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INTRODUCTION

The twovpértsnof‘the‘present Eéonémic Survey differ in-character,
but they complement'e3Ch,opher in presenting an up~to~date view of the
salient featurés and trends of‘Latin American development,

Part One comprises a kind of balance~sheet of some of the main
aspects of the Létin American eéonomy a£ the end of this decade,
comparing the present magnitudes with the trends they have followed in
recent yéarsa This seems the right‘moménfvto présent such a balance,
when there is an evident desire for a critical examination of the
guidelines and objectives of development policy, not only for the sake
of a deeper interpretation and understanding of the problems of under-—
development, but also to encourage the efforts now being made to launch
a second Development Decade.

Part Two is essentially a review of developments in 1948 in the
region as a whole and in each individual country. As in previous
Surveys, its purpose is to present a systematic compilation of data
and information describing the short—term changes and, in general, the
main characteristics of recent economic development,

Although the two parts have different aims, a study of both
provides a basis for evaluating recent events in the light of longer—
term prospects and, at the same time, for observing how some structural
factors are becoming more important while others are changing in their
effect on the course of economic development. In more direct terms,
the 1968 results were in general most favourable; but, for the eppraisal
to be accurate, the fact that some of the determining factors were
entirely fortuitous must not be overlooked. For example it is necessary
to bear in mind that this is not the first time that some areas of the
economy have been expanding or relatively prosperous. The last few

decades have witnessed others, but as a rule they did not mark the

/beginning of
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beginning of a lasting trend. lloreover, data covering a short span
should be evaluated within a broader perspectlve which would reveal
the outstanding structural Ieatures of the period and, therefore, of
the klnd of situation that 1s characterlzlng or taking shape at the end
of the decade.' Naturally, the elements of flex1b111‘y that seem t.o
emerge from reeent experlence must not be undernestlmated in this
appraisal etthero o . C ' '

The materlai contalned in the two parts 1s malnly deucr1p+1Ve
and no attenpt has been made to present an analytlcal 1nterpretav10n.
This is done in other secretarlat documents which are belng presenued,

together w th thls SurVez, at the Comm1381on’s thirteenth sessisne
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Part One

SOME ASPECTS OF THE LATIN AMERICAN ECONOMY TOWARDS
- THE END OF THE NINETEEN--SIXTIES '

Chapter I

POPULATION, INCOME AND EMPLOYMENT

1, Popuwlation

(a) ©Population size and growth
By 1970 the population of Latin America will be over 280 million,

and its share of the world population will be close to 8 per cent,

As the population of the region was less than 90 million in 1920,
this means that it has more than trebled in the last fifty years, whereas
the world population has not even doubled in the Samé_lapse of timc‘(see
table I-l). Tatin America is thus the region where the most rapid
demographic growth has taken place, and the rate still continues ‘o outstrip
that of any other part of ﬁhé*world»

To make a more accurate diagnosis, a closer study is required of
over—all population trends in each of the last few decades, and of trends
in the individual countries, since the changing angle of observation reveals
highly significant differences.

The growth rate of the population of the region as a whole was
particularly rapid during the nineteen-forties and fifties, and soared so
high that it hes risen relatively little during the present decade. Between
1920 and 1930 the over-all increment was 20,9 per cent, This proportiocn
dropped slightly during the thirties to 2C,7 per cent, but expanded in the
“orties to 25.5 per cent and increased equally quickly during the filfties,
when it was 31 per cent., In the sixties the increase will have been

2bout 32 per cent (see figure I-1).

/Table I-1



E/CN.12/825

Page I-2
~ Table I-1
ESTIMATES OF WORLD POPULATION BY MAJOR REGIONS, 192070
Region 1920 .- 1930 - 1940 - 1950 1960 1970

Last Asia 553 345 591 24 634 420 684 353 Tk 14, 910 524
South Asia 469 770 528 96Afv 609 993 696 722 865 247 1 106 S05

Europe 324 800 353 947 378 920 391 M7 h2k 657 453 918
Soviet Union 155 300 179 000 ~ 195 000 160 000 214 LOO  2L5 700
Africa 142 921 163 846 191 458 221 538 272 924 345 949
North S e
America 115 661 134 166 14 342 ‘Aléé 073. l98~66h 226 803
Latin , ) ,_' ) .

 imerica 88 967 107 579 129 854 163 OLy 213 529 282 333
Oceania g 521 10 0Ll 11 060 12 677 15 713 18 711

TOTAL 1 659 265 2 068 790 2 295 OL7 2 516 094 2 999 278 3 590 €43

Sources: Latin America: Latin American Demographic Centre (CpIADﬂl,
Boletin Demogréfico, Year 1, vol, I (Santiago, Chile, Jammary 1968).
Other regions: World populstion prospects assessed in 1963

(United Mations publication, Sales No.:66,X111.2), tables
3.1 and 3.2. L '

/Figure I-1
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Figure I-1
LATIN AMERICA: CHANGES IN THE GROWTH RATE OF THZ POPULATION

(Ten-year averages in percentages)
Natural scale
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This recent deceleration has taken place at very high levels of natural
growth, but even so it is significant in itself and in relation to the world
total, During the twenties and thirties, the rate of population growth in
Latin America was almost twice as high as the world rate, and more than
two and a half times as high as in the forties. In the last twenty years,
however, it has only been about 60 per cent higher. These changes in the
ratio cf the growth rates have been partly due to the acceleration of
population growth in other under-developed regions, which, with a time-lag
of one or two decades, are repeating the process that began in Latin America
thirty years ago.=

Within Latin America, population growth has varied widely from one
country to another., The populations of Venezuela and Costa Rica in 1970
will be nearly four and one third times as large as in 1920, while that
of Uruguay will have barely doubled. ’Apart from these extreme cases,
there are only two countries - the Dominican Republic and Guatemala -~
in which the population will have increased more than three and a half
times in relation to its 1920 level, and in two others — Haiti and Bolivia -
it will hazg increased less than two and a half times, In thirteen
countries ¥ which, by 1970, will have nearly 85 per cent of the total
regicnal population, the number of inhabitants will be two and a half to
three and a half times as great as in 1920 (see table I-2).

Despite these wide differences in growth, the lorg-term trends are
remar<ably similar, In most countries, the growth rate has steadily been
gathering speed since 1920, but in at least eight, relative stagnation or a

decline has set in at different points in the post-war period (see table I-3).

;/ In Africa ard Asiz the sharp acceleration took place mainly in the
fifties, A comparison of the periods 1940-50 and 1950-60 shows that
the ten~year rate of population growth rose from 7.9 to 16 per cent
in Bast Asia, from 14.2 to 24.2 per cent in South Asia and from
15.7 to 23,2 per cont in Africa. The acceleration was shorter-lived
than in Latin America, since the ten—~year rate of increase dropped to
14,7 in Bast 2sia during the sixties, and rose more slowly in South
Asia and Africa (to 27.9 and 26,8 per cent respectively).

Argentina, Prazil, Chile, Colombia, Cuba, Ecuador, El Salvadowr,
Honduras, Mexico, Nicaragua, Panama, Paraguay and Peru.

B

/Table I-2
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Table I-2
LATIN AMERICA: TOTAL POPULATION BY COUNTRIES, 1920-70
s (:Tho\l;s&nds of persens)

Coentry 1920 1925 1930 1935 1940 1945 1950 1955 1960 1965 1970
Argentina 8 861 10 358 11 896 13 okl 14 169 15 390 17 070 18 893 20 669 22 352 24 050
Bolivia 1918 2022 2153 2314 2508 274 3013 3322 3 €96 L4 136 L 658
Brazil 27 holt 30 332 33 568 37 150 41 375 46 252 52 178 €9 496 %0 141 81 050 93 292
Chile 3783 4098 Whh 4768 5 147 5592 6144 684 7788 8506 9969
Colombia 6061 671 7Luo8 819 9 104 10 291 11 796 13 578 15 €57 18 053 20 875
Fouador 2000 2118 2277 2479 2726 3024 3382 3748 4 954 513152 6 093
Paraguay 699 785 880 986 1111 1216 133 1527 1751 2030 2379
Peru 4862 5229 65651 61} 6681 7285 7 969 8 790 10 025 11 650 13 586
Uruguay 1392 1538 1699 1831 1943 2057 2193 2 363 2536 2715 2886
Yenezuela 2408 2650 2950 3300 3710 bo67 W9 60w 7331 O 722 10399

Sub-total 59 288 65 83i 972 906 80 198 88 "uzu 98 11l 110 062 125 620 143 k8 1€k 646 188 187
Ccsta Rloa 421 k56 kog 551 619 714 B4 1025 1235 1h91 1809
Fl Salvador 1168 1301 1L43 1530 1633 173 1920 2175 25% 2 917 3 441
Guatemala 1450 1532 1771 1996 2201 2586 3040 3512 L oxs 4585 5 276
Henduras 783 862 948 1026 1117 123 1388 158 1 854 2186 2 603
Nioarague €hs 692 743 797 855 983 1133 1308 1511 1745 2 0%

Sub-total 4 467 4 843 5 Hou u'901 6 oo 2_253 8331 9 609 11 i22 12 925 i5 1
Cuba 2950 334 3837 M2l H566 4932 5520 61133 619 7553 8 3!:-3.
Dominican Republis 1140 1258 1400 :1567 1759 1981 2243 2537 30350 3 58 L 29y
Halti 214 2260 2U422 2610 2825 3085 3380 3722 L ibo L é5 5250
Mexico 500 15 204 16 589 18 089 19 815 22 670 26 335 30 684 36 06 42 &33 50 670
Panams. Y29 Ley 502 5ol 535 &75 765 882 1021 1197 1k0

Sub-tatal 21 43 22 550 24 750 27 011 29 560 33 3 38 243 Lk 008 51 056 59 673 €2 952

Sub-totel 20 coumiries B4 998 93 224 103 060 113 110 124 459 138 710 156 636 179 237 206 126 237 244 273 233
Other ocountries amd ' C oL T ‘ ’

territories 3969 Lok L1y L4932 5395 5867 6378 6866 7ho3 8104 9 oo

Total 88 967 97 438 107 579 118 o 120 Bsls 14k 577 163 oW 186 103 213 529 245 o8 282 %3

Scurces Latin American Demcgraphlo Centre (CHUADE), Boletfn Demogréfico, Year 1, vols 1 (Santiago, Chile,
January 1968), teble 1

/Table I-3
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With the exception of Argentina, Brazil, Cuba, Uruguay and Venezuela,
where international migration has been an important factor in population
growth,during certain periods at least, the trends in other countries in
Latin America 2 since the beginning of the century have been largely
the product of the drop in the death rate and the maintenance of a high
level of fertility. The information available indicates that the crude
Lirth rate in such countries has remained more or less constant at 40 to
50 per 1,000 and the pattern of fertility seems to have changed very little,
The small variations detectable in the over-all trend are unlikely to
reflect real changes in fertility, and the slight rise in the rates in
certain countries, esnmecially after 1950, may be due to one or more of
the following factors: better record-keeping, better health conditions;
an increasingly small proportion of widows of child-bearing age, more
stable marriages and changes in nuptiality. The slight downward trend
in some countries! rates at certain times may be attributable to changes
in the age structure of the population as a result of the drop in mortality.

The crude mortality rates at the beginning of the century probably
ranged from 30 to 35 per 1,000. Since then, thev have been dropping
steadily at varying speeds depending on the country and period concerned,
and are now at a much lower level in most countries, In Colombia, the
Dominican Republic, Ecuador, El Salvador, Honduras, Nicaragua, Paraguay
and Peru, the rates in 1960-65 (12 to 17 per 1,000) were probably less
than half the rates around the turn of the century. The reduction in
mortality was no doubt a good deal less in several countries; in 1960-65
the rates in Guatemala (18-20 per 1,0C0), Bolivia (20-22 per 1,0C0) and
Haiti (20-24 per 1,000) were still very high. In a third group of
countries there was a much greater drop; in Chile, Costa Rica, Mexico
and Panama, the death rates fell to levels of 8 to 12 per 1,000 in 1960~65,
that is, to about a third of their magnitude in 1900C.

There are signs that the decrease in mortality was not evenly spread
over the period under consideration, In general, it was slow and steady up
to about 1930, but then picked up speed slightly to the end of the Second

World War and has since been much faster.

2/ This category comprises Bolivia, Chile, Colombia, Costa Rica, the
Dominican Republic, Ecuador, El Salvador, Guatemala, Haiti, Honduras,
Mexico, Nicaragua, Panama, Paraguay and Peru.

/In Chile,
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In Chile, the stcelération of.popllation growth as a result of the
féiling death rite was slowed down by a marked:drop in fertility of a
spedial kind., ' At the Yegirining of the tehtury,-the birth rate was
prohably more ‘thar 45 per 1;000, From ‘then ofwards it gradually declined,
and by 1935-39 drew v1rtually’to a standstill at 37 to 38 per 1,000,

It is only very recently that the downward trend of fertility has shown
_ 81gns of resuming. ’ ‘ ! ;

Argentina and Uruguay form a pair in which:population growth has
been conditioned by the same kind of factors since..the beginning of the
cenﬁury, In both, international migration has played an important part
durind‘certéin'pefiods, and the trends of their birth and death rates
have also been very much alikse, e

' In Argentina, the birth rate, which is thought to have begun to
drop before the end of the nineteenth century, continued to fall slowly
."ﬁﬁtil the middle of the decade, 1910-20, when it was less than LO per
';l}OOO. Thereafter it declined much more quickly and by the second half
of the thirties stood at 25 per 1,000, It oscillated arcund this figure
until 1958, when it took a further downward turn, and is estimated to
" have reached 22 or 23 per 1,000 in 1960-65. Mortality also began to decline
there before 1900, and by then was already probably less than 25 per 1,000,
Since then the rate has dropped slowly. but.surely, and by the end of
the twenties it was less than 13 per 1,000, The decline was fairly slow
after that because of the low level it had already reached and the aging
of fhe population, The crude death rate in 1960-65 is estimated to have
been 7 to & per 1,000," In Uruguay’the birth arnd death rates have followed
the same trends as in Argentina, but ‘at lower levels,

‘ Population trends in Cuba since the beginning of the ocentury have
been similar to those of hrgentina and Uruguay in various aspects,
Internationel migration has played.a major part in population growthe‘

It is the third Latin American country after Argentina and Uruguay to
have a birth rate of less than 30 per 1,000, -and during the period under
study the death rate dropped to under 10 per 1,000,

/International- migration
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International migration has recently become an important factor in
Venezuela as well. Before the Second World lWar, it contributed little
to the growth of the population, but between 1945 and 1950 as many as
400,000 immigrants entered the country. This influx combined with domestic
factors, raised the average annual growth rate to nearly 4 per cent in
1950~55 and 1955-60,

After 1900, population growth in Brazil was almost entirely natural,
At the beginning of the century, the rate was less than 19 per 1,000, and
then increased very slowly, being still under 2 per cent in 1930-35. It
increased a little more rapidly afterwards, but was still less than
2.4 per cent in 1945. It subsequently gathered more speed, but now seems
to have become static at a maximum of about 3 per cent annually. This
trend was the outcome of the changes in the birth and death rates, which
had contradictory effects., The birth rate declined slowly from about 45 per
1,000 in 1900-20 to roughly 4O per 1,000 in 1960, but the slight reduction
in natural growth as a result of the decline counted for little against the
increase produced by much sharper declines in the death rate after 1930
and, more particularly, 1945. Migration played only a minor role in the
growth of the population. From 1850 to 1950 about 4.8 million persons
emigrated to Brazil., About three-quarters of them made their home
there and, with their descendants, added approximately 6.8 million to
the population that is, about 15 per cent of the population increase
during that period.é/ The flow of immigrants increased gradually until
it reached its height in 1890 to 1900, when it accounted for 25 per cent
of the total population increment. From 1900 onwards, the slackening of
the influx of immigrants and the ever-increasing size of the population
reduced the relative contribution of the former. In 1900-40, they

represented less than 10 per cent of the over-all population increment.

L G. Mortara, "The development and structure of Brazil's populetion',
pn
Population Studies, vol. VIII, No. 2 (London, November 1954).

5/ V¥inistry of Plamning and Economic Co-ordination, Plano decenal de
desenvolvimento economico e social, Demografia, Diagndstico
preliminar (August 1966), :able 3, p. 39.

/Imigration dwindled
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Immigration dwindled to & trickle in 1930-40 and was negligible during
the forties., After 1950 it increased again and between 1950 and 1960
nearly 600,000 immigrants are estimated to have entered the country,
Although, in absolute terms, this figure is camparable to or even greater
than earlier influxes, its relative importance as a factor of growth has
declined considerably (it represented less than 4 per cent of the over-all
increase in 1950-60),

To sum up, the data available indicate that the role played by the
factors that are quickening the tempo of population growth varies widely
in the different countries, In some - Argentina and Uruguay, and Cuba to
a lesser extent - the birth rate has been dropping steadily Ifor some time;
in others, notably Brazil and Chile, the decline has been slower and the
present rate is still quite high. Many countries show no clear-cut trends
and rates have fluctuated at fairly high levels., Death rate trends have
been somewhat similar; in some countries they fell most sharply several
decades ago and subsequently dropped fairly slowly, while in several,
the greatest reduction took place in the forties and fifties, and in _
others .again, among which Colombia, Ecuador, Honduras, Nicaragua, Paraguay
and Peru must be counted, there have been substantial decreases during
the sixties,

then the data are grouped by five-year periods, it is exceptional
to find an increase in the birth rate, and the prevailing trend seems to
be downward, Death rates are becoming increasingly uniform throughout the
region, and are already low enough for subsequent decreases to be necessarily
much smaller. This explaing why the rising tempo of demographic growth
has slowed down in the sixties,

/Gb)'Cdmposition
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(b) Composition ard distribution of the population

‘It is useful to supplement this general picture of population growth
with brief references to two additional aspects which are typical of the
demographic situation in Latin America: the age structure of the

population and its distribution in urban and rural areas,

Obviously, a rapid deduction in the mortality rate and the persistence

of high birth rates necessarily result in a much younger population and,
therefore, a higher degree of dependence, These are the characteristics
of the present age structure of the Latin American population.

Some projections for 197C indicate that 42 per cent of the whole
population of Latin America will be under fifteen years of age, while
old people (65 years and over) will represent A per cent; therefore the
proportion of economically active population will be about 54 per cent
(see table I-4). Of course, these general proportions differ appreciably
from country to country. The under-fifteen age group is smallest in
countries which have the lowest birth rates (28,2 per cent in Uruguay,
29.3 per cent in Argentina, and less than 4O per cent in Chile and Cuba)
and larger than average in countries which continue to record higher
birth rates (about 47 per cent in Colombia, Costa Rica, the Dominican
Republic, Ecuador, El Salvador and Nicaragua). The opposite is true of
the proportion of old people. Compared with the low regional average
(3.8 per cent), it is 4.6 per cent in Chile, 7.3 per cent in Argentina
and 8.6 per cent in Uruguay, the country with the lowest birth rate in the
region, Thus, the lower proportion of children in these countries is in

some degree offset by the larger number of old people.

/Table I-4
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Table I~-4
LATIN AMERICA: PROJECTED STRUCTURE OF THE POPULATION .
IN 1970, BY AGE GROUP
- Number of inhabitants Structure
(thousands) " (Percentage)

Total population _ 275 929 - 100,0
Up to 14 years 116 625 : L2.4
15 to 6L years 147 997 53.8

65 years and over : 10 307 3.8

Source: Latin American Demographic Centre (CELADE), Boletfn Demogrdfico,
Year 1, vol, II (October 1968).

In.brief, outstanding differences may be noted between Latin America
and other regions from the standpoint of the "dependency rates" involved
in this age structure of the population. A more accurate interpretation
of the significance of these rates requires, however, that other important
factors be considered. For example, in developing countries with a high
fertility rate, the inhabitants usually start work at an early age and
seldom retire before they are quite old. In Latin America itself,
notwithstanding the serious unemployment and under-employment problems, -
it is estimated that more than three~quarters of the 15 to 19 age group
and about 70 per cent of those aged 65 years and over are economically
active, Factors such as these, which are linked to the relatively low
index of years of schooling and the inadequacy or inefficiency of the
social security systems, partly mitigate the effects of a relatively
small proportion of population being of working age, from the standpoint

of the significance attaced to the concept of the dependency rate.

/The distribution
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The distribution of the population in Latin America, for its part, is
the most important demographic variable as regards the characteristics of
development peculiar to the region. The intensive scale of rural-urban
migration, combined with the characteristics of income distribution and
the general conditions of social organization and structure, has been
the main cause of problems such as marginality and under-employment,

As this topic is examined more thoroughly in chapter II, suffice it
to give some of the main conclusions here, The first fact to emerge is
that towards the end of the present decade the Latin American population
will be mainly urban: some 55 per cent will be living in centres of more
than 2,000 inhabitants., Secondly, this is not only a general process of
urbanization; there is also a definite trend towards an increasing and
disproportionate concentration in specific metropolitan areas, while the
smaller urban centres are growing much more slowly., If these trends
continue up to 198C, at least ome-third of the population of nearly
all the Latin American countries would be concentrated in cities of over
half a million inhabitants, and not less than 55 per cent in urban centres
of over 20,0C0 inhabitants.

