
State to expand the capacity to produce export goods and services,

A second type of action may feasitly be carried out by means of
taxes designed to produce exportable surpluses, Thus the domestic
consumption of certain goods (of specific types for which demand is
relatively elastic) could be reduced through the establishment of selective
taxes which raise their prices on the home market., Essentially, the
adoption of such a measure means the establishment of a practice invelving
- monopolistic discrimination, with the advantage, however, that the higher
domestic price is not reflected in additional profits - which might be
excessive or unwarranted - for the private production enterprise or
enterprises. On the other hand, if the total volume of exportable goods
is produced by publie enterprises, an acceptable alternative would be
diserimination directly threugh the price instead of through taxation.

/In some
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In some countries similar to Argentina, a tax on the value of
land, periodically assessed according to its preduction potential
and adjusted annually in iline with the rise in domestic prices, would
probably be a falrly effective insf.nmlent. for the creation of -exportable
surpluses. This could well be so, provided that a "realistic" tax burden
for farms, independentiy of the quamtity preduced in a given year,
encouraged farmers to make more intensive use of their land, for which
purpase they should also be willing to make additional investments,

Thirdly, tax policy could be effective in promoting and diversifying
exports through the establishment of tax subsidies, One way of granting
these subsidies would be through the introduction of a general tax on
goods and services which would operate in terms of value added and
contemplate tax exemption for the goods experted. Another feasible way
- particularly where no such tax is in bpera’oiona- igs to utilize draw-back
mechanismss Since the experience of some Latin American courtries in this
field is well known, no further comments are necessary o this point.
Nevertheless, it is of interest to add that a certain degree of flexibility
could usefully be envisaged in the concession of draw-back mergins 1o
compensate for fluctuasiions in the world prices of export items. Careful
handling of a measure of this kind could in some degree cushion the effects
of unexpected gains or lngses in the producers! indome a5 the result of
ups and downs in world markets and prices. :

Lastly, the diversification of exports to include a bigger
proportion of more sophisticated products with a higher locally generated
value added could he stimulated by the establishment of export taxes
which would be so mich the heavier thes lower the level of dorestic
processing of the goods sold abroad. This type of discrirination would.
be mors easily applicable to exports of agricultural and mining preducts
than to manufactured goods proper. S

Fiscal policy and, particularly, tax policy have a clear role to
play in bringing about possible changes in the structure of imports,
Earijer in this study, when reviewing the problems arising from the
structure of industry in some countries, attention was drawn, first, .
to the relationship between that issue and the structure of imports and, '

/secondly, to
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secondly, to the tax measures that could be asdopted to encourage domestic
production of the intermediate and capital goods that are currently
imported, It ie not necsssary to repeat those comments here, but it
would be interesting to analyse what might occur in the case of imports
of consumer goods.

Thus, the relatively large imports of consumer goods in Guatemala
and, on a smaller scale, in Mexdlco, which are destined mainly for the
high-income groups could fsasibly be limited, at lsast in thecry, through
a progresaive personal income tax applicable almost exclusively to the
richer clazsss. In practics, however, the resulis that might be obtained
through this method are somswhat doubtful., Moreover, the same efifsct
could bs achieved by imposing taxes on the prices of thess goods. They
would includs import and selactive taxes and, of course, depending on the
level of taxation imposed, the price elasticity of demand for the taxsd
items and the objectives pureved, the result would be differsent combinations
of raduetions in the volume of imperts of these articles and increases in
tax revenue, However, if the most urgent need in some circumstances is
to reducs imports of consumer goode; taxstion may not bs the best mobthod
and it may well bs necessary to have direct recourse to measures prohibiting
imports. The opposite ie true when it 1s wished to take advantage of
these imports to obtain resourses for the Treasury.