These changes in the distribution of the population also have an
important impact on the age structure of the population when urban and
rural areas are considered separately, since it is mostly the young
adult population which migrates. The information available on annual
rates of migration by age and sex in a number of countries shows that
in both male and female population the highest migration rates apply to
groups ranging from ten to thirty-five years of age, while the rates for
old people are much lower and in some cases negligible.=

(¢) Effect of economic and social factors on demographic parameters

The demographic situation described above is closely bound up with
other basic structural factors and economic and social changes in the region.
Thus in many cases the population indexes themselves, as defined for the
population as a whole, are not sufficiently representative, and some

significant distinctions must therefore be made.

é/ Among other studies, see Juan G. Elizaga, Migraciones interiores
en la América Latina, published by CELADE,

/This is
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Thls is true, for example, of the mortality rates, whose reduction
does not affect all °ectors of the population w1th the same 1n’cens:Lty.
When the 1mprovement of the rate depends on the extension of fairly
low—cost publlc health services and methods of disease control, as a
result of technologlcal advances in this field, the effects are felt by
the whole or at least the majority of the population. This does not
happen, however, when the causes of death lie in the levels of living
of spec1f1c population groups, particularly nutrition levels and
environmental hygiene conditions. In these circumstances, high rates of :
infant morbidity and mortality are found among a large proportion of both
the rural and the urban population. Once the critical stage for infants
is past, these sectors are less able to adapt themselves biologically,
phy51calLy and 1ntellectually, for reasons whlch are beyond the sphere
of action of the’ publlc health serv1ces.

" The same applies to the fertility rates. Generally speaking,
the birth rate of urban families is much lower than that of rural families.
There are marked differences in the birth rates according to the employment
position, and there is a clear relationship between the birth rate and
specific socio-economic categories or sectors of the population classified _
by income levels, of which the middle-income groups tend to have the
lowest birth ratese

/2. Level,
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2. level, composition and distribution of the product and income

The product and its growth
Towards to the end of the nineteen-sixties the over-all regional

product will amount to some 130,000 million dollars, which, in per capita

terms, will be an average of 510 dollarsaz

In absolute figures, this is a considerable improvement on the

situation immediately after the Second World War and in the early
nineteen-sixties, In 1950, the total product was 53,700 million dollars

(excluding Cuba, Barbados, Guyana, Jamaica and Trinidad and Tobago)
while, by 1960, it had climbed to 86,500 million dollars, representing

average per capita figures of 355 and 433 dollars respectivelya However,

this substantial improvement hides very modest annual rates of growth,

and has not been enough to maintain Latin America'!s former position in

the world economy,

Some world figures for 196C and 1967 (excluding the centrally

plammed economies) indicate that the average per capita increase in the

product was 2.8 per cent annually during that period. It was divided into

an average rate of 3.7 per cent for the developed regions and of only

2.5 per cent for the under-developed nations as a whole, to which Latin

Americatls contribution was as little as 1.7 per cent (see table I-5).

Allowing for the difference in levels, these estimates suggest that in

1960 the per capita product of the developed areas was Just under ten times

as much as for the under-developed regions, and had increased to 10,7 times

as much by 1967, while, in relation to Latin America,it rose from 3.7 to

L2 times as much in the same lapse of time,

7/

These are dollars at 1960 prices and estimates based on different
factors from those used in former Egonomic Surveys to convert Latin
American currencies into dollars. In the appendix to this chapter, the
reasons for the change have been set forth and an account given of the
information and methods used for calculating the new ratios. Mention
has also been made of the statistical and conceptual reservations that
must be made if the figures are to be properly interpreted. The
purchesing power equivalents of Latin American currencies in terms of
dollars at 1960 values are as follows (in monetary units per dollar):
Argentina, 56,03 Argentine pesos; Bolivia, 7.80 Bolivian pesos; Brazil,
105.5C cruzeiros; Chile, 0.985 escudos; Colombia, 5.08 Colombian pesos;
Costa Rica, 5.0l Costa Rican colones; Dominican Republic, 0.98 Dominican
pesos; Ecuador, 11.39 sucres; El Salvador, 2,04 Salvadorian colones;
Guatemala, C,91 quetzales; Haiti, 3.77 gourdes; Honduras, 1.90 lempiras;
Mexico, 8,23 Mexican pesos; Nicaragua, 6.48 cbrdobas; Panama,

0.87 balboas; Paraguay, 78.32 guaranies; Peru, 16.83 soles, Uruguay,
7.10 Uruguayan pesos; Venezuela, 4,60 Bol{ivares.

/Table I-5
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Table I-5

[
TRENDS OF THE PER CAPITA PRODUCT BY BOCNOMIC RH}IODB,‘/ 1960 AND 1967

(Dollars et 1960 prices and thousands of persons)

1960 1967 7
. : ‘ Growth
Gross Gross, Per rate of
Regton domestis - Per domestio ' ‘
or Population eapita .~ Population  oapita per
count - produst " produet , Produet - product  capita
i (mi1liqns) (m111ions) product
Developed
Wostern Burope 304 102 259 560’ 1172 Los 246 277 302 1 k61 302
Australia 16 357 10 275 1592 22 935 11 751 1 952 300
New Zealand 3 727 2 372 157 5 067 2726 1859 244
United States 509 000 180 684 2 817 703 shy 199 118 3 535 3e3
Cenada : 36 981 17 909 2065 52 857 20 i 2 536 3.3
Japan : k2 769 93 210 k59 85 239 99 920 853 903
South Afriea 7 430 15 925 L6y 11 360 18 753 606 3.8
Sub-total - 20 366 579 935 1587 1 286 651 629 991 2 o2 3.7
Undar—develoze_d_
Africe 27 241 247 655 110 34 330 291 184 118 1.0
Latin Amerioa 87 981 202 906 433 120 651 247 969 186 1.7
Asia 81 N6 863 617 95 113 4§22 1 027 820 110 2.1
Southern Rurope 29 015 9k 539 307 49 210 104 125 473 6olt
Sub~total 225 959 1 408 717 160 317613 167108 = 190 245
1146 319 1 988 652 576 1 604 264 2 301 089 697 2.8

Sources: Developed oountries: United Nations, Yearbook of National Accounts Statisilcs - 1966 and Monthly

Bulletin of Statistics, various issues; International Monetary Fund, International Financial Statistics >
various issues,

Under-deVeloped sountries: Except for Latin Ameri.oa.,. Organization for Eeonomio Co~operation and
Development Centre, Nutional Accounts of Less Developed Countries 1950-66 (July 1968),

8/ Exoluding sentrally planned economies,

* /Although Latin
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Although Latin Americals relative loss of ground is partly attributable
to the rising rate of population growth, it has in any case been large
enough to reduce the region's share of the over-all world product.

The Latin American countrizs themselves differ widely, both in the
absolute levels of their ver capita product and in recent trends.

Forecasts for the end of the sixties show wide oscillations around
an average anmual figure of 512 dollars for the per capita product, from
the lowest extreme of 85 dollars in Haiti to the maximum of 950 dollars
in Argentina, WNine countries would be above the average. In descending
order, they are Argentina, Venezuela, Panama, Uruguay, Mexico, Chile,
Trinidad and Tobago, Costa Rica and Jamaica, Fourteen would be below
the average, namely, Peru, Brazil, Barhados, Colombia, Guatemala,
£l Salvador, Nicaragua, Ecuador, Guyana, Paraguay, Honduras, Dominican
Republic, Bolivia and Haitl (see table I~6).

This reordering represents a considerable change from the situation
in 1950 and is due to wide disparities in the growth rates of per capita
income in the individual countries (see table I-7). In Latin America as
a whole, the rate has been relatively low; it was about 2 per cent annually
during the fifties and during the sixties has been even less, The country
figures show fairly wide differences ranging from stagnation to relatively
rapid and sustained growth at anmal rates of nearly 3 per cent for the |
per capita product, It is important to note that, within this diversity,
no uniform trends can be detected for the countries in the upper and
lower income categories., They changed positions in terms of the absolute
per capita product within one group or the other, but there was no
modification in individual positions as regards average income. This is
clear from the fact that the nine countries which are now.above the average

income level for Latin America were also above it in 1950,

/Table I-6
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- .Table I-6

LATIN ALERICA ESTIMATES OF THE TOTAL AND PIR CAPITA PRODUCT
‘ TOWARDS THE END'OF THE NINETEEN-SIXTIES

(Dollars at 1960 prices)

+ Total product

Per capita product

Country: (Millipns:qr dollars) (dollars)
Argentina 22 529 950
Barbados 99 - 37
Bolivia 923 203
Brazil 34 398 379
Chile 6 411 671
Colombia 7 860 367
Costa Rica 950 570
Dominican Republic 97, 233
Ecuador | 1901 323
E1l Salvador 1161 349
Guatenala 18k 359
Gﬁyana 235 320
Haiti 436 85
Honduras 621 247
Jamaica “1 015 559
Mexico 33 108 677
Nicaragua 675 34k
Panama 1008 740
Paraguay 627 272
Peru 5 929 L50°
Trinidad and Tobago 710 6,8
Uruguay 2 025 710
Venezuela 8 809 878
Iotal 134 286 212

/Table I-7
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LATIN AMZRICA: RATE OF GROVWTH OF THE PSR CAPITA PRODUCT

(Average.annual rates)

Countries 1950-67 195060  1960-67
Argentina 1.1 1.2 1.1
Barbados © 2.2 2.7 1.6
Bolivia 0.1 ~1.6 2.9
Brazil 2.1 2.6 1.3
Chile 1.6 1.2 2.4
Colombia 1.4 1.6 1.1
Costa Rica 3.0 3.2 2,6
Dominican Republic 1.2 2.4 0.6
Ecuador 1.9 2.3 1.0
El Salvador 2.1 ~ 1.5 2.9
Guatemala 1.8 0.9 3.0
Guyana 1.4 1.7 0.9
Haiti -1.3 -0.2 -1.7
Honduras 1.1 0.6 1.8
Jamaica 3.5 4.0 2.9
Mexico 2.7 2.8 2.8
Nicaragua 2.4 2.2 L.l
Panama 3.2 1.9 562
Paraguay 0.4 0.1 1.0
Peru 2.9 2.7 3.0
Trinidad and Tobago 1.5 2.3 0.4
Uruguay -0.2 0.6 -1.1
Venezuela 2.9 3.6 1.7
Total 1.9 2.0 1.7

Source: ECLA, on the basis of official statistics.

/Since that
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Since that year the country with the largest per capita product
has been Argentina. But as its growth rate has been fairly slow, in
fact well below the regional avefaée, other countries have been creeping
up and are nQW'approaéhing/the same level., This is particularly true
of Venezuela "and Panama, whose high. growth rates. have_gnabled them to
1m0rove their respectlve positions, Uruguay has lost some ground owing to
the stagnatlon 1n its per capita product, dropping from second to fourth
place since 1950 Although Mexico has maintained its relative position,
its high and steadllv rising growth rate has brought the rer capita product
up to that of Chlle in absolute terms, although they were far apart in 1950,
Compared with tnose of Mexico and Panama, Chile's position has contracted,
while Costa Rlca 1s in the same situation as in 1950, |

Of the group where the per capita preduct is lower than the Latin
American average, Ecuador's relative position has remained unchanged, as
has that of threg countries with a lower absolute level, i.e., the
Dominican Republic, Bolivia and Haiti. Peru, Brazil, El Salvador and
Nicaragua have improved their positions, the first two malnly because of
the progress made in the fifties, whereas those of Colombla, Guatemala,
Paraguay and Honduras have worsened.> ‘

These figures should be viewed with caution, as regards both their
absolute levels and changes over time. Apart from the fact that conversicn
to a common monetary unit, as discussed in the appendix to this chapter, will
arouse Jegitimate doubts, the official figures used as a bagis are often
revised, and substantial changes commonly have to be made as a result.

(v)  Income d;Ls+ ribution

The average per capita product of each of the countries referred
to above reflects national conditions which are of somewhat limited
significance uniess they are supplemented by information on the way in
which income is distributed among the various sectors or strata of the
population,

In this commexion, some recent research work provides new data

that make it easier to assess Some features of income distribution in

/Latin America,
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Latin America, to compare it with income distribution patterns in other
regions, and to understand some of the significant differences between
the Latin American countries themselves. ,

Figure I-2 shows the resultstof a comparison between the estimated
income distribution patterns of Létin America as a whole and of the
United States. The comparison clearly shows the relatively greater
ineguities in Latin American income distribution and some of its basic
festures,

The most striking feature is the small share of total income received
by the poorer half of the population: barely 1L per cent of the total (see
table I-8)., Also noteworthy is the considerable difference between the
30 per cent of the population above the median, which receives 25 per cent
of total income, and the 15 ver cent in the segment above - half as many
people = which receives 29 per cent. MNoreover, the high concentration of
income at the top level, comprising only 5 per cent of the population,
which receives more than 31 per cent of income, shows that the pattern of
distribution is extremely regressive,

Tt must be noted that the imbalances shown by this pattera of income
distribution for the region as a whole tend to be greater than those
existing in any single country, since in the table, the effects of the
differences in average income between countries are added to the disparities
within each country, Even with this reservation, however, there is no
doubt that these features make for an extremely high level of income

concentration in the region.

8/ The ECLA secretariat is proceeding with a work programme on income
distribution in co-operation with a number of national bodies, Two
provisional nctes, entitled Estudios sobre la distribucidn del
insreso en América Latina (documents L/CN,12/770 and Add.1l) were
submitted to the Commission at its twelfth session. Concurrently
with the present Fconomic Survey, the first two volumes of a series
on income distribution will be published, one containing a general
review of the topic, and the other discussing the specific case of
Argentina based on a wide range of research work undertaken in
conjunction with the National Developmert Council of Argentina, The
data and conclusions given here are derived from these documents and
are based on the data available for a number of countries comprising
some 75 per cent of the population of Latin America and very fragmentary
data for the remainder,

/Figure I.-2
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. Table I-8
INCGME DISTRIBUTION IN LATIN AMERICa, BY INCOME GROUPS
_ : Average inoome Averags psr oapita

Percentage share .
Income grewp ¢ total in (regional avepr- income &/

¢l Total Income age xz 100) (dollars)
The poorest 20 per cent 345 18:.0 68,0
The 30 per cent below the median 10.5 35,0 1330
The 30 per cent above the melian 2504 85.0 322.0
Ths 15 per oent balow the top

5 per cent : 29.1 194.0 - 740,0

The top 5 per cent 3145 62950 2 400.0

Source: HECLA,

&/ The figures, expressed in dollars ad 1960 prices, are for 1965.

/Some measurements
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Some measurements that show the level of concentration of income
distribution as a whole illustrate the above. The relevant coefficient
for Latin America is 0.56, whicﬁ“édﬁﬁafes very unfavourably with a
coefficient of O.&Gﬁforxihﬁ.United:Statesagz; S

Other important features are clearly evident from a more careful
eiaminéﬁioﬁ‘éf the situation of the various income groups shown in
ltable 1—8  For exam.pleg 1n the. 50 per cent of the population at the
lower end of the scale - whlch as a'whole receives only 1k per cent of
total .income - the differences..in per capita income levels are considerable,
since the levels rise by roughly 30 pgr cent from the bottom decile to the
next. Moreover, the poonulation in both these groups recelves extremely
low incomes in absolute terms, It is estimated that .in 1965 the annual
per capita personal ;ncome of the poorest 25 per cent or so of the
population of Latin America, expresééa"in dollars at 1960 prices, was
less than 100 dollars, At the highest level of the _poorer half of the
population in the region, it is estimated that the figure was
approximately 180 dollars, These figures give a better idea of the
income inequalities'if it is borne iﬁ'mind that the average annual per
‘capita personal incoime for the region as a whole-in 1965 was-approximately
385 dollars.ig/ B

EVER A SN ! ‘1.5’5..f

9/ These coefficients were calculated on the basis of the following
formula, which measures the ratio of the area between the Lorenz
curve and the line of equal distribution to the area of the triangle
in which it is situated:

Mo

fi (Gi -1+ Gi)

[N
i
—

¥ =1 where
10,000

total rumber of income groups

ordinal number of each group

percentags of total population in each income group
cumulative percentage of income received

;9/ The difference between these figures and those for the per capita
product given earlier, besides being partly due to the fact that
the periods of reference are different, is explained by the fact
that such items as depreciation, external factor income and other
items which distinguish the gross domestic product from domestic
personal income have been excluded,

(o N Sl

/In the
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In the two highest income groups, average income 1s relatively very
high, which means that there is a high concentratlon of total personal
1ncome£1n these two groups, Taken together, their average income is almost
tWelvé times that of the éoorer half of the population, a difference which
is of great significance and has far-reaching effe”ts. For this is not a
comparison between: two small groups, but befween the one-fifth of the
population which is at the top of the income scale and the poorer half
of the populéﬁion; If this situation is conmtrasted with that of an
industrislized western area w1th a similar populatlon density, it will
be soon found that the average income of the rlchest fifth of the population
of the United States is less than five times that of the poorer half of the
population; in the socialist countries'the proportion appears to be a little
less than three times, |

Moreover, in the two upper income groups, income rises very rapidly
and very unevenly, At the lower limit of the 15 per cent:of the population
immediately below the top group, per capita income is'under 500 dollars,
while at the upper limit it is almost three times that. sum. The income
of the top 5 per cent is, of course, much higher still, with a considerablie
concentration of income,

As has already been p01nted out, these features are not only the
~result of the patterns of income distribution within each country but also
of the differences in average per capita incomes. in absolute terms, A
look at the distribution by countries of the population éQmprising each
of these income groups makes the importance of this latter factor clear,
(See table I-9.)

/Table I-9
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Within -each segment, the highest figures tend to be those for
countries with the largest populations in absolute terms; although even
so there are some significant features, For example, the fact that income
is relatively more evenly distributed in Argentina and Urugnay and the
averége income higher in absolute terms explains why even the lowest
income group in these countries receives more income than the poofest
20 per cent of the population of Latin America as a whole. On the other
hand, virtually half of the poorest 20 per  cent in the region comes from
Brazil - whose papulation represents one-third of the total populaticn
of Latin America - because of its relatively low level of average income,
Similarly, the position of the countries listed under the head of other,
countries" ~ those of Central America and the Caribbean (excluding Cuba),
and Bolivia, Ecuador and Paraguay - is even more striking: while these
countries account for only 14 per cent of the population of Latin America,
they comprise more than a third ef the poorest 20 per cent.

In the lowest group there is a much greater correlation between
the proportion of the poorest 20 per cent corresponding to each country.
and its proportion of total population, particularly in Chile, Golombia,
Mexico and Peru, But even so, the share of the countries with higher
average incomes in absolute terms (Argentina, Uruguay, Venszuela) is
relatively larger, while the opposite is true for the countries with low
average incomes (Brazil and others), The only segment in which the sharns
of both groups of countries bear a marked.resemblance to each other is that
of the 30 per cent of the population immediately above the medlan.

These cbservations merely confirm the fact that in 1ncome d;strlbutlon
for the region as a whole will show very considerable dlsparltles, partly
as a result of adding together the national figures of countrles with very
different average per capita incomes in absolute terms. R o

In order to determine the extent to which the effects of these
differences in average per capita income may be accentuated by higher
levels of income concentration in the lowest income counfries it ﬁould
be necessary to make a comparative analysis of the distribution pattern
in each individual country. The statistical value of the available
estimates, given in table I-9, varies considerably, but they are sufficient

to support at least one or two general conclusions.

/The most
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The most striking fact thst emerges from a comparison of the
patterns of distribution of 'a significant number of Latin American
' countries is their relative uniformity, despite the differences in
these countries! average per capita incomes.and. general level of‘
development. On this basis, it is possible to pick out SOme’general
features of income distribution in Latin America which are markedly
different from those in more’developed econamiess . .

The estimates also reveal, some significant difforences between
the Latin American countries, although of much lesser importance than the
features that differentiate the region as a whole from tho,industrialized
countries, These are probably due to a number of different factors,
~ including factors relating to the level of concentration of property
ownership, and other institutional factors,., In addition, if it is .
wished to relate these differences to the develorment of each country,
probably one of the most tempting approaches would be to look at the
relative size of the various strata of productivity which can be clearly
discerned in the Latin American economies as a whole and at their effect
on income distribution.ll/ R h

In the initial stages of development, a very high proportion of
the economically active population is engaged in activities which,.in
terms of their average productivity, forms of,organization, ofooﬁction
téohniques, stock of capital per person, etc., can be definedlas forming
a primitive sector of the economy; in contrast, a small fraction of the
labour force is engaged in activities which, for similar reasons, form
~ a modern sector .in which 2 high proportion of total production and
income will probably tend to:be concentrated, ——/ : As the mpdern snctor

11/ This question is discussed at greater length in a later sectloﬁ;

where the problems of employment and labour force product1v1ty are
~discussed.

;g/ As explalned‘belomb these references to '"primitive" and‘modern"
- sectors, and to an "intermediate" sector, do not necessarily coincide
. with the usual classifications into sectors of economic activity,
. but relate rather to strata of productivity and degrees of
~assimilation of technical progress, which can be distinguished within
each sector of activity, For example, a primitive and a modern sector
can be identified within the agricultural sector, and the same is
true for manufacturing and services,

/expands and
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expands and the primitive sector shrinks, the additional income tends to
g0 mainiy to new members of the modern sector. The influence of the
primitive sector, whiéh pushes income levels down, tends to be felt

only by a progressively smaller propertion of the population at the lower
end bf the income scalé, while a progressively larger prdportion of the
population gains access to relatively high income levels, The global
‘éffeét of all these factors on incomehgistribution is probably to give
the groups close to the top of the incomé scale a larger share of total
income, while the opposite is very probably the case with the groups at
the very top and the very bottom of the scale,

A comparison of the figures for several countries will show how far
these considerations really mirrof the situation in Latin America (see
table I-10), In countries such'as‘El Salvador, where the primitive
sector still predominates, the two median groups receive relatively small
proportions of total income, while there is heavy concentration in the
upper segment. In others,‘likébﬁéXiéd'ahd Venezuela, -the modern sector
has grown rapidly and has become fairly important, although a sizable
proportion of the labour force is still in the primitive sector. Hence,
the 30 per cent of the population that is above the median obtains a

much larger share of total income, and the share of the next 15 per cent

13/

also increases to some extent but there is less ccncentration at the top. =

On the other hand, the share of the poorer half of the population fails
‘to improve and the bottom 20 per cent even find that their relative
position has worsened, This type of change can be seen from the figures

for Mexico félating'to different years in the post-war veriod,

13/ It is important to bear in mind, particularly in the case of
Venezuela, that distribution relates to national and family income
levels, Consecuently, the profits of the big enterprises that are
remitted abroad are not included in the figures,

/Table I-10
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Table I-10 . .

FIVE LATIN AMERICAN' COUNTRIES: ESTIMATED PARTICIPATION OF
DIFFERENT POPULATION GROUPS IN TOTAL INCOME

The poorest The 30 per The 30 per | The 15 per The top

20 per cent cent below cent above " cent below 5 ner
_ of the the median the median  the top cent

~ population o L group
Argentina 5.2 153 . 254 229 3.2
Costa Rica 5.5 : 10.5 22,6 28,4 . 32.9
B1 Salvador 5.5 12.5 22,0 25,0 35,0
Mexico 3,6 1.8 26,1 29.5 29.0

Venezuela - 3.0 - 11,3 27.7 ~31.5 R6.5

Source: See table I-9, .

The data on Argentina illustrate other kinds of changes which may
be characterigtic of the next stage, The primitive sector is very small
there, As a result, the pooref half of the population receives a much
larger prbportion of the total income than in countries such as Mexico
or Venezuela, and the 30 per cent above the median remains in a relatively
favourable position, The high absolute level of average income is also
partly due to the absence of a primitive sector, and, as it enjoys a
greater relative share of total income, the poorer half of the population

is in a much better position than in any other Latin American country.

/As these
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As these remarks are merely intended to give a general picture of
income distribution in Latin America, there is no need to dwell on aspects
which will be discussed at length in the specific studies mentioned.
Particular reference has been made to the relationship between the
characteristics of distribution and the structure of the economy divided
into productiﬁity strata in order to bring out a facet of the problem
which has tended to be overlooked in the past, but there is no intention
whatsoever of detracting from the importance of other basic factors that
determine the pattern of income distribution. It need hardly be stressed
that the differences that have been mentioned between the Latin American
courtries themselves are relatively unimportant compared with the
differences between each one of them and ecornomies outside the region.
This reservation even applies to Argentina, where there are a number of
factors that are particularly conducive to a more ecuitable pattern of
national income distribution.

(¢) The composition of the product by sectors of activity

The composition of the product by sectors of activity is a guide
to the structure of the Latin American econnmy trwards the end of the
nineteen-sixties. Seme of its typical features in this respect are
described below, -

First, in Latin America as a whole, it will be seen that a
relatively small proportion of the total product is generated in the
sectors producing goods. It amounts to a little under 53 per cent,
compared with & per cent for basic services — which are mainly the
electric power supply, transport and communications - and nearly 39 per
cent for the activities grouped under the head of "other services'

- commerce and finance, public administration, personal services, etc.
(see table I-11). Given this kind nf economic structure and absolute
level for the per capita product, the proportion of services seems
top-heavy, since it invests the economy prematurely with the structural
characteristics of a more developed country. In the industrialized
economies, the increase in the share of the product contributed by

services is necessary for growth, but in Latin America it is more likely

/ Table I-11
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’fTable 1-1~

LATIN-@ME ICA PROBABLE COMPOSITEOV OF TQE PRODUQT_TOWARDS THE

END OF THE NINETEEN-SIXTIES

(Percentages of the total)

Sectors producing goods

Agriculture
liining
Manufacturing

Construction

Basic services

Cther services

Commerce and finance

Miscellaneous

. Total

52.7

20,4

L6
24,1
3.6
83
2230
19.2
19.8

$100.0

Source: ECLA estimates,

/to indicate
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to indicate that the sectors producing goods are failing to respond
with sufficient vigour to labour absorption requirements, which outstrip
the job opportunities these sectors have to offer.;&/
Secondly, the economic structure of the region as a whole, taken
at the same level of aggregation, has changed very little since 1950
(see table I-12). The figures for 1950, 1960 and 1967 show that the -
contribution of the sectors producing goods has remained betwsen
52 and 53 per cent. The basic services enlarged their share slightly,
tut a tiny reduction took place in the share of "other services'.
Thirdly, there have been some significant changes in the internal
composition of the major sectors, particularly those producing goods,
and, above all in the relative shares of agriculture and manufacturing,
Towards the end of the ninéteen~sixties, agriculture will be contributing
about a fifth of the total product, whereas in 1950 it was providing
just over a quarter and in 1960 about 22 per cent. The counterpart
to these changes is supplied almost entirely by the growth in the
importance of manufacturing, which increased its share of the total

/
product from just under 20 per cent in 1950 to 24.1 per cent in 19670l§/

1,/ For purposes of comparison, it should be remembered that the
relative weight of services - excluding basic services ~ is mors
than 39 per cent of the total product in Latin America, while in
the Federal Republic of Germany and France in 1965 it was less
than 38 and as little as 32 per cent respectively. The proportion
of the product that derives from the. production of goods is very
much smaller in Latin America, being 52.4 per cent as against
more than 60 per cent in the Federal Republic of Germany, although
the relative importance of their agricultural sectors differ
considerably (over 20 and only 5 per cent respectively).

15/ If a relative price structure similar to that of the United States
was taken as a basis, as it is for investment later in this
document, the sectoral structure of the product would be quite
different in some of the Latin American countries; in particular,
the relative chares of agriculture and mznufacturing would be
different.,

/Table I-12
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LATIN AMERICA: éHANGES IN .THE COMPOSITION OF THE
RRODUCT BY SECTORS-OF,ACTIVIIX
EPercéntagc"compositidﬁ in - Cumulative anrual
" relation to tha total . . -growth rates
1950 . . 1960 . 1967  1950-60 1960-567 1950-67
Sectors producing goods 52,4 5204 523 ka9 Lob L8
Agriculture ‘ 2542 S 221 2005 3.5 365 3.2
Mining ‘ L Lob A 6,1 L 5.3
Manufacturing 19.6 22,3 241 6.2 5.8 6.0
Construction 3.5 3kt 3.3 4.6 L1 Loh
Basic services 7.2 7.7 8.3 5.5 5.7 5,0
Other services LOJL 39;9 T 39:4 4.8 Lol Lo6
Commerce and finance 18.0 184 188 0 51 L9 5.0
Miscellaneous 22,4 21.5 2006 L5 3¢9 L.2
Total 100,0  100.0  100,0 4.9 Lob 4.8

Source: ECLA estimates.,

In mining and construction the situation hés remained mach the same,
with the share of the former 1ncrea31ng slightlj and that of the latter
contracting equally slightly This is the result of .a. growth rate for
the whole goods—producing secuor that has almost matched that of the
total product (an annual average of 4, 8 per cent from 1950 uO 1967),
and has been due to a yearly incréase of 6 -per cent in manufacturlng
production, 5.3 per cent 1n mlnlng Lol per ‘eent in consuruCuion and

only 3.5 per cent in agrlculture.

/As far
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As far as "other services!" are concerned, commerce, finance, and
miscellaneous services each represent about a fifth of the total product,
and there have been no appreciable changes since 1950, either in the
contribution of the whole group or of its individual parts.

These general features are superimposed on widely different
situations ig the individual countries of the region, both in the past
and in thé present.

In one group, consisting of Argentina, Brazil and Mexico, the
distinguishing feature is the relative weight of the sectors producing
goods, which is élightly greater than in the region as a whole, and of
the "other serviées" sectors, which is a little less (see table I-13).
However, the most striking differences sre in some of the components
of the major sectors. For instance, the relative importance of
manufacturing industry is more than 27 per cent in this group of
countries, while in the other four groups it is less than 20 per cent,
and in three of them it oscillates round 15 per cent. Argentina is
largely responsible for the high figure in manufacturing in the group,
since manufacturing contributes more than a third of it's total product,
while in Mexico the sector's relative importance is similar to the group
average, and in Brazil it is almost 22 per cent (see table I-14).

A second group, composed of Chile, Colombia, Peru, Uruguay and
Venezuela, is characterized by a slightly smaller share for the goods-
producing sectors than in the former‘group, and the structure of these
sectors, in particular differs considerably. Although their general
level of development is lower, the relative share of agriculture is
smaller; however, this is offset by the much greater importance of
mining and the extractive industry in general (see table I-13). The
share of manufacturing is a good deal smaller. There are also some
differences between the members of the group, particularly as regards
agriculture in Colombia, where the relative share of the agricultural

sector is well above the group average.

/Table I-13
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' Table I-13

LATIN AMERiCA: PROBAELE COMPOSITION OF THE PRODUCT TOWARDS THE
END OF THE NINETBEN-SIXTIES, BY GROUPS OF COUNTRIES 2/

(Percentages of the total)

Group A Group B Group C Group D Group E

Sectors producing goods 53.7 50.5 48.9 56,5 49.8
Agriculture 20,7 16.8 30.7 30.5 20,2
Mining 2.7 10.2 0.5 5.4 8.8
Manufacturing 27.1 19.2 15.0 15.5 4.6
Construction 3,2 L.3 2.7 5.1 6.2

Basic services 8.3 8.7 6.9 6ol 2.1

Other services 38.0 40.8 4.2 37.1 43..1
Commerce and finance 20,1 17.3 22.3 13.9 16.0
Miscellaneous 17.9 23.5 21.9 23.2 25,1

Source: ECLA estimates,

a/ The groups comprise the following countries: Group A: Argentina, Brazil
and Mexico; Group B: Chile, Colombia, Peru, Uruguay and Venezuelaj
Group C: Costa Rica, El Salvador, Guatemala, Honduras and Nicaragua;
Group D: Bolivia, Ecuador and Paraguay; Group E: Barbados, Dominican
Republic, Haiti, Guyana, Jamaica, Panama and Trinidad and Tobago.

/Table I-14
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Table I-14

LATIN AMERICA: PRUBABLE CORPOSITON OF THE PRODUCT TOWARDS
THE IZND OF THE NINETEEN-SIXTIES, BY COUNTRIES

(Percentages of the total)

1. Group A
Total Argentina Brazil Mexico
Sectors producing goods | 53.7 57.3 5ol 51.0
Agriculture 20,7 17.0 30.1 14.6
Mining 2.7 1.8 0.6 5.1
Manufacturing 27.1 34.6 21.9 27,1
Construction 3.2 3.9 1.5 L,2
Basic services 8.3 9.7 9.9 5.8
Other services 38,0 33.0 36.0 h3.2
Commerce and finance v 2.1 13.3 15.4 25:5
Miscellaneous 17.9 14,7 20,6 17.7
Total ‘ ' 100.0 100.0 100.0 100.0
2. Group B
, . Colom Uru- Vene-
Totél Chile bia Peru guey  zuela
Sectors producing goods 5045 52.2 56,0 L8,2 Lh.5 L7:4
Agriculture 16.8 10.5 30,7 17,6 19,2 7.6
Mining 10,2 10,5 3.1 5.3 - 22,2
Fanufacturing 19,2 26,6 18.4 19.9 2.4 13.8
COnstI‘uCtiOn 14-03 Lp,é 3.8 5;14- 309 308
Basic services 8.7 12,7 7.7 8.2: 9.3 6.9
Other serviceg 40.8 35,1 36,3 43,6 46,2 L5.7
Commerce and finance 17.3 18.3 16,3 21.9 22,1 13.2
Miscellaneous 23.5 16,8 20.0 21.7 2L.1 32,5
Total 100.0 100.0 100.0° 100.0 100.0° 100,0

/Table I-14 (concl,)
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Table I-14 (corel,)

3, Group C
Costa E1l Sal Guate Hon-  Nica-
_T9§a%““ Rica © vador mala duras ragua
Sectors producing goods 48,9 - 46,5 51.7 4L5.0 62,7 46,0
Agriculture 30,7 29,4 --.28,8 29,6 L0.8 29.5
Manufacturing = . . 15,0 14,7 184 13,6 16,0  12.9
ConStruction 2.7 2cl+ LI—QLI— 107 309 108
Basic services 6,9 L7 62 bk 1.0 8.3
Other services L, 2 45,8 42,1 L8.6 30.3 L5.7
Commerce and finance 22.3 12,5 21.8 30,1 15.2 22.8
Miscellaneous 21,9 33.3 20.3 18.5 15.1 22,9
Total 100.0 100.0 100.0 100.0 100.0 100.0
4, Group D
Total Bolivia Ecuador Paraguay
Sector producing goods , 5645 5408 21?0 57.3
Agriculture © 30,5 21,7 33.1 35.5
Mining S5sk 15.8 1.9 0.k
Manufacturing 15.5 10,8 17.0 17,8
Construction 5.1 6.5 5.0 3.6
Basic services byl 10.2 5.1 L.6
Other serviceg 37.1 35.0 37.9 38,1
Commerce and finance 13,9 10,3 13.7 19:6
Miscellaneous 23.2 24,7 2442 18.5
Total 100,0 100.0 100.0 100,0

Source: ECLA estimates,

/The third
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"Thé third group; which: comprises the five Central American
countries, and the fourth group, made up of Bolivia, Ecuador and Paraguay,
have fairly similar general characteristics. The agricultural sector
generates mére than 30 per <ent of the total product, and manufacturing
industry had’ a relative importance of only about 15 per cent, Together
with ‘the members of the last group, which are too heterogeneous for
averages to have any meaning, they form what has been termed the
"economically relatively less developed countries" in the region.

This grouping is very much the same as that which would be obtained
by taking the absolute size of the national markets as the yardsticke
Argentina, Brazil and Mexico have 62.2 per cent of the regional population
and contribute 67 per cent of the product. These proportions are 21.7 and
23+2 per cent for the five countries in the second group, while, they
are only 16.1 per cent and 9.8 per cent for the other countries as a
whole. ‘ .

There has been no significant change in these structural dlfferences
for quite a long time. If the last group is excluded because of ite
heterogeneity, the average growth rate of the agricultural sector was
3 to 3.7 per cent between 1950 and 1967 in all the others. There is
an even closer resemblance between the growth rates of manufacturing
production: the ammual average was 6.1 for the first group, 6.2 per.
cent for the second and 6.8 per cent for the third, while industrial
development fell even further behind in Ecuador and, #bove all, in |
Bolivia and Paraguay.

The internal composition of some of the sectors of economic .,
activity has also changed appreciably in several cases. For ins tance, .
it is highly probable that agricultural production for export, has been“ ,
assuming greater relastive importance than production for the home
market. In 1960-66, at least, the over—-all agricultural product of
the region increased at an average rate of 3.4 per cent annuajjy wm.le
the average rate for agricultural exports was L. 4 per cent. ‘

Manufacturing industry has no doubt undergone pronounced changes
in internal composition, but it is dlfflcult to Judge their extent
because of the lack of basic statisticss Some data available for 1950~63

/suggest that
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suggest that there have‘beehfappreciable5modifications in the relative
importénCe of the industries:deseribed as traditional - food, beverages,
tobacco, textiles, footwear and c¢lothing, wood, furniture, printing and
publishing, leather and leather products, etc. - the intermediate
industries, such as paper and paper products, rubber and rubber proaucts,
chemical products, petroleun products, non-metallic minerals and basic
metals, and the metal-transforming industries — metal products,
construction of machinery, electrical equipment and transport equipmentu;*'

The first group expanded at a fairly slow pace (averaging 3.8 per
cent annually), largely because of the very sluggish tempo of growth in
Argentina. Production of intermediate goods, however, achieved a rate
of over 8 per cent and netal-transforming of 10.6 per cents As a result
of these trends, the share of the traditional industries in the total
gross value of industrial output in the region as a whole shrank from
69 to 55 per cent, while that of the intermediate group rose from 22 to
30 per cent and of the metal-transforming industries in particular
from 8 to 15 per cents The trend of these changes has undoubtedly been
emphasized in later years as a result, among other things, of the
notable progress made by the motor-vehicle industrye

These broad trends cover basic differences in the industrial
development of the individual countries. For instance, in many of them,
and particularly those at a relatively less advanced stage of
industrialization, the bulk of the growth toock place in the traditional
industries. This explains why Argentina, Brazil and Mexico's joint share
of the regional total should have dropped from 67 to 58 per cent in the
case of these industries, while it remained constent or increased in
relative terms in the case of the intermediate branches (close to 70 per

cent) and metal-transforming activities (about 85 per cent).

16/ From various points of view this grouping is not entirely satisfactory.
One reason is that it does not make for a more accirate division between
the industries producing consumer goods and those producing capital
goods, since it is dependent on the availability of the basic
statistics and the way they are presented.

/(d) Trends
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(d) Trends and composition of total supply and demand

Towards the end of the nlneteen-31xi1es, total supply and demand
will probably amount to about 145,000 million dollars (in terms of 1960
p"“cha51ng power). The main features of their comp051tlon will be the
rolatlvely small share of external transactlons, with “imports of goods
and services accounting for less than 10 per cent.of total supply and
exports for 'a similar proportion of ‘total demand, and a structure of
" demand in which less than 16 per cent would correspond to gross fixed
investment and nearly three-quarters to consumption, divided, in its

turn, into 8 per cent for pirblic consumption and almost 67 per cent
‘forvprivaté~consumption {see table I~1i5)

This over-all struciure is the outcome of trends whose main
-components sometimes diverge sharply.

In Latin America as a whole, the most dynamic factor of supply
has been the trend of the domestic product, deépite bs relatively slow
‘rate of growth, discussed in earlier sectionse. - In other werds, the
relative lmportancze of Imports has declined, and ihe import coefficient
‘has therefore dropped L steacily from just over 12 per cent in 1950
to under 11 per cent in 1960 and less than 10 per cent in 1967,

However, these general regional trends do not tally with the
individual trends in most of the countriess. In fact, the averages
queted are strongly influenced by Argentina and Brazil, which corry
‘special weight in the Latin Anerican totals, and where import coefficients
are at their lowest and an appreciable reduction really took place in
foreign pU”P £35o Other céuntrieé ﬁhefeythe same trend has cropped
up, but at q1fferent levels, ere Coiombiag Haiti,:Uruguay and Venezuela;
ia some the reason has been the relatively unfavourable trend of the
external sector, and in Venezuela, the high growth rate of the domestic
product (see table I-16). In others, such as Guatemala and Panama, there
were no significant changes, and the same is true of Mexico, where the
sharp rise in exports coincided with highly dynamic growth on the part of
tue external sector. In at least ten of the Latin American countries,
import coefficients are higher than in 1950 and 1967, at times by a

considerable margine

;Z/ The imports are measured at constant prices, that is, without allowing
for the effect of price increases. For a more extensive analysis of
external sector trends, see part one, chapter III.