Whalover course of action iz pursusd, such diserimination against
imported consumer goods should not meen excessive protection for a
potential national industry producing the same kind of goods - which could
operate at low lovels of efficioney or obbain high monopolistic profits -
or authorizstion for the locally produced item tc be acquired st modcrate
prices, In other words, the taxees on imported conwvumer goods should be
compatible with thoss imposed on domsetic consumsr goods. Thus, the idsa
vould be to establieh taxes on production or domestic consumption in order
to bring the sales prices of domestic products into line with thoss of the
importad product including tax.

With regard to extermal borrowing, in the first place, fiscal
policy could have an overall impact on this field inammch as it would be
acting on the great economic variables. Thus, for example, 1f the

/indsbtedness spiral
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indebtednese spiral has its origin essentially in the existencs of a
savings gap, there is no doubt that fiscal policy could reduce the need
to obtain external resources if through its action more savings vere
gensrated in the country concerned. _

Be that as it mgy, if consideration is glven tc the rapid growth
of external indebtedness in Mexico and Guatemala, 1t will be noted that a
subetantisl proportion of the increass is attributable to the fact that
public saving remained at relstively low levels; it wes therefore necessary
to have intensive recourse to differe'n‘b forms of Borrowing, including
foreign sources, in order to finance public investment. Accordingly,
fiscal and tex policy is undoubtedly asn important factor in allsviating
the problem of sxternal indettedness in Maxico and Guatemala if it onduces
to a significant and contimuing incresee in the surplus that can be invested
by the State, which would be achieved primarily through an increase in the
tex burdsn, It should be noted, howsver, that ‘the trends obscrvable in
this field alao dspend on the future evolution of cther variables,
particularly public investment and the "real" capacity to import.

In addition to the overall iassus, it ssems appropriate to indicate
the role which tax policy can play in the composition of external
indsbtedness, in terms of the proportion of loans and the proportion of
investment. If it is considered, for example, that there should be &
certain balence between the two forme of borrowing and, morever, that
some forms of bb"oaﬁning credit gre preferabls to the inflow of certain
typgs of foreign investmert, it may sppear best to adopt tax measures
favouring the contracting of loans and/or discouraging foreign investment.

Of course, a policy of this kind must be introduced with caution.

It could, howevai", have eome Justification in countries such as Guatemala,
bearing in mind the already considerable malsdjustment hetween the external
eredit and foreign investment balances.

/E. AN
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E. AN ATTEMPT AT RECAPITUIATION

A synoptic table has bsen prepared with the purposs of presenting
a summarized version of the various questions examined in this study
{see table A). It comprises four columns. '

The first containe a 1ist of the major economlic and social
problems affecting the countries under consideration, in line with the
identificatlon described in the second part of the study. In addition,
the courdry or countriss in which each question emsrges most clearly are
identified horizontally.

The second column shows the degres of relsvance and effectiveness
of figeal policy and/or tax policy in solving the problems set out in
column 1, The threse degrees ~ high, medium and limited - were assigned
according to the appraieals made in the body of this document.

The third column shows which of the main groups of fiscal and
tax policy instruments would be most euitable in eolving the individual
probleme. The following groups were coneidered: {(I) evolution and
composition of public income, particularly tax income; (II) evolution
and. composition of public expenditure, including investment; and (III)
rapid growth of the public ssctor surplus for investment. It was
decided to use this third category in order to accentuste the urgent need
for an incrsase over and above the traditional "normel" rates which
public saving and investmsnt are expected to attain in certain
circumstances.

In the fourth column, the main tax poliey instruments which
could be utilized are considered separately. The first two are general
variables: increase and stability of the tax burden. The rest are the
different types of taxes which could be most suitsbly used in each of
the situations deseribed.

Needlssa to say, it would also hawe been useful to consider a
brealkdown by instruments for public expenditure policy, but thie task
is quite definitely beyond the scope of the present study.

Lastly, it should be noted that the above summary has the limitations
that are 8o often found in this kind of generic pressntation.

/Table A
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