/Table I~l5
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Ta“le I~15

. LATIN AMERICA a/, PROBABLL TREND AND COMPOSITION OF TOTAL
SUPPLY AND DEMAND AT THE END OF THE NINETEEN-SIXTIES

(Millions of dollars at 1960 prices, market prices and percentages)

Value Percentage Growth rates

(Millions of composition
dollars at

1960 prices) 195060  1960-67 1950-67

Tobel supply 145 400 100.0 Le8 k.5 L7
Cross donastic
product 132 000 90.7 4.9 L6 L.8
Imports of goods and
services 13 40O 9.3 3.7 3.4 3.6
Tota? demand 145 400 100,0 L.8 L5 L7
Exports of geods and |
services 14 100 9.7 3.8 Ly L,1
Grozs fixe / '
investment ~ 22 800 15,7 542 3.9 . hf7
Total consumotion 108 500 7.6 L.8 L.b La7
Government consumption 11 300 7.8 6.0 2.7 L.6
Privete consuuption 174 97 200 65,8 Le7 4.5 L.8

Sovrces ECLA, on the basis of official statistics.
a/ Not including Barbados, Guyana, Jamaica or Trinidad and Tobago.

b/ Changes in stocks are included in private consumption,

/Table I-16
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Table I~16

LATLN AMERICA' IMPORT CQEFFICIENTS BY COUNTRIES 1950, 1960 AND 1967

- e

Country . = . 1950 . 1960 ‘ 1967
Afé;ntina‘ ’ o 8.9 R N SJCM 6.6
Bolivia o TN 157 ‘ 21,2
Brazil B 10,0 7.8 5.6
Chile - 1ok £o7 15.7
Colombia 14.9 12,2 8,8
Costa Rica 17.7" 2.6 23.2
Dominican Republic 21.2 15,9 26.8
Ecuador 7.6 1202 12,7
Tl Salvacdor 19,0 20,4 22,4
Guatemala ‘ 13.8" 12.6 1449
Haiti o ‘ 16,7 13.8 11,2
Honduras R 17.4 19.6 I 28,5
Mekico R 8.4 SN 7.8
Nicaragua 13,8 23.5 43.2
Panama 34,2 30,0 32:Y
‘Paraguay : : 10,1 ' 12,5 14.3
Peru E : Co 12,0 - 11.9 16.6
Uruguay ‘ 14,8 12.5 8.7
Venezuela B SN 1.8 27.1 - 21,1
Totel &/ S 120 10.8 9.9

Source: ICILA, on the basis of official ‘statistics.

2/ Not including Barbados, Guyana, Jamaica or Trinidad and Tobago.

Viewed from this ahgfe,’the extent of these country differences is
illustrated by the fact that in 1967 flve Latin Amerlcan countrles had 1mport
coeff1c1ents of under lO per cent, 51x of 10 to 20 per cent, a further six

of 20 to 30 per cent and two of over 30 per cent.
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0f the components of total demand, exports of goods and services
account for less than 10 per cent of the reglonal total, and there are the
came national differences as in the case of importse Since 1950 the growth
rate of exports has kept fairly close to that of the domestic product (see
tzble I-15), and has been much higher than that of imports. It should be
remembered, however, that the trend is measured in terms of volume, and
thus: does not show the generally adverse effect of the terms of trades
' Tcken as a who’e, the relative shares of investment and consumption
in over—all demand remained constant between the end points of the period
1950-67» Both increas=d abt an average anntal rate of 4.7 per cent, but
wiﬁh broad disparitics when the two decaldnz are considered ssparatelye In
1950-60, the growth rate of inveshment cutstripped thet of consunption and
the position was reversed in 1960-67. The import ccefficient thus ended up
in 1847 at the same level as in 1950 This is again a broad trend, which
enéompasses a nurtar of nationzl differences as regards the share of
investment in the total supply of goods and servicese This declined in
Colembia, Mexico, Urugusy and Venezuela, but took a more positive turn in
others, particularly Bolivia, the Dominican Republic, Ecuador, El Sslvador,
Nicaragua, Panama, Paragusy and Peru (see table I-17)e

In 1967, Brazil, Chile, Ecuador, El Salvador, Guatemala, Haiti and
Honduras fell short of the average ratio for the regicn; in the other
countries it was exceeded in varying proportions, but only in three ca~2s
~ Nicaragura, Peru ard Verezuela —~ did the figure reacih 20 per cent or overe

~ As pointed out in other sections, the failure of the investment

coefficient to increase vigorously enough has been one of the fundamental
reasons for the relatively slow growth of the Labtin American product. A
‘word should be added here about the importance of maintaining an investment
coefficient (defined as the ratio of gross fixed investment to the total
product)'of about 16 per cent for the Latin American economies. As per
cepita iacome levels in the region are fairly low and there is a justifiable
demand fcr higher consumption levels, an allocation of 16 per cent for
capital formation represents a tremendous effort, although this should be
reassessed more accurately in the light of the prevailing income distribution
models and consumption capacity. Withduf discounting the latter, it is
important to remember that the saving effort enﬁisaged will not necessarilv
lead to an equivalent volume of real investment, as the relative prices of

capital goods are high in most of the Latin American countrieses
/Table I-17
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Table I~l7

v AMERICA. UTILIZATION OF THE SUPFLY OF GOQDS AND |
* SERVICES, BY COUNTRIES, 1950, 1960 AND 1967

(Eercentageg) ]

1950 1960 1967
Countiy © Cor- . In~ ~ Con- In~ -Con-~.  In-
SUPP-—~ vest— ~sump~ - vest—- = sump~ vest-—
 tion a/ ment~  tion &/ ment tion &/ ment
Argentina . 8,0 - . 16,0 7845 21.5 - 81.3 18,7
Bolivia .8 = 10,2 86,5 13.5 83.6 1644
Brazil’ 85.6 b b o, 83,7 16.3 7.4 . 12.6
Chile o L 85,1 . - 15.9. 85,0 15.0 8Ly 15,6
Colowmhia . 81,6 18,4 1 8L.9 18,1 83.9 16,1
Costa Rica 84,2 15,8 83.4 5.6 0 82,9 17.1
Dominican Republic 86,3 13.7 88,7 1.3 82.0 18.0
Ecuador . - 91,4 &.6 86,6 13.4 87.3 112.7
El Salvador 0.8 G2 86,5 13,5 84,9 15,1
Guatemala o 89,3 - -10,7 . 90.1 9.9 - 88.4 11,6
Haiti - c 0 93.3 6.7 . kb 50l 9648 3.2
Hornduras 87,0 ~13,0 87.6 . ‘12,4 - 86.8 13,2
Mexdco 79,3 20.7 85,2 14.8 82,5 17.5
Nicaragua .790.3 S 9T 8745 12.5 7949 2C. 1
Panama 857 k3 - 85.9. ¢ . 1kl 80,6 1944
Paragnay 92,0 8.0 83,6 16.4 8l.9 18,1
Peru 8343 16.7 80,9 19.1 76l 3 23.6
Urugusy 83.0 17.0 . 85,5 © 1he5 86.9 13.1
Venezuelza L ThaeT -25.3. 78.1 21.9 . 78,8 21.2.

Source: ECLA, cn thevbasié of officia1 Staiistics.
g/ Not including Barbados, Guyana, Jamaice or Trinidad 'and Totago,
b/ Including ¢hanges in stocks,

/The magnitude
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The magnitude of the phenomenon is better illustrated by a
reference to 1960, for which enough data are available to express the
total prdduct'and its major components in terms of dollars and at
exchange rates‘which give a clearer picture of purchasing power paritiesc;§/
Table I-18 presents the results of the comparisons It shows that there
is a wide gap ‘between the average regional coefficient when measured by
the relative prlce structures in each country and the result of measuring
the components of the coefficient against the structure of relative
prices in the United States, that is 17.1 as against only 12.1 per cent.
In other words, the samc investment coefficient in Latin America and
the United States, reflecting a saving effort of similar proportions,
would, in Latin Mmerica, represent a smaller volume cf real goods and
services available for capital formation. This simply confirms the
fact that the relative pricss of .capital goods are higher there than
in the United Statess

Tndividusl countries show a variety of differences in this respect,
and their position may even range from positive to negativc. In a few,
such as Chils, Colombia, the Dominican Republic and Honduras, the
coefficients are sliigﬁ;y higher when expressed in dollars than in

national curfencies. In others, such as the majority of the Central
AMmerican countries, where the relative price structure is closer to that
of the Unitsd States, the results are virtually the same. But in most
cases, coefficients are much lower when calculated in dollars thon in

local currencye This is particularly true of Argentina, Brazil, Paragusy

and Peru.
L&/ See the appendix to this chapter.
1 This may also reflect the effects of differences in the structure

of investment, particularly in the relative shares of construction
and public works. It should be remembered that these ratios may
vary considerably from one year to the next, as a result of changes
in demestic relative prices (for example, a modification of the
exchange rate has an immediate impact on the prices of imported
capital goods ).

/Table I-18
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E/'iNVESTMENT]COEFFICIENTS CALCULATED IN NATIONAL
CURRENCIES AND IN DOLLARS, 1960

(Gross fixed investment as a percentage
of the tot roduct

Calculated in

Calculated in

Country national dollars
currency
Argentina 21,7 11.5
Bolivia 14.3 11,3
Brazil 16.5 8,2
Chile 15.4 16,0
Colamhia 18.3 19.1
Costa Rira 17.1 13.7
Dominican Republic 10. 4 11.5
Ecuzdor 13.4 13,6
El Salvador 13.4 14,2
Guatemala 10.1 10,5
Hait{ 5.5 5.2
Honduras 12,6 15.6
Mexico 14,9 12,7
Nicaragua 12.8 10.7
Panzma 14.8 13.8
Parzguay 16,7 9.7
Peru 18.7 13.8
Uruguey 15.0 11.3
Venezuela 18.0 21,9
Total 17.1 12.4

Sources ECLA,
/

Not including Barbados, Guyana, Jamaica or Trinidad and Tobago.

p/ In calculating these coefficients different exchange rates were used
for the product and for gross fixed investment, so as to reflect the
respective purchasing power parities (see appendix to this chapter).

/The last
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The last outstanding aspect of the composition and trends of total
demend is the structure of consumption, in terms of the division between
public and private consumption. Government consumption in Latin America
as a whole accounted for approximately 11 per cent of the total in 1950.
During the next ten years, its growth was fairly rapid (6 per cent annually),
and its share therefore expanded to 12,2 per cent, but this upward
trend was subsequently reversed and by 1967 its share was slightly
smaller than in 1950 (10.7 per cent).

Levels and trends differ widely from country to country. In the
group of countries where a government consumption represents a steadily
growing proportion of total consumption, Chile, Costa Rica, Honduras,

Peru, Uruguay and Venezuela have raissd it above the regicnal average;

in Bolivia, Colombia and Mexico, on the other hand, the trend has been
similar but at lower levels. The countries where the figurcs are

above the average, but where *he trena of government consumption is
declining are Brazil, the Dominican Républic, Ecuador, ransma and Paraguay,
while the cpposite is the case in Argénfina, El Salvador, Guatemala,

Haiti and Nicaragua (see table I-19),

/Table 1-19
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Table I-l9
LATIN AMERICA COMPOSITION OF CONSUMPTION, BY
COUNTRIUS 1950 1960 AND 1967
(Percentages)
1950 1960 1967
Sountry '
G;Ziig ' Privateh/ Goggig Privateb/ G;Zgig Privateg/

Argentina 11,7 88,3 11.3 88,7 9.3 90.7
Bolivia Te3 92.7 9e5 80,5 10,2 89.8
Brazil 147 85,3 18.1 81.9 12.8 87.2
Chile 1.6 88.4 12,3 87,7 12.0 8840
Colombia 75 92,5 7.6 92:4 7.8 92.2
Costa Rica 10,0 90,0 - 13,5 86.5 14.1 85.9
Dominican Republic 12,8 87,2 15,5 84.5 12,1 87.9
Ecuador 15.2 84,8 14.8 85,2 1L.1 85.9
El Salvador 10,1 £9,9 11.2 88.8 9.9 90.1
Guateraia Te5 92,5 8.6 91.4 7.1 92.9
Haiti 13.4 86,6 8,3 91,7 8,5 91l.5
Honduras 8.1 91.9 10,8 89.2 1.1 3.9
Mexico L7 95.3 5.7 94.3 6.y 93,6
Nicaragua 10,8 89e2 95 90.5 9.5 90.5
Panama - 1545 8L,5 12,5 875 14.3 85.7
Paraguay 14.2 . 85,8 9.0 91.0 11.0 89,0
Peru 8,0 92.0 11.3 88,7 15,3 Blhe7
Uruguay Yol 90.6 10,2 89.8 12,4 87,6
Venezuela - 19.4 80,6 21,6 8.4 21,5 7845

Total & 1.0 8%0 122 8.8 107 893

Sourcae: EBO ;x, on the ba31s of 0ff101al statl tics,

et

a/ Not 1nvlud¢ng Barbados Guyana Jamaica or Trinidad and Tobago,

;/ Including changes in stocks,

/3. Employment
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3. Employment problems
(2a) Enployment structure and trends

Among the most salient features of the Latin American economies at
the close of the nineteen-sixties are employment problems, Although they
have been taking shape in the course of the region's economic history, in
recent years they have attained proportions such that far more importance
must be attached to them in the diagnosis of over—all development problems,

The already high growth rate of the manpower supply rose between
1940 and 1969, when the total volume of manpower increased by almost
20 per cent; this implies an antusl rale of 2.8 per cent, higher even than
the 2.6 per cent recordad during the preceding decade (sece table I-20),
This over-all trend reflects the differing positions of different countries;
a few - for instance, Costa Riza, Mexico and Venezuela ~ showsd annual
increwents of more than 3 per cant, whereas others - Argentina and Uruguay,
for exampie ~ maintained the same rate as in previous yeais.

These iabour force trends were determined by a variety cf factors.

In the first place, the Latin American population kept up and indeed
increased its rate of growth which averaged 2,9 per cent per annum from
1960 onwards (see table I-21).

Again, from the second half of the nineteen-fifties onwards, the
population groups of working age increased faster than the total populiatvion,
the over—all 1950-59 trend being ultimately reversed (see table 1—22).39/

A break-down by urban and rural population reveals that the urban
population expanded rapidly, and will probably account for over 54 per cent
of the total population in 1769, This expansion, largely attributable to
inmigration of surplus agricultural workers with their families, aggravated
tlie urban unemployment problem, which was in any case gaining in magnitude
as a result of the relatively slow rate of over-all development and the
application — at least in the more dynamic sectors - of techniques that
weaken manpcwer absorption capacity. Hence the spread of unemployment and
under-employment in the various branches of activity was accompanied by the
emergence of large groups of marginal urban population, engaged in occupations

of minimal productivity,

gg/ As a general rule, data for Latin America do not include Barbados,
Cuba, Guyana, Haiti, Jamaica, and Trinidsd and Tobagos

/Table I-20
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Table I-22

LATIN AMERICA:® ABSORPTION OF LABOUR FORCE INCREMENT
i7=: ... . BY SECTORS OF THE ECONOMY

(ThousandS'of persons and percentages)

T 1950-60 1960-69

“Labour Percentage Annual Labour  Percentage Anntai
force distri- growth force distri- growth

~increment bution rate increment bution rate
Total 1,510 100.0 26 18276 1000 2,8
Trtal, excluding |
:aspecifiad activities 13 642 - 2.5 15 €91 - <o
Amxisulture 3 865 26,1 1.3 4 465 2ol 1.5
Yrocdustion and non-
agricuioerzil goods and
basic services L 212 28,4 3.1 4 590 25,1 2e 3
rining 119 0.8 2.0 147 0.8 27
Yenufacturing : 2 150 14.5 2.6 2124 11.6 2.3
Factory industry 1 530 10.3 3.7 1 463 8.0 2.9
Artisan-type industry 620 Le2 1.5 661 3.6 1.6
venstriaction 721 L9 3.2 1118 6.1 haO
Buslc ssrvices 1222 8.2 L6 1 201 5.6 Sek
Qzert rag 6 733 45,5 L7 g 221 50.5 L-4
Commerce and finance 1 947 13.2 Lol 2 259 14.0 Ll
Miscellaneous services 3 619 bk Le5 L 277 23.4 L 0
unwpecified activities 1167 L T49 7.3 2 385 13.1 8.2

Tource: ECLA, on the basis of official statistics, ‘
8/ Fxcluding Barbados, Cuba, Guyana, Haiti, Jamaica and Trlnldad and Tobago,

/The distribution
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The distribution of the population between urban and rural areas
also differs from one country to another. For example, a comparison of
trends over the last two decades shows that in Argentina, Brazil and
Guatemala the growth rate of the urban population declined and that of
the rursl population underwent no change, while the rates of increase of
the totel] population slackened in the first two countries and remained
coﬁéiénibihviﬁé last-named. In Mexico, the rates of expansion of the
rural populaiibn“déntinued to stand at the same level and there was a
eiight accelération of the urban pdpulation growth rate, with the result
that the over-all rate rose sharply, In Nicaragua, downward fluctuations
in the demégraphic ércwth trend were marked in the urben and slight in

ne rural sector, whils similar movements took place in Lcuaior, but in
an uwvward direction; the rates of increase of the totsl populstion were
constant in Nicaragua and rose steeply in Ecuador.

These trends were partly responsible for considerable changes in the
structure of the economically active population., One of the most striking
modifications is the decrease of the proportion corresponding to agriculture
which by the end of the nineteen-sixties may represent only a little more
than 42 per cent of the total working population, as against over 53 per
cent in 1950, although in the meantime the rate of decline has gradually
dwindled (see takie I-20), A éecond outstanding feature is the fart
tiiat the relative contraction in the share of agricultire is no- reflected
in significantly larger proportions of employment in the sectors producing
non-agricultural goods and basic services, whose relative importance in
this respect incisased little in the nineteen-fifties and by barely
Q.2 per cent in the nineteen-sixzties. ‘

Special mention should be made of manufacturing, which accounted for
a decreasing proportion of total employment because the share of factory
irdustry was virtually frozen and that of artisan-type industry steadily
declinad; at much the same rate in both decades. The labour force in the
construction sector gained in relative importance in the nineteen-sixties
just as it had in the preceding decade, but the proportion absorbed by
the basic services sector expanded very much more slowly than before,

/In these
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In these circumstarices, the relestive falling-off in agricultural
erployrent was offset chiefly in commerce and finance and in the Yother
services" sector (general government and miscellaneous services), This
rzflects the pressure of the labour supply on the activities in question,
in face of the limited increase of employment opportunities in the sectors
producing goods and basic services. A still more suggestive symptom is
the sharp upswing in the share of "unspecified activities'" (which in
essence signify unemployment or employment in marginal services with
extremely low productivity). The proportion represented by such activities
in 1950 (2.3 per cent) had more than doubled by 1969 (reaching 5.6 per
cent), and most of this increment can be seen to have accumulated from
1960 cnwards (see table I-21),

The decrease in the percentage of the total eccnomically active
pcprulation corrssponding to the agricultural labour force is more marked
in scne countries than in others, In Venezuela, for instance, the sharp
cdownward trend observable in the nineteen~:ifties hardily wezkened at all
in the fcllowing decade; in lMexico the decline, already rapid in the
nineteen-fifities, continued at & still faster rate; elsewhere, on the
other hand - in Brazil and Colombia, for example - the earlier rates of
decrease were drastically reduced. The relative importaice of Ecuador!s
agricultural lahour force, which had increased in the nineteen-fifties,
laver dzclined appreciably,

Seveial countries where the proportion of manpower employed in
manufactiuring had risen considerably in the nineteen-fifties - including
Arcentina, lexico and Venezusla - witnessed a steep downturn in this trend
in the following decade., In Chile, on the other hand, the reverse took
place,

The rates of increase of the labour force employed in the services
sectors (commerce and finance, general go#ernment and miscellaneous
services), which were rapid in Colombia, Mexico and Venezuela in the
nineteen~-fifties, slowed down in the nineteen-sixties, whereas just the
cpposite happened in Ecuador, The share of unspecified activities - which

is highly significant, as has been pointed out, inasmuch as it is

/indicative of
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indicative of the scale of employment and under-employment in marginal
services = inereased very fast in the nineteen-sixties in relation to

the nineteen-fifties; but the expansion was greatest in Chile, Colombia
“and beico, more moderate:in Ecuador and Guatemala, and relatively slight
in Argentina and Venezuela. :

To revert to Latin America as a whole, it may be estimated that
in the nineteen—sixﬁies a little over 60 per cent of the increase in the
labour force was actually absorbed into econcmic activities - a lower
proportion than the 62,5 per cent recorded in the preceding decade, This
implies that the arnual growth rate of the working population was higher
in the nineteen-sixties than in the nineteen-fifties (2.6 and 2.8 per
cent, respectively), but if the employment figures for "unspecified
activities" are not taken into account, the real absorption rate falls
frem 2,5 per cent in the first of the two decades compared to 2.2 per
cent in the second (see table I-22),

If atltention is turned to the contribution made by the various
secters of econormic activity to the absorption of the labour force
increment, it can be seen that in the nineteen-sixties the trends noted
in the preceding decade continued, inasmuch as the expansion of employment
in the sectors producing goods was inadequate, and it was still the
services sector that showed the greater absorption capacity. During the
decade in question, sgriculture absorbed only 24.4 per cent of the total
increase in the labocur force, The intake in manufacturing was barely
11.6 per cent, a proportion which compares unfavourably with the
previous decads's figure of 14.5 per cent; the decrease was particularly
significant in the case of factory industry (from 3.7 to 2.9 per cent),
The absorption capacity of the mining sector slightly increased from one
period to the next, while the proportion of the manpower increment tapped
by the basic services dropped from 8.2 to 5.6 per cent. Within the
services sector, different trends were pursued, "Commerce and finance"
still constituted the group of activities that absorbed one of the largest
shares of the increase in the economically active population; the
proportion absorbed by "other services" decreased; and the percentage drawn
into "unspecified activities" followed a rising trend, the significance of
which has been referred to on many occasions.

/When the
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When the foregoing.tréngs and structure of employment are compared
with the over-all and sectoral evolution of the product, certain points
are brought to light that relate to productivity, defined in terms of the
product generated per workef.' Broadly speaking, in the Latin American
economy as a whole, increases in productivity were slightly smaller in
the nineteen-sixties than in the preceding decade, since the average
annual.rate was 2.2 per cent in 1950-59, and in all likelihood was not
mere than 2 per cent in 1960-~69 (see table I-23). These are relatively
low figures in comparison with the rates at which productivity improves
in more advanced countries, such as the Federal Republic of Germany,
France, Japan, etc., and, in general, with the indexes for the countries
with centrally planned economies,

The sectoral growth rates of productivity also compare unfavourably
with *those achieved in other parts of the world, In sgriculture, the
rate of increase speeded up between the two periods (from 2,1 to 2.5 per
cent), since the absorpticn oI manpower in this sector laceed considerably
behind the expansion of the agricultural product. In nining, productivity
inecrements were far smaller in 1960—69 than in the nineveen~fifties, .
basically owing to a less dynamic growth rate of the sectoral product,
for which Venszuelan petroleumn was largely responsible. If Venezuelan
petroleum is excluded, the rate of increase of the sector's productivity
still shows a downward trend, but the decrease is much smaller (from
3.1 per cent in 1950-59 to 2.8 per cent in 1960-69).

If the rate at which productivity in manufacturing = eepecially
in factory industry - improved between the two periods considered is
insignificant by non-Latin-American standards, it is fairly rapid in
relation to the Latin American economy as a whole, and moreover, higher
levels are reached than in any of the region's other economic activities.
In this sector the growth rate of the product was relatively high and
fairly steady in both periods; the labour force, on the other hand, expanded
a good deal more slowly, especially in factory industry, where its rates
of increase dropped from 3.7 per cent in 1950-59 to 2.9 per cent in
1660~69. The position is similar, althofigh the trends are more marked, in
basic services, while in the construction sector a comparison of the
rates at which manpower absorption on the one hand, and the product on
the other, increased between the two decades leads to the conclusion that
productivity rose at a rate of 1 per cent in 1960-69, as against 1.4 per

cent in the nineteen-fifties (see table I-23).
/Table I-23
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In the "commerce and finance" sector, high rates of absorption of
the labour force were accompanied in both decades by relatively rapid
growth rates of the product, with the result that the annual increase in
productivity was close to 1 per cent., It should be noted, however, that
in this sector it is not strictly possible to speak -of physical output
+rends, so that the relevant indicator must rather be taken as reflecting
income and, in essence, rates of profit., The "other services" sector,
furmed by general government activities and miscellaneous services, of
which the latter carry the greater weight in employment and product figures,
shcwed a recovery in the declining trend of productivity - here again to
be interpreted in terms of income - which is mainly attributable to the
fall in manpower absorption rates, If in addition unspecified activities
-~ in which the population inerease is notorious - are taken into account,
productivity would seem to have deteriorated in the ninctecr~sixties at
much the same rate as in the preceding decade,

(b) Cheracteristics and trends of unemployment and under-employment

From the body of informs-icu that exists on the subject it is
apparent that many of the Latin American economies are finding it increasingly
difficult to absorb an adequate amount of manpower into productive jobs,
particularly in the basic goods and services sectors.

This situation is reflected particularly clearly in urban areas,
where marginality is growing in a nurber of broad social strata. The result
is thal what heve been labelled "unspecified activities" are acquiring
ever-increasing importance in the structure of the labour force, as was
pointed cut earlizr in this chapter. The decline in employment
opportunities is also beginning to affect the rural-urban movements, as
the vast differences between the liwing levels of the lower strata in the
country and the towms are gradually ironed out. The outcome has been that
unemployment and under-employment, which used to be relatively slight
have bzcome at least far more obvious in the nineteen-sixties.

It is impossible to gauge the extent of this phenomenon from the
statistics available. However, mainly for the sake of illustration, it
should be noted that any effort to quantify the under-utilization of

/labour resources
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. labour resources should distinguish between its three forms, namely, open
unemployment ; which is fairly easy to assess; seasonal and circumstantial
unemployment 3 and under-employment, which. is very difficult to calculate.
for various reasons, although some orders of magnitude can be arrived at,

In general, it _is taken as axiomatic that there is more under-
enployment than unemployment, whether voluntary or involuntary. Sone
truth is also attributed to over-all estimates according to which the
under-utilization .of human resources represents about a third of the total
labour potential: voluntary-and involuntary unemployment would ac¢count for
less than half the total volume of under-utilized resources, while under—
employment might cover as much as two-thirds,.

To arrive at more preciseAfigures,bit vould be necessary to make
more detailed study of these phenomena and their relation to the structure
of population and of emplcyment, Any survey of this kird must, however,
bear in mind the fact that the characteristics of unemployment tend to
gl.oss over the real scope of the problem, Hence, it would be essantial
vo consider such aspects as the following:

(1) The census figures for the economically active population that
is unemployed or seeking work for the first time are remarkably small,
and in some cases are even lower than the figures for unemployment recorded
in the key areas of the differsnt Latin American countries, Most of the
persons genuinely urnemployed are described as belonging to the economically
inactive popudation,

(i2) Nor do the records of persons out of work reveal the full
extent of wnemrloyment, either because the records are not complete or
because unemployed persons who, as family workers, find occupation in
such activities as agriculture, crafts, small~scale commerce and personal
services, are not taken into account, They represent the direct conversion
of open unemployment into under-employment, about which more will be
said later,.

(iii) Most of the people who fail to find employment, including

those looking for their first job and those who have been unemployed for

some time and may even have cedsed to look for work, are classified in

censuses as belonging to the economically inactive population, But it is

/precisely this
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precisely this category of unemployment that forms the bulk of open
unemployment and which cannot be quantified without analysing the rate
of participation of the employed economically active population and of
different pepulation groups of working age, classified by sex and age,
Ercadly speaking, young people of both sexes between 15 and 20 years of
age, who neither go to school nor work, although they are not classified
as looking fcr their first job, belong to this category of unemployment,
So do nearly all adult men of under 65 years of age who do not work or
live in institutions, and a large proportion of non-working adult women
of under 65 years of age. The size of this proportion is influenced by
the kind of employment opportunities open to women of 20 to 4O years of
age tecause of child-bearing, and by the difficulty that wcemen over that
age have in finding work if they have never been employed before.,

(iv) Voluntary unemployment, which creps up bobn in the cconcmically
active and the economically inactive population, is greater in the latter,
The origins of this categoy of unemployment are varied, but the most
typical is that of persons who for a long time, have been uasuccessful
in finding work that they consider compatible with their social status
and who may therefore cease to lock for any. Problems of a social nature
may also lead certain strata in the younger age groups to vegetative.
Some people are also employed in unproductive marginal occupations which
can be reszarced as marginal under-employment, In short, the line of
demarcation between involuntary and voluntary unemployment is clearly
hard to drew, especially when someone has been ocut of work for a long
time, and when there is no clear distinction between open and disguised
unemployment,

(v) The population unrecorded in the censuses, which is estimated
from the census omissions, probably comprises the people living in marginal
areas and, to an even greater extent, people in urban centres where the
shortcomings of the census machinery and the extreme marginality of
some population elements, who are prevented by circumstances from having
any fixed abode, lead to omissions, In both cases, a large proportion of

the adults in this situation may be presumed to be unemployed.

/Between open
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Between open unemployment and: under-employment there is an intermediate
category of nori-chronic, seasonal and circumstantial unemployment,

Seasonal unemployment: occurs in agricultural work, especially on
land owned by others or in industries that process agricultural commodities,
Jt varies in kind depending on the characteristics of the work in
question, and is equivalent to the under-employment that exists among
members of the labour force who work ‘for a.large part of the year on

heir own land. This type of unemployment is particularly marked in
Latin America, where means of using human resources during periods of
unemployment have not yet been developzad,

The fluctuating levels of ccrtein activities, and of construction
in particular, are continually throwing large numbers of people out of
work. This is especially true of unskilled labour, which is mainly
rural in origin.

The corollary to this situation is its depressive effect on the
level of activity in allied industries - such as the building materials
industry, particularly the wood products industry, which reduces
cmployment still further.

Typical under-employment, of a chronic or permanent kind, is found
in occupations in which only a small part of the available time is used’
or the effort involved represents a mere fraction of the person's
capacity T2r productive work in the prevailing socio-economic context.

There is, in addition, marginal:unemployment, which occurs in
occupations that are totally unproductive and in fact simply mask open
unenmployment.

Beth types of under—-employment represent an enormous volume of
under-utilized labour resources, The former is quantitatively more
important but the latter tends to grow more rapidly. . Under the conditions
prevailing in Latin America, typical under-employment exists oh a massive
scale in emall~scale agriculture, crafts, cottage industry, small-scale
commerce, small service firms and most public services (mainly for

institutional reasons),

/Under-employment is
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' Under-empioyment is seldom found in the activities that form the
"modern" sector of the economy, but it is characteristic of the "primitive"
sector.gg/ In the "intermediate" sector, the situation varies: in
industrial activities (manufacturing, mining, construction) in which
enterprises of a relatively low technical level predominate, the under-
employment is also fairly limited, howevér, low labour productivity may
be. The situétion is entirely different in agriculture and in service
enterprises and units, which are usually small in scale.

The quantitative assessment of unemployment, which has been
analysed above in qualitative terms, presents serious problems as regards
the availability of information and the method of calculation. Among
other ventures in this respect, an evaluation for 1960 by the Latin
American Institute for Economic and Social Planning in conjunction with
the Latin American Demographic Centre 2/ provides data which give at
least some idea of the magnitude of the probiem. In fact, it appears
that unemployment and under-employment (with the latter expressed in terms
of equivalent unemployment) may involve about a quarter of the total
economically active population, that is, about 25 million people
(see table I-24), The bulk is in agriculture, followed by "other services"
and "unspecified activities™, but there is also considerable unemployment

in manufacturing, and in commerce and finance, although on a much smaller

scale.gﬁ/

The terms "modern", "intermediate" and "primitive" are explained
in the following section.

2/
22/  "Elementos para la elaboracién de una politica de desarrollo con
23/

integracién para América Latina" (INST/5.3/L.3), chapter II.

A large amount of unemployment is to be found in the economically
inactive population, This has been confirmed by some preliminary
internal studies recently prepared for the Ottawa Plan (see "as
disponibilidades de fuerza de trabajo en América Latina", preliminary
estimates for twelve countries), The tentative figures, which will
be revised, estimate that the number of unemployed solely among
women of working age engaged in household tasks amounted to

5 million in 1960,

/Table I~24
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These aspects of labour unemployment will be reverted to later when
the heterogeneity of the Latin American economies is discussed in terms
of productivity strata. It will then become quite clear that the
"mder-utilization" of the labour force is unquestionably a question of
criteria for ecenamic growth, major chinges in develoment pattems and
Zairly leng peviods of time.

(c) Distribuiion of the labour force by strata of productivity

For a study in depth of employment problems in the Latin American
cconomies it seems useful to analyse the marked disparities in productivity
levels between cCifferent strata in each sector of eccnomic activity,

It is common krnowledge that in most of the Latin American economies
the incorporation of technical progress has not been a widespread process
exvending to a varying but conciderable degree, to all sectors and branches
of economic activity. Essentially, the assimilation of technical know-how
has been concentrated in specific strata, while large segments of the
economy have been completely excluded from the process, Thus ecoimic
structure have gradually become markedly heterogeneous, with clearly
differentiated productivity strszta, in both quantitative and qualitative
terms, One group, which may be described as the "modern" stratum,
censists of economic units operating fairly efficiently as regards
organization, rising productivity, and with fairly high technological
Llevels and amoumts of capital per worlker employed. At the other end of
the scale is the "primitive" stratum, which comprises economic units
operating at extremely low levels of productivity, with scarcely any
mecranizaticr. and a negligible stock of capital, and using the most
ont-dated techniques. The "intermediate" stratum liec somewhere between
the two extremes in regard to technical progress and productivity.

This marked differentiation between strata from the standpoint of
productivity is observable not only in the whole economy but also in
each of the main economic sectors. In other words, the point is not
only that average productivity is noticeably lower in some sectors than
in others, but within each sector the disparities between productivity

strata are becoming increasingly marked,

/This makes
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- This makes for a development model which necessarily has considerable
impaqt on the.characteristics of income distribution and employment
préblema.; From the employment angle, it is obvious that inasmuch as a
large‘pfoportion of over-all economic growth is concentrated in the
modern soctor, the system's ability. to absorb an active population which
is growing fairly rapidly depends upon the attainment of high rates of
growth for the total product and the maintenance of equally high rates of
capitg}_formaﬁibn:’lOtherwise, it would not be possible progressively to
reduce employment in the primitive stratum, and the already pronounced
disparities in productivity betwesn one stratum and another would be
accentuated. The economic and social repercussions of a situation of
this kind might necessitate a different policy for the absorption of
technical know-how which, without neglecting the absorption of advanced
techniques in selected activities, would be aimed mainly at improving
productivity in the intermediate and primitive strata.

Of course, there is not much point in trying to force decisions on
such options at the level of Latin America as a whole, FEach specific
situation will depend on the relative proportions of the different
productivity strata, the stage of development reached, and other factors
which vary considerably from one Latin /merican country to another,

A quantitative appraisal of this phenomenon presents serious
difficulties because of the lack of basic statistics, Thus all that can
be done for the time being is to make some provisional estimates, which
will at leact indicate the scale and varying intensity of this phenomenon
in the differont countries and sectors of activity.

- Subject to these reservations, it is estimated that in the whole
of'Latin Amefica one~eighth of the economically active population is
employedAand about half the product is generated in the modern stratum,
On the other hand, probably about one-third of the working population
belongs to the primitive stratum, which gccounts for considerably less
than 10 per cent of the total product, Thus sharp differences in manpower .
productivityAmay be deduced, which is probable in a ratio of over 20 to
1 between the‘two strata.

/As stated
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As stated above, these relationships vary widely from country to
country over the whole of Latin America. In Argentina, for instance, the
proportion of employment in the modern stratum is much higher than the
average for the region and much lower than in the primitive stratum}
moreover, the modern stratum accounts for a higher proportion of the
product and the primitive stratum for a lower proportion, which makes
the dieparities in productivity less pronounced. The opposite is true
of other countries in the region, where the share of the primitive stratum
is smaller, the modern stratum is less developed, and the productivity
ratios reveal sharper disparities than for Latin America as a whole.

The differences noted in the economy as a whole reappear to varying
extents in each of the major sectors of economic activity. For exampie,
considering the agricultural sector for the region as a whole, the modern
stratum probably represents less than 10 per cent of the total in terms
of employment, while its contribution is one-third to half of ths total
products In the same sector, the importance of the primitive stratum is
rclatively high from the employment point of view, while its contribution
to the product is very low, , _

The situation is entirely different in mining, which is probably
the sector with the highest proportion of employment in the modern stratum
(one-third to 4O per cent of the total) and the one which accounts for
most of the produet (abcut 90 per cent). Another not-ble feature of
mining is the persistence of a primitive stratum which still absorbs
about one-quarter of the economically active population employed in the
sector and wiere the differences in productivity with respect to the
mociern stratum are probable greater than in any other sector of activity,

In manufacturing, the situation in factory industry differs from
that in artisan-type industry. In the former, the modern stratum
probable represents about 30 per cent of total employment in manufacturing
end accounts for some two-thirds of the product, its average productivity
being about five times that of the rémainder of factory industry. This
remainder might be said to represent an intermediate stratum, containing

Practically no productive units that might be classified as primitive,

/In artisan-type
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In artisan~type industry, oh’ the other hand, the primitive stratum
predominates in terms of 'both employment and the product; only a small
proportion of this segment, consisting of recently developed activities
which have sprung up as Satellites of some of the major industries, could -
be regarded as a modern stratum,--
- Relationships also vary widely in the services sectors. In commerce
and finance,: for example, the modern stratum absorbs perhaps one-sixth
to one-seventh of total employment in the sector and produces about half
the product; the primitive stratum employs about 10 per cent of the total
and its contribution to the product is very low,

(d) Factors inflvensing the empiormont situation and prospocts

The foregoing considerations help to form an over-all picture of
the kind of factors influencing the present and future employment
situation in the ILatin Americen economies, It seems useful to review
the whole picture briefly. Although it involves somewhat arbitrary |
classifications, it may be useful to distinguish in this respect between
structural and institutional factors.

(1) Structural factors., In its broadest sense, the root of the

above-mentioned employment problems - open unemployment rates, degree of
under-caeployment, and marked disparities in productivity levels - lies.in
the rate and, in particular, the paifern of Latin American development.
This developnwnt is bringing to lighi the economic systems' growing
inability to absorb the increase in manpower, especially in activities
producing basic goods and services, and to provide reasonable levels of
productivity and income,

Cther sections of this study deal more fully with the extent to
which the over-all economic growth rate is weakening while the labour
force is rapidly and steadily expanding. The same may be said about
the rates of capital formation, to which may be added the absence of any
great changes in the share of investment in directly productive activities
which provide stable and lasting employment, or in the amount invested
in other activities connected with the expansion of housing and urban
infrastructure (associated with temporary and sharply fluctuating
employment ),

/Among the
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Among the productive activities themselves there is an evident
tendency to invest a large proportion of the availéble;resources in
capital-intensive activities with small labour absorption capacity.
Conversely, other sectors where those relationships favour an increase
in employment are not expanding neafly so much., This means not only
& decline in the product-capital ratio for the economy as a whole but
also, in the case of many activities, a very high level of investment
per worker (see table I~25),

It is precisely these activities which form the modern stratum.
Although their growth is often a highly positive contribution to general
economic development, considerinig the gussticn mainly from the erployment
point of view it is impossible not to perceive the implicit contradictions,
inasmuch as, at those levels of fixed investment per Worker, they can
absorb only a modest proportion of the amnual increase in the active
populationﬁéb/

Morecver, in many cases new up-to-date units are added, not to
satisfy greater demand, but merely to replace previously existing activities
with lower productivity levels. This not only diminishes the capacity
to increase employment but may even jeopardize existing employment
levels;gé/

214, Purely lor illustrative purposes, take a figure equal to half the
lowest Tigure in table I~25 (for example, 10,000 dollars per worker).
Thie annual increase in the active population - some 2.35 million
perscns = requires the investment of about 24,000 million dollars
at thore productivity levels., This would be equal to 20 per cent of
Latin America's present total product, and two and a half times the
present volume of investment,

25/  An investigation carried out in Cuba some time ago revealed that
certain units belonging to the modern dynamic industries - including
petroleum refining, copper rolling, and the manufacture of tyres,
glass and glass products, fertilizers and cigarettes - during the
reriod 1952-58 stepped up their product by about 8 per cent annually
(that of the non=-sugar industries rose by 5 per cent over the same
period), while employment remained at the same level as at the
beginning of the period. It is illuminating to examine the different
measures adopted to solve the social problems involved, which in
Some cases - for example, in cigarette manufactures - entailed
continuing to pay a proportional wage to the surplus unskilled labour
force that was completely excluded from production activities.

/Teble I~25
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These considerations do not suggest that employment needs are
incompatible with the introduction of technical improvements aimed at
attaining peak productivity levels in particular activities, On the
contrary, such technical improvements might even be a prerequisite for
achieving over-all growth rates which would reinforce the economic
systems! capacity to absorb more manpower, They do suggest, however,
that the role of the modern strata might have to be redefined and their
development supplemented by more active policies governing employment and
productivity improvements in other sectors of the ecornony .

Naturally, the above relationsfjips with respect to the heterogeneous
distribution of the Latin American economies in strata with widely
differing productivity levels are the result of, and in turn directly
affect, other basic aspects of economic and social development, For
example, the modern strata tend to receive a larger share of income in
comparison with the intermediate and primitive strata.

Concentration of income in the modern stratum, at the levels
described above, leads to the concentration of effective demand in this
stratum - that is, a substantial part of the market - and means that
this demand is mainly for consumer goods, as a result of unequal income
distribution and the influence of consumption patterns in the industrialized
countries, These pressures determine a structure of production in the
modern sector which is meinly characterized by the production of
consumer goods, particularly consumer durables of a luxury type. Even
the relatively small-scale production of capital goods is designed to
reinforce the production machinery that is geared to consumption, to the
detriment of a possible expansion of the capital goods sector which might
boost the development of the rest of the economy and ensure its ultimate
capacity for self-sustained development. This last consideration is all
the more important because of the region's difficult external payments
position, which limits imports of capital goods and makes their supply
from abroad highly unreliable,

Inasmuch as the modern stratum does not sufficiently influence the
rest of the economy, by acting as a dynamic nucleus of development, a

large proportion of the increase in the labour force must somehow be
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absorbed by the non-modern strataj in practice, this has led to the
fo"matlon of a "reserve anny" of manpower, which directly or indirectly
accentuates the dlsparltles 1n 1ncome distribution.

In short, part of the economy -~ the modern stratum - contributes
most to the growth of ‘the product, mainly through a relatively accelerated
increase in product1v1ty, while absorbing little manpower. On the other
hand, the nonmﬂodern strata are growing slowly and must somehow absorb
the hlgn proportlon of the 1ncrease in the economlcally active population
which is deprlved of access to the modern strata; consequently, they show,
little improvement in productivity, The sluggish over-all rate of growth,
the effects of the relatively high concentration of income on the
composition of demand, and the dependence on external technologies are
other factors influencing this pattern of growth,

Although all these factors must be ewigidered in the broader context
of general development problems, they none the less form part of a
structural pattern of the basic cauees underlying unemployment and under-
employment problenms. » \

(ii) Incbitutional factors. The structural limitations referred
to above are usually accentuated by other factors which are institutional
in character, This is the cése, for example, with the level of skill
of the labour force aﬁd the needs arising from the assimilation of
technological progress, The fact that the labour force is not homogenous
is well kncwn: most countrles of the region have large surpluses of
unskllled labour side by side w1th a relative dearth of skilled labour,
Besides creating a need for vocational training, this usually has a .
limifing effect on over-all labour absorption capacity., For example,
the fect that not enough skilled labour is available often means that
rodernization is pushed forward‘too fast, limiting both skilled and
unskilled employment, a situation which is not at all uncommon in industry,

Other factors of particular importance come into play in agriculture,
which is exceptional in that increased modernization can help to expand
rather than restrict employment opportunities. As land is used more
intensively, modern fertilizatiop techniques are applied, more rational

use is made of irrigation, and the composition of agricultural production

/changes, productivity




E/CN,12/825
Page I~73

changes, productivity and employment per unit of area increase proportiomnally,
This can be a factor of great importance in view of the very high
proportion of the economically active population still employed in
agriculture and the influence of rural-ufban migration on the problems of
urban unemployment and under-employment, However, its potential is still
largely unrealized because of well-known institutional obstacles, which
include the characteristics of land tenure and, although of lesser
importance, the scarcity of skilled workers in the rural labour force,

The actual way in which technological improvements are introduced
has a great deal to do with the contradictions that often exist between
cmployment and productivity targets, In genefal, the improvements are
assimileted passively - the technologies used in industrialized economies
are merely copied ~,access to the technical know-how depends on the
avallability of funds for investment in it, andythere is a risk of it
being capital intensive and absorbing little of the labour force. The
proportion of technical progress achieved through regional technicel and
scientific research, which would help to ensure that the technologies
used were more in line with the resources available to the Latin American
econcmies, is much smaller,

Another set of institutional factors related to the criteria used.
in selecting production techniques, particularly by private enterprises,
which are derived from the relative prices of capital and labour. Since
capital is scarce and labour relaﬁively abundant the relationship of the
social costs of these two factors is completely changed if they are
expressed in market prices. Several methods of stimulating investment
actually tend to lower the relative price of capiﬁal goods, while the
effect of sosial policy measures is often to raise the relative price of
labour. With regard to social policy, the effect of social security and
the methods of financing it is of special importahce; if it is fixed as a
proportion of the total wage bill, tﬁén it Becomes in effect a tax on the
use of labour and thus encourages the use of more labour-saving technologies,
This is another topic that has not been throughly looked into with a view
to developing new methods, although attention has been drawn more than once
to the probable effect of fihanciﬁg social secufity through direct taxation.

Very often, the choice between technologies with different implications
for employment is made on the basis of extra~economic criteria, as, for
example, when preference goes, for politico-social reasons, to production

techniques that limit the number of persons employed in a particular
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enterprisegztﬁiéipampefs thé~fofmatipnfor growth of trade unions.gé/ At
Cthor times;-?£5fits.are_§einyestgg_ip\the same enterprise instead of being
used to‘opép up_oihér linés of.prgduction; this leads t® unnecessary or
preméture;yéplaceient of maéhinery wiph a more mechanized equipment which
affecté, difectly Qf iﬁdireét;y?t@e possibility of increasing employment
opportuniﬁ%és. ) o S

" As long as situatibps such ésrthese continue, and markedly weaken
the ability of ecohpmiés,ﬁé provide employment for the growing economically
active population, itAis‘quite_natural for some labour circles to exert
pressurs and to secure'ééfééments which increase their oprortunities of
employment or safegﬁérd thé.pdsitions they have attained. Hence the
proliferation of posts created by statute in the public sectcr; the
increase in the number of staff'éarrying out the same work, which
results in under-employment; the émployment of staff without definite
work who are not organically linked to the whole; the contraction of
working hours in certain activities; the creation of logus institutions
to give marginal or semi-marginal employment; and the compulsory retention
of staff hired under legal statute, The institutional repercussions of
these pressures - as far as public administration and services.are concerned -
usually take the form of the cfeation of artificial jobs. In private
enterprises, the most common foris are the compulsory retention of workers
who have been hired; increasing the number of posts correspondirg to particular
functions; resistance to modernization, either organizationsl or technological
or both, etc, In view of current unemployment and the fact that it is likely
to exdst for some tire, the trend is to set up semi-institutional and other
services simply because certaiﬁ sectors of the labour fource are unemployed.
Lastly, there are those activities and services in which employment is a
mcnopoly, as with port workers, stevedores and the like,

This kind of pressure is only really effective, however, when it comes
from those segments of the working population which are in the modern sector,
T2 is less so when it comes from segments which are not in the modern sector,
i.e., from precisely those segments in which unemployment and under—employment
are most apparent,
gg/ See The process of industrial development in Latin Americe, (United

Nations publicebion, Saies Nov: GoriT.uk) Tor s it o

analysis of factors of this kind,
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l. In the first place, it was considered essential that the exchange
rates should be those which best ensured the comparability of income levels
as between the Latin American countries themselves; alternatively between the
region as a whole and other countries or areas. This principle carried
fundemental weight in the final decision, which was also influenced by
practical circumstances, such as the availsbility of data, and the practical
jossibilities of undertaking short-term supplementary research which would
provics a complete set of purchasing power equivalents with alternative
groupings of goods and services,

2. The above-mentioned study on the measurement of real income in
latin America put forward various formulae for measuring the dollar
ecquivalent of the purchesing power of each Iatin American currency,
depending on the weighting system adopted. The most interesting of
these involved:

(a) Veightings based on an average per capita expenditure pattern in
Latin America 1960 (formula (3) in the mathematical appendix);

(b) Weightings based on a per capita expenditure pattern in the
United States in 1950 (formula (4) in the mathematical appendix);

(¢c) A geometric crossing of the foregoing results, giving an approximate
avernge expenditure pattern for both areas (formula (5) in the mathematical
appendix);

(d) An additionsl variant in which price relatives are weighted
according to the per capita expenditure structure in each country (formula
(6) in the mathematical appendix).

3. The first of these formulae has the drawback of combining a Latin
American average for physical quantities of each of the goods and services
comprised in the market~basket with United States prices. The objection
can be ralsed that these prices, taken from a country with a high level of
per capita incomes, result in a relative price structure that may differ
widely from the asverage structure in Latin America. This assumes that a
common currency for expressing Latin American prices on a uniform basis
already exists, However, as this is not g2 priori the cases, the formula in
question could be accepted as a reasonable approximation,

4. Formula (b) was also thought to be an unsatisfactory solution of
the weighting problem, as it transfers to Latin America the average per capita

expenditure of the United States, reflecting consumer preference and valuations
/conditioned by
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conditioned by different tastes and by an income level far higher than the
Latin American -average..

5. The third formula - (g¢) - although also open to criticism, seemed
the most satisfactory, as-itis results, being in the form of an average, are
based on.a weighting structure which deviates the least from each of the
individual expenditure patterns for the different countries included in
the comparison. Furthermore, it has the practical advantage of resembling
formulae used in ‘similar income comparisons for other areas, thus making
the results more easily comparable with estimates already available for
other parts cf the world..

6. The fourth variznt was considered zn interesting possibility for
rinary comparisons, averaging individual country expenciture patterns
with that of the United States. Clearly, however, it does not meet the
requisite of maximum inter-regional and intra-regional comperability
which was established earlier as a basic criterion for selecting a formula
suitable for mecsuring the vpurchasing power of Latin American currencies in
terms of dollars, and for calculating the income of the Latin American
countries and of the region as a whole in this same currency.

7. There is yet another problem. Although a single market-basket of
goods and services has been referred to here, in actual fact estimates of
purchasing power equivalents were calculated by applying the formulae
described to groups of goods representative of private consumption,
goverrmental consumption, fixed investment and inventory changes (the
official exchange rate being taken as representative in the case of the
balance-of-trade position). One way of estimating the real income of a
Latin American country in terms of dollars would be to apply the corresponding
purchasing power equivalents to each of the above-mentioned sectors of the
gross domestic product, measured at merket prices and expressed initially in
the currency of each country. The sum of these components would then give
a total for the gross domestic product in dollars. This result would differ
in absolute figures from the estimate obtainable when a single exchange rate,
based on purchasing power parities but calculated with a single market—basket
comprising both consumer and investment goods, is applied to the total gross
domestic product expressed in national currency. In a similar way, differences

would also exist between this latter exchange rate and the rate obtained by

/implication when
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“mplication when the country's gross domestic product, expressed in
national currency, is related to the dollar total obtained by adding up
the various components of expenditure.

8. To reach a decision on this point, both conceptual factors and
practical considerations relating to the use of the formulae in ECLA
studies were taken into account, and the decision was made to adopt a
singls exchange rate for the base year, calculated on the basis of a
single markel-basket of goods and services. The reasons for this decision
was as follows:

(2) By this means, maximum intra-regional comparibility is ensured.,
The ayplication of different purchasing power equivalents for each component
¢l expenditure in each country would on the other hand have implied weighting
each country's expenditure in accordance with the size of its major aggregates
(in national currency terms), This would in turn distort comparability
between countries or groups of countries within the region,

(b) There are no purchasing power equivalents which can be applied
to a breakdown of the gross domestic product by sectors of activity.
Consequently, any sectoral analysis for the latin American countries would
have to use, for the time being, a single exchange rete, and this would
give rise to a number of inconsistencies between analyses of national
income by type of expenditure and by sector of origin.

(¢c) The present application of the new exchange rates is regarded
as an initial phase. Additional modifications may be made in the future,
once further research is carried out to provide a means of meeting the
needs alluded to in sub-psragraph (b).

(4) 1f purchasing nower equivalents based on component sectors are
used to determine an implicit exchange rate, practical difficulties arise
since t e resultant rate fluctuates from one year to another, according to
the differing composition of the gross domestic product., This happens
even if data are expressed in constant prices for each country. The
country's growth rate then differs, depending on whether it is measured in
constant prices for a base year in national currency units, or at constant
prices converted into dollars by the aggregative method described,

(g) It is recognised, on the other hand, that analyses of expenditure

components, such as fixed investment, can justifiably be made on the basis

of the purchasing power’ equivalents calculated specifically for those components,

/9
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9« It should howsver be noted that there is one small exception to the
general method of applying a purchasing power exchange rate based on &
single market-basket representing the total gross domestic product, and
therefore applicable to. all its components (whether by type of expenditure
or by sector of origin). As already pointed out, the balance~of-trade
position is converted into dollars by applying the official exchange
rate prevailing in the base year. The.reason for this empirical decision is
to avoid creating discrepancies in relation to existing balance-of-payments
estimates in dollars, for which the official exchange rates are used.
Moreover, the trade exchange rates are considered satisfactory for the
objectives in mind since they reflect the actual impact of this sector
within a country's economy.

The procedure described will give rise to a minor statistical discrepancy

which will be implicitly incorporated in the item "Private comsumpticn'.

/PURCHASING POWER
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PURCHASING POWER EQUIVALENTS OF LATIN AMERICAN CURRENCIES
IN RELATION TO THE DOLLAR, 1960 a/

Argentina
Bolivia
Brazil
Chile
Colombia
Costa Rica
Dominican Republic
Ecuador

El Salvador
Guatemala
Haiti
Honduras
Mexd co
Nicaragua
Panama
Paraguay
Peru
Uruguay
Venezuela

56.03
7.80
105,50
0.985
5.08
5.01
0,98
11.39
2.04
0.91
3.77
1.90
8.23
6.48
0.87
78.32
16.83
7.10
4.61

peEsos
pesos
cruzeircs 2/
escudos
pesos
colones
pesocs
sucres
colones
quetzalés
gouraes
lempires
pesos
edrdobas
balboas
guaranies
soles
pescs

bolivares

—

urce: DCIA, Special Studies Section.

Sou
a/ Measurements effected in June 1960,

bstimates of Latin

American and United States market-baskets prepared by
application of the geometric-mean formula.

<

In view of the basic data available for Brazil, it seemed

more appropriate to adhere to the exchange rate previcusly

used.
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MATHEMATICAL APPLNDIA

The formulae for the éégfegative~type and fixed-weighting price

relatives are as _follows:

e n s e - et

n_
N7
L,Pku - ';u} P;k qio 1)
~: Piu Qid
PR
n
PnPku - £'=l Pik Q@iu (2)
» + Piu Qiu
i=1
(i = l’ 2, 3 oootojooeoomcn items)
(0 = a, Dy C sevesKesseecom countries)
in which:

k 1s any lLatin American country, and u is the United States;

Pik, Piu are the prices of item 1 in countries k and u;

qlo and Qiu are average per capita quantities purchased of one and
the same item in Latin America and the United States,
respectively;

E’Pku is a price index for country k relative to country u with

quantitative weightings based on the Latin American consumer

market--basket;

f:fgg is a similar index with weightings based on United States
expenditure patterms.

As purchasing power is in inverse ratioc to the level of prices, it will
suffice to invert the preceding formulae to measure the purchasing power of
any Latin American country k in relation to the United States. Formula (3)
uses the average Latin American weightings and formula (4 ) those of the
United States.

/ooy
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n
2
Rku = ;=l Piu gio (3)

2. Pik qio
i=1
n
21 Piu giu

- i=1
£ Pik qiu
i=]l

The combination of the two formulae by geometric crossing will give

the practical solution adopted in the present study, as follows:

’a\ /l’l n
7 <7
o §

|} Z
= } i= Dy 10 iz Pin Ain
R \ / ; Piu gio . inl__;;swzai (5)
\// 21 Pik qgio >3 Pik giu
E il i=1

If weightings differentiated by countries were applied, the following

formula would be obtained for a given country k:

n

S
R, = izl Pik qik (6)
oo Pik

ST Pik ik

iii gk Piu

The foregoing result could also be crossed with United States expenditure
patterns. The formula obtained would be similar to (5), but with average

per capita quantities for each country and for the United States, in every case.

/Chapter II



E/CN.12/825
Page I-84

Chapter II1
THE REGIONAL DISTRIBUTION OF ECONOMIC ACTIVITIES

1. Background information

The patterns of economic growth reviewed in chapter I - characterized
by the heavy concentration of advanced technology in certain sectors, with
a pronounced effect on the structure of production capacity, income
distribution and labour absorption capacity — are also clearly revealed
in the regional distribution of economic activities,

The high degree of geographical concentration and the marked
disparities between areas in a single country are also part and parcel
of this pattern, and are distinguishing features of the economic structure
of the region towards the end of the present decade, Looking back over
the past history of the problem, there are some indications that circular
relationships exist in which these regional features both spring from and
tend to accentuate specific aspects of the development proeess,

The present regional division of Latin America largely emerged in
the colonial era, The first Spanish settlements were established close
to the natural resources which most interested the colonists and to the
means of communication with the metropolis, Subsequent events did little
to charge this division into regions. This is shown by the fact that,
towards the end of the sixteenth century, sixteen of the twenty Latin
American cities which are most densely populated today had already been
founded. Although subregional centres were established later, most of.
the principal cities continued to be those founded in the colonial era,
and they gradually accumulated all kinds of administrative, trade
(including port), cultural, religious and military activities.l/ In
addition, the metropolitan areas gained more and more influence over

the wicle economic, political and cultural life of each country,

1/ See Jorge Enrique Hardoy, E1 rol de la ciudad en la modernizacidn
de América Latina uadernos del Centro de Estudios Urbanos y
Regionales, N° 6 iguenos Aires, 1966),

/During the




E/CN,12/825
Page I-85

During the stage of '"outward-directed growth', the major development
nodes were located in the vicinity of exportable resources, It was these
resources, not the national resources as a wihole, which determined the
layout of the transport network, whose essential function was to facilita'se
the rapid and cheap transportation of agricultural or mining products to
the export centre. Thus each development node was rore closely linked
with other countries than with the rest of the national territory, and
it had even fewer ties with other development nodes in the region, Uiis
process resulted in export-oriented regional economies which have good
communications with the metropolis and the exporting port ~ ofter one
and the same - but are virtually isclated from one another, Other
characteristics are the development enclaves in unoccupied or sluggish

economic areas, and the disconnected economies in which z growth impetus

oy
<=
/

. . , 2
at one point does not generally spread to the whole area,~

2/ This process is revealed, for example, in the Plan de Desarrclio
Econdmico y Social del Perd, 1967-1970, in which it is stated Lhat
the marked disparities in the use of FPeru's eccromic space, are
closely bound up with the way in which the countrv!s economy has
evolved, and are one of the most significant indicators of its
under~development, Up to a few years ago, Peru had in general
maintained a production structure typical of the »rimary export
economies: on the one hand, an export sector devotuzd tc the
exploitation of zgricultural and mining -cesources, with efficient
techniques, high productivity and a small volume of employment: on
the other, a subsistence agriculturs based on the system of latifuncia
and feudal production relationships, which provided a livelihood
for the bulk of the population, In these circumstances, the
hinterland, where these two produetion activities had to be carried
on, could neither obtain any of the benefits deriving from export
activi-ies nor generate substantial saving in that part of the
economy which was not associated with internationzl trade. It was
therefore impossible to initiate a self-sustaining process of
capital formation, and stagnation was the general rule in the
provinces, In contrast, Lima went from strength to strength, and
appropriated most of the profits aceruing from production which
were not remitted abroad, through the commercial, administrative
and financial services it provided, This naturally led to the
emergence of a dynamic centre based on export activities, and with
imports as its main source of supply. In other words, it became a
point in geographical space which was economically separate from
the rest of the country except as a port for exporting primary
products and a centre for expert formalities, with little or o

power to radiate its own progress to other areas (National Flanning
Institute, vol. I, pp. 280-281),

/The subsequent
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The subsequent industrial development in the Vinward-~directed
stage" did little to change this geographical pattern, 1In the firét place,
import substitution was directed mainly towards the existing market for
manufactured -consumer goods, in order to take advantage of thé ‘rerar’ 4.
demand from the cities, which was unsatisfied because of the inelasticity
of the import capacity. Accordingly, the aim was to establich tiie export
substitution industries close to the consumer centres., The concentration
of industry at these points contimued to attract new capital and populatioci,
It was only when the possibilities of import substitution were nearing
exhaustion that other locations were chosen, closer to certain natural
resources; but even then, administration and cften the final steges of
processing remained in the traditional centres,

To some extent, industry proper took the place of an artisan-type
industry which had a wider regional distribution. This explains the
loss of relative importance of many secondary urban centres over an
extenzive geographical area. First, the traditional artisan-type prcducts,
such as textiles, were replaced by similar imported mamufactures at lower
prices, and once these artisan~type activities had disappeared or been
relegated to the local handicrafts level, imported procuicts were
superceded by domestic products from the modern areas,

Similarly, as local industry was strougly protected and there was
no great incentive to improve efficiency and productivity, extra~economic
factors, such as the convenience of living in the major urban centre,
had a great influence on decisions regarding location,

Once a set pattern is establisiied for the regional distribution of
economi¢ activities, it seems to be consolidated by a wide range of
factors, whether or not the original factors underlying it stlll exist.,
Prox1m¢ty to the consumer market, manpower reserves, the urbaq '
infrastructure, better supply, the financial markets and the sub~
contracfing'markets tend to have more influence than the advanﬁages that
the more backward areas may offer or the incentives that might be
provided to‘boost their developﬁent.v

/2, Charactcristies
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2, Claracteristics of geographical concentration

The background sketched in above helps to explain the present high
indexes of geographical concentration and the natural tendency for the
existing characteristics of the process to become more mariced. For a
better understanding of the situation as it is now, its results must be
considered from two main angles: population distribution, and the location
df production activities and regional income distributior.

(a) Regional distribution of the population

YMap I-1 and I--2 shows the distribution of population in Latin Americs
at the beginning of the nineteen-sixties., The population was ccncaniye od
in a few major cities, and population density in the rural areas varied
considerably.

Rapid urbanization is frequently noted as one of the main features
of Latin American development, particularly because it bears no relation
to the population shifts from the country to the towns whici would be
explained by the rate of industrialization and the opening up of new
productive employment possibilities in the cities, Although the indexes
vary widely from one country to another, it is estimated that by the end
of the present decade the proportion of urban population - defined as
the population living in centres with 2,000 inhabitants or more - will
represent not less than 54 ver cent of the total pcpulation of Latin
America (see table I-26),

By 1960 already, one-third of the population of Latin America was
living in cities of more than 20,000 inhabitants, and nearly one-guarter
in cities with more than 100,000 inhabitants, Ten cities with more than
1 million inhabitants therefore accounted for about 13 per cent of the
total population; in fifteen of the twenty-one countries of the region,
half or more of the urban population was living in a single city. Other
countries also showed very high indexes of concentration: L7 per cent in
the capital of Chile; 70 and 4O per cent in the two largest cities of
Ecuador and Brazil, respectively, and 40 per cent in the metropolitan
area of Mexico City (see table I-27),
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LATIN AMERICA: PROJECTED URBAN AND HURAL POPULATION, BY COUNTRY, 1950-80
Country 1350 1955 1960 1965 1970. ‘ 1975 1980
Argentina Urbap 11 12b 13 095 15 015 16 839 18 674 20 553 22 428
Rural 5 946 5 798 5 65k 5 513 5 376 5 243 5112
Total 17 070 18 893 20 669 22 352 24 050 25 796 27 .20
% Urban 6542 69.3 72,6 7503 7746 797 t1.5
Bolivia Urban 798 915 1104 1 345 1 652 2 ok0 2 504
Rural 2 235 2 4oy 2 592 2 791 3 006 3 237 3 47
Total 3 013 3 322 3 696 4 136 4 658 5 277 5 975
% Urban 25,9 27,5 29.9 3245 3505 3847 41,9
Brezil Urban 16 083 21 596 28 217 35 867 44 538 54 70k 66 L3k
Rural 36 055 38 900 41 924 45 183 48 694 52 L79 56 558
Total 52 178 60 496 70 141 81 050 93 292 167 183 122 932 -
% Urban 30,8 35.7 40,2 W43 47.8 51.0 4.0
Chile Urben 3430 4 087 Y 967 5 910 7 037 8359 9864
Rural 2 714 2 767 2 821 2 876 2 932 2 990 -3 od
Total 6 1k 6 854 7 788 8 786 9 569 11 349 12 912
% Urban 55.8 59.6 63.8 67.3 70,6 7347 764+
Colombia Urban 4 135 5 556 7 257 g 257 11 665 1 601 18 191
Rural 7 661 8 o022 8 4oo 8 796 g 210 9 “uk 10 0.
Total 11 796 13 578 15 657 18 053 20 875 24 245 28 2.3
% Urban 35,1 40,9 46,3 51.3 5549 60,2 6t 3
Eouador Urban 924 1133 1572 2 192 2 kb 3 856 4 909
Rural 2 458 2 615 2 782 2 960 3 149 3 550 3 56k
Total 3 382 3 748 4 354 5 152 6 093 7 186 8 473
% Urban 27.3 30,2 36.1 42,5 48,3 5304 57.2
Pareguay Urban 376 438 52l €48 822 1 063 1 385
Rural 967 1 089 1227 1 382 1 557 1 754 1 376
Total. 1 343 1 527 1751 2 050 2 379 2 817 3 361
% Urban 28,0 28,7 29.9 31.9 34,6 377 Li 2
Peru Urban 2 bgo 2 986 3 877 5 137 6 687 8 561 10 785
Rural 5 479 5 8ok 6 148 6513 6 899 7 308 7 741
Total 7 969 8 790 10 025 11 650 13 586 15 869 18 527
% Urben 31.2 54,0 38,7 Y1 49,2 53,9 - 58,2
Uruguay Urban 1 4y2 1675 1877 2 o74 2 268 2 Wyo 2 682
' Rural 721 688 659 641 618 594 573
Total 2 193 2 363 2 536 2 715 2 886 3 064 3255
% Urban . 67.1 70.9 74,0 76,4 7846 80,6 Ba.4
Venezue la Urben 2 423 3 415 4 611 5 913 7 L9 -9 43y 11 756
Rurel 2 551 2 634 2 720 2 809 2 900 2 995 3 092
Total 4 g7k 6 okg 7 331 8 722 10 399 12 hay 14 8us
% Urban 1'}8.7 5695 62.9 67.8 72‘1 791'2

7549

-
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Table I-26 (oonol,)
Country 1950 1955 1960 1965 1970 1975 1280
Coata Rica Urban 2Ly 310 386 483 612 289 1 o040
Rurel 602 715 849 1 008 1197 1 422 1 683
Total 849 1 025 1235 1491 1 809 2 211 2 728
% Urban 29.1 30,2 31.3 32.4 33.8 35447 3841
El Salvador Urban 530 627 787 1 001 1 309 1724 z 271
Rural 1391 1 548 1722 1 916 2 132 2 372 2 539
Total 1 921 2 175 2 509 2 917 3 ki L 096 L 910
% Urben 27.6 28.8 314 343 38.0 h2,1 46,3
Guat mela Urban 752 917 1 095 1 305 1587 1 981 2 529
Rural 2 308 2 595 2 918 3 281 3 €89 L 148 L &5y
Total 3 o4o 3 512 4 o013 L 586 5 276 6 129 7 171
% Urban 24,1 26,1 27.3 28.5 30,1 32.3 5561
Honduras Urban 2l1 291 386 525 724 997 1 366
Rural 1 14y 1 298 1 468 1 661 1879 27126 2 405
Total 1 388 1 589 1 854 2 186 2 603 3 123 3 771
% Urban 17,4 18,3 20,8 24,0 27,8 31.9 3642
Nicaraegue Urban 318 Los 511 637 797 1 015 1 318
Rural 815 903 1 000 1 108 1 227 1 359 1 506
Total 1 133 1 303 1511 1 745 2 024 2 374 2 G2l
% Urban 28,1 31,0 33,8 3645 39.% b2, 46,7
Cuba Urban 2 700 3 216 3 802 L 432 5 113 5 Buk 6 621
Rural 2 820 2 917 3 017 3 121 3 228 3 339 3 hsh
Total 5 520 6 133 -6 819 7 553 8 3 9 183 10 075
% Urban 48,9 52,4 55,8 58,7 61,3 63.6 65.7
Dominiean Rep. Urban 482 638 874 1 203 1637 2 203 2 9h2
Raral 1 761 1 949 2 156 2 336 2 €40 2 921 3 &
Total 2 243 2 587 3 030 3 589 4 27y 5 124 6 15k
% Urban 21.5 24,7 28.8 32.5 38.3 u3,0 W75
Haiti Urban 340 Yo1 513 683 927 1274 1751
Rural 3 o4o 3 321 3 627 3 962 4 328 Iy 729 5.3
Total 3 380 3 722 4 140 4 65 5 255 6 001 6 9
% Urban 10.0 10.8 12.4 .y 17.6 21,2 ;.3
Mexico Urban 12 131 15 338 19 467 24 777 31 319 39 hgé Lg 803
Rurel 1 204 15 246 16 579 17 912 19 351 20 906 22 587
Total 26 335 30 684 36 046 42 689 50 670 60 Loz 72 392
% Urben 46,1 50,0 54,0 58.0 61.8 65.4 63.8
Panama Urban 271 343 433 555 710 906 114
Rural Loy 539 588 6li2 700 764 823
Total 765 882 1021 1197 1 410 1 670 1 987
% Urben 35.4 38.9 L2,k ITH 5044 54,3 5841
Total Urban 61 227 77 362 97 275 120 783 148 581 181 855 221 774
(20 comntries) Rurel 95 409 101 855 108 851 116 461 124 712 133 478 143 4o9
Total 156 636 179 237 206 126 237 244 273 293 315 533 365 183
% Urban 39.1 43,2 47,2 50,9 Shalt 57.6 €0.7

Source: ECLA estimates based on the hypothesis thet the rurel population (f.ee, population living in oentrcs
of 2,000 inhabitents or more) will inorease at the same rate as 1950-60. The figures for the urban
population represent the difference between the estimates of rural population and the figurcs for
total population.

/Tatle I-27
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Table I=27
LATIN AMERICA: INDEXES OR URBANIZATION AND URBAN CONCENTRATION, BY COUNTRY
ACCORDING TO CENSUSES TAKEN SINCE 1920
P tal Labd Percentage of urban
eroentage of total population population living in
living in centres with a .
ocentres with a :peci led
Census specified number of inhabitants
nunber of inhabitz.its
Country year
20 00 100 000 8% ‘:e’t"’:ly 100 000 O%% ;ie?zly
or more or more popu.ate or more popuiate
oity oLty
Coantral Amer’ca
Costa Rica 1927 19.3 - 19.3 - 100.0
1950 22.3 22,3 22.3 100,0 100.0
1963 24,0 24,0 24,0 100,0 100,0
Cube. 1919 24,3 14,7 14,7 60.4 60,4
1931 27.6 1845 16,0 67.0 5748
1943 30.7 19.9 174 6449 5648
1953 3545 22,9 18.3 4.7 5lelt
Dominioan Republic 1920 3.5 - 3.5 - 100.,0
1935 7.1 - 4.8 - 67.6
1950 11.1 8.5 8.5 7645 7645
1960 18.7 12,1 12,1 65,0 65.0
El Salvador 1930 9,0 - 6.2 - 69,0
1950 12.9 8.7 8.7 6745 67.5
1961 17.7 10.2 10,2 5746 57,6
Guatemala 1950 11,2 10,2 10,2 91.0 91.0
1964 15,5 13.4 13.4 86.2 8642
Heiti 1950 5.1 4.3 4.3 8.8 84.8
Honduras 1940 6.1 - 4,2 - 6941
1950 6.9 - 5'3 - 76-6 ‘
1961 11.6 7.1 7.1 61.5 61.5
Jamaica 1921 10.3 - 10,3 - 100,0
1943 16,3 16.3 © 16,3 100,0 100.0
1960 24.8 23.4 23.4 9k, 0 94.0
Mexico / 1940 18.1 1002 7.4 56414 40,8
1950 24,1 15.1 8.7 62,8 3640
1960 29.6 18.6 8.1 62.9 274
Nicaragua 1950 15.2 10,3 10.3 67.7 6747
1963 23,0 15.3 15.3 66.3 66,3
Faname, 1930 22.3 - 15,8 - 71.2
1940 2645 19.k4 19.4 - 73.3 733
1950 28.6 22.1 22,1 774 774
1960 33.1 25.4 25.4 7647 76.7

/Table I.27 {oonol.)
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Table I-27 (sonel,)

Percentage of urben
population living in
sentres with a-specified

Percentage of total population
living in centres with a
Census specified number of inhabitants

Country number of inhabitants
Yyear -
) 20 000 100 000 Most densely 100 00O Moagt densely
: populated populated
or more or more or more
oity eity
South America

Argentina 1914 38.0 31.5 25.8 83.0 6840
1947 h9.3 Yo.0 23.7 81,2 6043
1960 57.7 47.5 33.7 6243 584
Bolivia 1950 19.6 10.6 10.6 S, 1 Sl
Brazii 1920 11.3 8.7 3.8 77.0 3345
1940 15.3 10.7 3.7 €5.8 24,0
1950 20,2 132 LY 6545 21.9
1960 28.1 18.8 H,5 £6.8 16.2
Chile 1920 28,0 8.4 13.6 6692 48.6
1930 32.5 20.7 16,2 63:9 50,0
1940 36.4 23.1 18.3 $io5 52,0
1952 42,8 28.5 22.7 66.5 532
1960 547 33.3 25.9 60.2 45
Colombis, 1938 13.2 745 4,1 56,6 31,0
1951 23.0 . 15.4 6.2 €6.8 2549
1964 3646 27.5 9.7 75.1 26,5
Eouador 1950 17.8 14,6 8.1 8243 us.4
1962 26,9 18.9 11.2 7002 414
Paraguay 1950 15.6 15,6 15.6 100.0 100,0
1962 1549 15.9 15.9 100.0 100,0
’ Peru 13k0 142 8okt 8.k 59.1 5941
1961 28.9 18.4 14,5 63.9 50.2
Uruguay 1908 30,0 28.0 28,0 93.3 933
1963 €1.3 Ly L4, 7 72,9 7249
Venezuela 1936 17.0 11,1 7.8 £5.1 k5.9
1941 18.7 12,4 9.2 6642 49,2
1950 32,7 20,6 13.8 63,0 42,2
1961 47.3 30,0 17.8 63.4 375

Source: ECLA, on the basis of national census data.

/Conversely, extremely
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Conversely, extremely low density indexes are recorced in some
rural areas, In more than 4O per cent of Latin America.the index is less
than one inhabitant per square kilometre, and in nearly two-thirds, it
is less than five.. In more than half of Paraguay, Bolivia, Chile, Brazil
‘and Ecuador, it is less -than-one inhabitant per'square kilometre; hovevaer
- the rura; population density is high in Haiti, FEl Salvador, the Dominican
" Republic, Cuba and Guatemal?,:or’in some parts of those countries
(see table I~28). | |

Eolivia is a striking example of sharp disparities in the density
of ité rura1 population. While there are large areas which are practically
uninhabited, there is a high concentration of rural population in relatively
small areas, One and a half million inhabitants (more than half the entire
rural ‘population) live in fhe valleys, occupyiig an area of 24,000 sguare
kilometres; of these, nearly 900,000 1live on the flat land at the bottom
of the valleys, with a density of nearly 38 inhabitants per ware
kilometre, This leads to serious erosion probleﬁs - caused by over-grazing
and cutting cown the vegetation for fuel - so that it has becore necessary
to cultivate poor land on the slopes, thereby éreating minifuniia, as in
the Cochabamba valley, where only 0,37 hectares are cultivated per head
of population, and even this small area is shrinking because of the
population pressure,

(v) Regisnal income distribution and location of preoduction activities

In addition to the characteristics described above; there is an
even higher geographical concentration of economic activities, which is
reflected iﬁ,marked disparities in income levels between regions.

This concentration is particularly marked in industry. A few years
ago,g/ it was estimated that the metropolitan area of Buenos Aires, Sao
Paulo and Mexico City accounted for over a third of the total value of
Latiﬁ Americafs industrial production, and that in several countries the two
main industrial centres répfesented a very high proportion of the nation's
industry: 66 per cent for the metropolitan area and Rosaric in Argentinaj”
80 per cent for the triangle formed by Sao Paulo, Guanabara and Belo Horizonte
in Brazil; 66 per cent for the cities of Santiago and Valparaiso in Chile;
L5 per cent for Mexico City and Monterrey in Mexico; 56 per cent for the

Lima-Callao area in Peru; and 75 per cent for the city of lMortevideo in Urnpier.

g/ The process of industr%gl development in Latin America (“niteJ liatices
publication, Sales N° 66,II.G.4 .89~91,
’ ) pp /Table I-28
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Table I-28

LATIN AMERICA: RURAL POPULATION DENSITY, AS A PERCENTAGE OF THE TOT4L
RURAL POPULATION IN EACH COUNTRY

Less than 1 1 to B9 5 to 9.9 10 to 1949 20 to 49.9 50 and over
Country irhabitant inhabitants inhabitents  inhabitants inhabitents 4inhebitents Total
per km2 per kmn2 per km?2 per km?2 per km?2 per km2

Argentina 30,1 3,3 25,8 - 0.8 - 100
Bolivia 59.0 8.3 3247 - - - 100
Brazil 54,8 12.4 10.5 15.9 Bl - 1co
Chile 554 13.8 8.9 7.2 4.7 - 100
Colombia 34,1 23,9 1.8 2243 16,5 1.h4 100
Eouador 50.5 - 546 6.1 37.8 - 106
Paraguay 60.8 20,9 13.6 - 4,0 0.7 100
Peru 43.3 1.7 21.5 16,0 K5 - 165
Uruguay - 77.0 11,2 8.9 2.6 0.3 100
Venezuela g, 8 25,7 10,1 7.8 6.5 0.1 160

Sub-total 4.1 19.5 1.5 1.8 6.0 0.1 i
Costa Rica - - 18.9 W2 34,4 501 160
Cuba - - - 23.0 7740 - 306
Dominican Republie 2.1 3.8 50.5 43,6 100
El Salvador - - - - . 100,0 100
Guatemala 32,9 - - 8.3 31.5 27.3 %00
Haiti - - - - - 100,0 100
Honduras 14,8 29.7 - 29,0 25,1 1.4 ~.00
Mexico 3.7 38.2 13.4 30,8 12.3 1.6 100
Nicaragua - 5543 8.3 11.2 22.9 1.3 100
Panama - 34,0 24,8 38.0 32 - 100

Sub-total 48 33:2 Lk 27:9 7.5 - 5.2 10
Total Intin America La.b 2.3 i1 13.9 7s5 0.8 100

Source: ECLA, on the basis of national censue data.

/The primary
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The primary industries, which nust have a relatively large scale of
production and therefore tend to be fairly concentrated are located
n these centres,

The location of services in the main urban centres -~ public.
administration (even in countries with a federal organization),
financial services, foreign trade and domestic wholesale trade -
~also makes for the géographical concentration of economic activities.

These services are more concentrated than would seem to be
required by the distribution of the population and eccnomic activities,

The disparities in rural population density suggest that regional
concentration also occurs in the agricultural sector, where some arcas
are workéd intensively and others are not cultivated at alle. In
this respect, the important factor is not only the proportion of new
farm land brought under cultivation and the proportion still
uncultivated, but also the type of land use, A large part ¢I the

agricultural product is generated in fairly small areas which have
i'better irrigation and means of communication and where production is
organized along more efficient lines,

The electricity systems and transport facilities reflect and
reinforce these patterns of the regional distribution of ecencric
activity, In almost all countries, more than 40 per cent of the
installed capacity of the public electricity system supplies a few
major cities: a few years ago in Argent ina, 47 per cent of the
natloqal total supplied Greater Buenos Aires; in Brazil, 57 per
cent supplied Rio de Janeiro and Siac Paulo; and in Mexico, L per
cent suppiied the metropolitan areas.~/ The same is true of transport
facilities, both roads and rallways.é/

5/ See United Nations, Estudios sobre la electricidad en América
Latina, Informe y Documentos dsl. Seminario latinocamericano de
energfa eléctrica (United Nations publication, Sales No.: 63.,11.G.3),
Vol. I, p. 111.

5/ See ECLA, El transporte en América Latina (United Nations publicatic..
Sales No.. 65,11.G.7).

/For example,
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For example, the Amazon area of Brazil, which covers half the country's
territory, has only 1,000 kilometres of railway line, while the railway
network in the states of Rfo de Janeiro and Sac Paulo is very dense; in
Argentina the highly concentrated railway system in the provinces of
Buenos Aires and Santa Fe contrasts with the few railway lines in the
provinces of Santa Cruz and Misiones (see table I-29). The regional
imbalances in the distribution of roads (see table I-30) are also quite
striking: there are few roads in areas with little eccuomic activity,
and such areas make little headway, inter alia, because they lack
suitable roads,

The fact that economic activity is more highly concentrated than
population means that there are very marked differences between the income

levels of the different regions, For example, it is estimated that 78 per

,
8.8

cent of the gainfully employed populatior in the Brazilian :‘ordeste
an income lower than the national average; other estimates. -covering Brazil
conclude that the average per capita income, indexes, as compared with the
national average, are 51 for the north-west, 60 for the north and ceutral-
west, 96 for the east and 144 for the south, In Mexico, average rural

family income is slightly more than 40 per cent of its urban counterpart

and, as compared with the average per capita income of the Federal

District, the regional average income indexes are 35 for the Pacific,

south and central areas, §h for the north and the Gulf of Mexdco and

93 for the north Pacific.g/ Moreover, there is a concentration of income

in the metropolitan areas where the major part of modern industry is

gituated, It is estimated, for example, that 45 per cent of Argentina's

gross domeoulc product is generated in Greater Buenos Alres, 43 per cent

of Chile's in the province of Santiago, 35 per cent of Mexico!s in thez;ed eral

District of liexico City and 4O per cent of Peru's in the city of Lima,

&/ The data on regional income distribution was taken from ECLA, Estudios
sobre  la distribucidn del ingreso en América Latina (E/CN,12.770/44d,1).
v/ The sources for these percentages are as follows: Argentina, Federal

Investment Council, Bases nara el desarrollo regional argentino, (Bucriocs
Aires, 1963),p.54; Chile, ODEFPIAN, Politicas de Desarrollo Regional
(Santiago; 1968),p,76; Plan de Desarrollo Econdmico y Social del Perd,
1967-1970, vol, I, p.285; Mexico, CIAP, El esfuerzc interno y las nec=al
dades de financiamiento externo para el desarrollo de = ’xico
{W/ashington, December 1967), II-39,

/Table w29
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Table I=29

SGIONAL DENSITY OF THE THRED MACCR RAILWAY SYSTELS OF LATIN AMERICA

) R e Kilometrezs

Povulation Length of hllomgtres of line

> railway of lines 2 A

per km2 13 (1‘) er 100 k2 per 1,070

ine L P - ©  inhabitaits

Argentina: Total ‘ 1 43 923 1.57 2:23
Province of Buenos Aires 16,8 1L 368 he 57 2.79
Province of Santa Fe 15,1 5193 3.90 2.59
Province of Kisiones 11.6 77 0,26 0.0z
Province of Santa Cruz 0.2 287 0.12 5.02
Brazil: Total 8.3 38 339 Q.L5 0.45
State of Rfo de Janeiro 2.3 2 787 6,49 0.82
State of Sao Paulo 52,3 7 66/, 3.09 0.59
State of Paré 1.2 LLG ‘ 0.04 .29
State of Goids 3.0 4938 0.08 0.25
Vexico: Total 17.8 23 36 1.19 0.57
State of Sonora Y 1 469 0.97 2.26
State of Nuevo Leén 16,6 939 1.4 0.87
State of Baja California 7.3 185 0,25 C.36
State of Guerrero 18.4 103 0,16 0.09°

Source: ZCLA, Z1 trensporte en América Latina (United Nations publication, Sales
Nos: 65.114Ge7), DeTe

- /Takle I~30
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SOME EXAMPLES OF REGIONAL DIMBALANCES IN THE DISTRIBUTION

OF RUADS, 1940 a/

Argentina: National everage

Buenos Aires
Mendoza
Santa Cruz

San Juan

Brazil: National average
Sao Paulo
Espiritu Santo
Amazonas

Acre

Chile: National average
Valparaiso
Maule
Aysén
Chiloé

Mexico b/: National aversse
Mexico City‘
Morelos
Baja California

Chihuahua

Kilowetres
of “road per
1,000 km2

Kilometres
of road
per 10,000
inhabitarts

67.8
126,7
149.4

R5e7

3Lk

56,0
319.3
37364

0.2

1.6

78,1
229.8
L08,9

97

262

22,9

96.4
120.4

21,2

7.6

27340
1 188,2
76,7

D

1.9
67.6
149.0
4.0
L
7566
17,2
246.2
252,
51l.1
12,7
10.9
15.4
191.3
154

Source: LCLA, Il transporté en América Latina (United Nations publication,

Sales No,: 65,11,G,7), pe 17,

a/ Including roads which are impassable at certain times of vear.

b/ Excluding local roads, since their distribution among feceral agencies

is not known,

contrast
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In contrast to this high concentration of income in metropolitan
areas, there are large groups of population with very low income and
productivity levels in, for example, the valleys of Bolivia and the
Brazilian Nordeste, In the latter region, which has been termed the
largest area of poverty in the western hemisphere, there are 25 million
people with an average annual per capita income of less than 100 dollars.

This kind of disparity is becoming more and more useful for an
urderstanding of the problems of under-development, Sone experts stress
that the phenomenon is independent in character and suggest that some
areas are lagging further and further behind, not so much because they
are isolated from the over-all economic process. but because income 1s
transferred from them, through various chamnels, to the more advanced
areas which to some extent base their expansion on this appropriated
income,

There is no research which supports this argument; on the contrary,
one of the few attempts that have been made to construct a form of inter-
regional balance of payments points to the opposite conclusion, This was
a study on Argentina,z/ which showed how a large economic centre — the
metropolitan area -~ actually absorbs resources generated in the provinces,
but the transfer of income is not homogeneous, nor is it in the same
direction in all cases: it involves a transfer of income from the richer
agricultural areas to the metropolitan area, and a subsidy from the
metropolitan area to the poorer provinces, Hence, there are two areas
that'benefit ~ the metropolitan area and the poorer provinces - and an
area which subsidises them - the highly productive agricultural provinces
and two provinces producing weol and oil (see table I-31), The metropolitan
area, made up of the Federal capital and Greater Buenos Aires, 'exports!
manufactures and 'imports! agricultural products so that relative prices
influence income transfers. For example, the terms of trade for the
metropolitan area improved by 21,7 per cent between 1956 amdil959: the
price index of its 'imports! rose by 263,6 per cent while that of its 'exportst
rose by 234.5 per cent. Furthermore, it is in the metropolitan area that the
services used by the other provinces - particularly financing, insurénce

and export facilities - are located,

8/  Celso Furtado, A luta pelo Nordeste e a estrategi a Sr3
(Recife, 19 625 mimeographed,p. 2,

2/ See Bases para el desarrollo regional aggentlno, on.cit.,
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PER CAFITA GROSS DOLESTIC PRCDUCT AND

INTER-FROVINCIAL TRADE BALANCE, 1959
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Metropolitan area

Remainder of the province

of Buencs Aires

Catamarca
Chaco
Chubut
Cérdoba
Corrientes
Intre Rios
Formosa
Jujuy

La Pampa
La Rioja
Mendoza
Misiones
Neuguén
Rio Negro
Salta

San Juan
San Luis
Santa Cruz

Santa Fe

Santiago del Lstero

Tierra del Fuego

Tucumén

Per capita

gross dome s-

tic product
(thousands
of pesos at

Inter-nrovincial trade balancs on

the inter-provincial bvalance of
payments on currernt account

(millions of pesos at 1959 prices)

1953 prices) Total a/ Domestic b/
7.6 -27 175 =34 477
8,1 12 750 12 322
2.8 -663 ~663
Ll 7T 468
963 -210 1284
5.3 9 566 11 970
3.1 293 610
Le2 =492 ~492
2.9 117 -32
562 645 1 107
8.2 1818 1 956
29 . =238 =217
6.5 2 654 3 479
2e1 -1 016 ~720
3.8 L1L 551
6.2 727 860
4.0 -1 266 56
5.0 679 906
3.8 =449 -398

14.8 -1 832 1790
Soly L 085 =308
2.3 -739 -313

20,5 81 128
L2 ~645 40

Source: Federal Investment Council, Bases para el desarrollo rzeional
argentino (Buenos Aires 1963), pp., 56 and 98,

a/ Including international trade,

b/ Excluding international trade,

/+0e poorer
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The poorer provinces, on the other hand, are subsidized to an extent
that in absolute terms may be small, but the amount is significant if
compé?ed with their gross internal product, These subsidies consist
mostly of the allocation of resources by the national government for
public works or current expenditures on education and health.

The provinces in which these resources originate are those in which
modern farming is carried on a large scale, and they generate roughly
three~-quarters of the country's crop and. livestock production (remainder
of the province of Buenos Aires, Cérdoba, Santa Fe, lendoza and lLa Pampa),
added to which are the two provinces producing wool and oil (Santa Cruz
and Neuquén), These are all thriving provinces with high per capita
incomes that, with the exception of Neucuén, are above the national average
and very close to incomes in the metropolitan area. Thus a situation exists
in which a large industrial area - the metropolitan area - absorbs ecconomic

resources from the modern agricultural areas through payments for services

(&)

and relative prices and also absorbs labour, perticularly frem the roorer
provinces, while at the. same time subsidizing the poorer provinces, but
ito a much lesser degree.

In contrast, the five wealthy agricultural provinces and the two
wool and oil provinces subsidize the metropolitan area to a large extent,
They generate 73 per cent of the national crop prcduct and 75 per cent of
the national livestock product, at a relatively high level of productivity,
but they are dependent on the metropolitan area for financing, domestic
marketing, exporis and for most of the manufactured goods that they use.
The poorer provinces, on the other hand, are a source of labour
- unskilled for the most part - and recover what they lose in respect of
the payment of services and relative prices through government subsidies,

It is difficult to estimate the extent to which this phenomenon
occurs in other Latin American countries, particularly if it is borne in
mind that Argentina is relatively speaking not a typical case since
regional differences are less pronounced than in most of the other
countries, as are_ population pressures in its more backward areas. It
is clear, however, that, even if the experience of Argentina could be

applied to other countries, this would not mean that regional disparities

/in income
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in income and living conditions would tend to level out of their own
accord. Something uore than a transfer of real income in the form of
social services is needed before the backward areas can achieve more
dynamic economic growth,

3. Some examples of regional develovment
in Latin Amerieca

The fact that there has been no spontaneous effort to achieve a
better regional distribution of economic growth or to prevent regional
disparitvies from becoming more pronounced, and no definite development
proposals in this respect, had led some countries to take action and to
initiate policies to promote regional development that in some cases have
significance on a national scale. Some experience has been accumulated
in this way covering various appioaches and methods of action.

A few examples will suffice to illustrate the tvve of motivation
behind regional development policies. The National Planning Office of
Chile nas defined the reason for regional planning as the need to eii=inatc
the huge disparities separating one area from another; regional developmert
policy is thus "a multipurpose instrument designed to improve the conditions
for regional integration”.lg/ Three goals are sought in regional
integration: at the physical level, to achieve satisfactory access to
all points in the country; at the economic level, to provide similar
rewards for the factors of production and equality of oprortunity
irrespective of geographical location; and at the socio~political level,
to esteblish a single institutional framework and equal levels of
participation in social life and decision-m.ixing.

The Venezuelan national plan (1965-68) calls for the formulation
of regional plans as instruments to promote economic integration, to make
better use of potential resources and to channel internal migration, For
this purpose, the Plan indicates that it is necessary to: (a) channel
investment towards the exploitation of the resources of backward areas

in order to integrate them with the more advanced industries, regions

10/ ODEPLAN, Polftica de desarrollec regional (Santiago, 1648),
mimeographed, p.9.

[for areas;
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or areas; (b) make both the technology and the financing and information
required to improve production accessible to backward areas; and (c),

channel interregional population movements in order to contrecl the
urbanization process,

In Brazil, the ten-year economic and social development plan outlires
the stages through which regional policy has passed, starting with
assistance (primarily public works), then an attempt to alter the economic

- structure of the region in order to promote development, and finally a
national-regional policy vromoting the integration of the various areas,
At this final stage the ten-year plan was prepared, basically corsisting
of the creation of a. self-sustained development process in each region,
with an appropriate growth rate being fixed for each, and the
incorporation of this process into the main stream of national integration
with a view to reducing the economic differences between rezions and
establishing an integrated national markst,

On the basis of these general guidelines, specific criteria can
be worked ouv for the allocation of resources in terms of threce deveiopment
options, according to which either the regional product, or regional
employment or regional balance will be increased to the maximmm, Chile!s
regional development policy, fer example, focuses on the arcas with the
greatest potential, "in which dcvelopment can get going most rapidly’,
in order tn make the best use of investment resources. lHence, priority
is'given to the areas which already have an infrastructure or known resov. .35

although account is also taken ~ as a conditioning factor of secondary

importance -~ of the need to redistribute in:ome among the regions,

The Brazilian plan states that developing countries must prevent the
over-all growth rate from falling, however slightly, to the benefit of a
partigular region, because of the prisk of slowing down the whole
development process. Consequently, a different growth rate should be
established for each region, in line with the national rate and the
p0551b111t1es for self-sustained growth,

The Venezuelan plan points out that a backward reglonal economy
needs a continual inflow of resources until it has passed the 'critical!

point at which it can continue on its own, The pollcy here is to

/concentratc resources
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concentrate resources on a limited number of backward regions until each

of them passes the critical point, and then do the same for other regions,
on the assumption that the resources would be lost if they were dispersed
among a large number of regions without any single region achieving sélf—
sustained growth, .

With regard to population matters, it is argued -~ for example by
ODEPLAN in Chile =~ that action should be focused on the regions with the
greatest developmenrt potential, while according to another view, it is
Justifiable in the short term to subsidize - through public works, for
instance -~ certain regions which are incapable of providing full employment
on their own, Similarly, as in the Venezuelan plan, an attenpt is being
made to guide the urbhanization process by chammelling population movements
among the regions and preventing excessive growth in a small number of

 cities.

Once the over-~all aims and methods of action are established, then
national policies have to be defined which can be effective in ensuring
their practical application, There are two rain approaches: either an
attempt is made to develop backward areas with a view to iuproving the
living conditions of large segments of the population, or the main aim is
to open up new areas in order to exploit resources that are of imrortance
for national development, In the first case, stress is laid on income
transfers, mainly through public services and State action to modify or
improve the bases of production of the region, In the second case, the
stress is on investment in the infrastructure and other direct State .
investment. In both cases, a number of direct incentives can be used,
mainly tax exemptions,

The programmes for the Brazilian Nordeste and the Guayana area of
Venezuela illustrate these two basic approaches. Their main features are

described below,
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(a) The Nordeste of Brazil

'The Nordeste programme in Brazil is an outstanding example of
actioh designed to raise the level of living of & large population
groﬁp in Latin America, Its aim is to promote development in an area
of 1,57 millicn square kilo:etres,ll/ with 25 nillion innabitants and
an average per capita income of less than 100 dollars. The programme
‘has two basic objectives: to promote industrial developwent anc to
increace the supply of food. An executing agency - the Departnent for
the Development of the Nordeste (Superintendencia de Desenvolvimeato
do Nordeste — SUDENE) was established to achieve these objiective:, and
plans for industrial development and the expansion of agricultural
supplieé, and pre-investment plans in connexion with netural and human
resources were launched, The main policy instrument used, and the most
original of its kind, is the "fiscal credii™ mechanism under article
34/18, which is described below,

In the field of industrial development, the programme is aimed
at prcmoting private investment in industry through the creation of
tax, credit and exchange incentives, and the construction of an
infrastructure (particularly for energy and transport); the purpose .
of the agricultural plan is to bring new farm land under cultivation,
and to improve productivity; and the twin aims of the pre-invesment
prograume are to train manpower and carry out research on natural

resources,

11/ Comprising the States of laranhao, Piauf, Ceard, Rio Grande do
Mrrte, Paraiba, Pernambuco, Alagoas, Sergipe, Bahfa and part
of Minas Gerais, There are four large subregions: the mata
or humid area, the east coast, the sertao or arid region, and
the intermediate area between this and tke Amazon region.

/The ecicblishient
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Thz establishment of SUDENE was basically a new way of tackling
the Nordeste!s problems,lg/ since it was considered essertial to adopt
an over-all development apprecach in order to tackle the main problems
similtaneously, Some important propositions stem from this approach;
one of these is that the situation is most serious in the hwiid area,
where resources are less efficiently utilized than in the semi-arid
regions, with the result that problems which are apparently unrelated
to the drought, such as unsuitable farming methods and urban unemployment,
are given priority attention,

The industrial develcrtment plan, The proposed development of

industry is based on the processing of local raw materials for exgort

(to the southern central area of Brazil and to other countries), since
import substitution is limited by the small local market, The

cornerstene of the plan is private investment, stimulated by tax, exchange
and credit incentives, the construction of an adequate infrastructure

and, as a supplementary measure, the establishment of public and semi-

public industrial enterprises,

12/ TFor several decades, the serious consequences of the periodic droughic
in the agreste area (lying between the humid regions) and the
sertao - with their repzsrcussions on production and employment -
had been focusing attention on the region's economic probiens,
Thus tie National Drought Relief Department was establicaed, which
did what it could to decli with the problem by building dams and
highways, The Companhia Hidroelétrice do San I'rancisco, a semi-
public co-operation in which the Govermmernt had the controlling
interest, began operations in 1948 and by 1955 it had completed
the construction of the Paulo Alfonso hydroelsctric plant. The
Banco do Nordeste do Brasil S.A., was established in 1952 after
the 1951 drought. Following a further drought in 1958, the Federal
Government strengthened the Nordeste working group which had been
attached to the Banco Nacional do Desenvolvimento Economico (BIDE)
since 1956 and it prepared a diagnosis and a development strategy
for the Nordeste, Its report highlighted the basic causes
underlying the region's unequal development, which include the
shortage of land which is suitable for cultivation by the
techniques krown in the region, the scanty rainfall, the
unsatisfactory distribution of income, especially in the sugar-
growing area, and the predominance of subsistence farming in
the semi-arid region, ’

m L e e
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The- strorgest stimulus was provided by tax incentives, which were
applied on o large scale and along original lines which facilitated the
transfer of resources from the southern central area to the Nordeste. .
Thus, it was established that under certain conditions legal entities
throughout the country could obtain a rebate of up to half the amount of
their income tax if they invested that amount in the Nordeste (article
34/18); they were also er’itled to a rebate equal to 75 per cent of the
value of any shares nurchased in the Fondo de Investimento do Nordeste
(they would thus be exempt from tax if they purchased shares to a value
of one and one third times the amount of the tax) and up to 50 per cent
of gross taxabls income if it was used to buy shares in companies which
SUDENE considered of interest to the Nordeste, Companies already
operating in the area would be granted a 50 per cent reduction in their
income tax and additional taxes from June 1963 to 1973; and activities
initiated after July 1963 would bs tax-free for a period ol i:n years,
which might be extended to fifteen,

The exchange privileges consist of exemption from taxes and pilor
deposits in respect of imports of equipment for the Nordeste to which
' SUDENE had assigned prisrity. In addition, the President of Brazil may
authorize iuports without prior "exchange cover!, that is, regardless
of the amount of foreign exchange available under that head in the
exchange budget.

Credit financing is mainly the responsibility of the Banco do
Nordeste do Brasil, S.A., which will lend up to 50 per cent of the
total investment required for 2 project and 80 per cent of the fixed
investment, and the Banco Nacional do Desenvolvimento Econdmico, which
provides up to 60 per cent of the fixed capital, The Fondo de Investimento
do Nordeste, which is administered by SUDENE, can in its turn buy
preference shares, without the right to vote, in NordeSte enterprises,

SUDENE used its own resources for the infrastructure projects
(construction of energy and water supply systems, organization of
transport énd urban gervices, surveying of natural resources, and
manpower training), but it mainly co-ordinated the action of various
national and state agencies operating in the area, The task of

/ereating cuch
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creating such "external economies'" absorbed most of the resources
earmarked for industrial development, since the industrial enterprise
itself generally remained in charge of the private project,

SUDENE has established public or semi-public corporations to carry
out different activities and participates in them to a varying degree,
The two most important enterprises, both owned mainly by the State, are
the Usina Siderdrgica de Bshia ~ in process of installstion - with a

roduction capacity of 130,000 tons of thin steel sheet and tinplate,

and the Companhia Pernambucana da Borracha Sintética, which manufactures
butadiene and polybutadicne from cane alcohol, Moreover, SUDENE has
shares in twelve electric power companies and in some enterprises engaged
in specifie activities (Artesanato do Nordeste S,A., Companhia de Aguas

e Esgotos do Nordeste, Companhia Nordestina de Sondagens e Perforagoes)
whose relatively small capital has nearly all been provided by SUDINE,

The agricultural plan. The main purpose of the agricultural plan
is the supply of food, This is being achieved through four projects:
mere intensive land use in the humid areas, utilization of public laund,
land cettlement in Maranhao, and improvement of farming methods. The
first project provided for eapital investment in sugar-growing in
order to increase productivity by means of irrigation ard mechanization.
At the same time, the cultivation of food crops was to replace the
cultivation of sugar-cane in scme areas. This project was abandones,
however, because of a sudden change in the conditions in which it was
to be carried out; the old sharecroppers became agricultural wage-earners,
and the sugar economy was able to stand this increase in costs only
because more sugar was exported at preferential prices owing to Cuba's
exclusion from the United States market,

The second preject relates to the organization of farms for the
production of foodstuffs on 25,000 hectares of public land within easy
access of population centres, In addition, it was planned te bring
250,000 hectares under cultivation in Maranhao, 30,000 hectares of,
which would be devoted to market gardents and fruit farms, Lastly,

& programme of research was initiated with a view to discovering

appropriate techniques for some areas and crops giving rise to problems

/which had
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which 'ad not been solved by the usual farming methods (for example,
. improvirg the soil of 3 million hectares of tableland with enough
rainfall but a low level of fertility).
- Administrative nlanning and organization. SUDENE did not prepare
a-real over-all development plan for the Nordeste, The three "master

plans" which it has .drawn up so far merely group the main investment
projects within the context of an over-all strategy. It also co-ordinates
. the work of all the national agencies operating in the area,

OUDENE has a secretariat and a Deliberative Councll~——/ the former
is responsible for ensuring the adoption of technical solutions, and the
latter for co~ordination at the policv-raling level, It is financed by
2 per cent of Fedoral tax revenue, and by whatever funds are allocated
tn. it in the Federal budget for implementation of the Master Plan, It
also uses 50 per cent of the convertible exchange earnings on foreign
expercs from the Nordeste to pay for its own imports,

Some results in the field of industrial development. The results

of SUDENE'!'s action reveal notable progress in industrial development
programmes ., ' .

SUDENE gave considerable impetus to industrial deveélopment thanks
to the influx of resources from the scuth-cenmtral area under the "fiscal
credit " system, It was thus suceessful in applying policy inctruments
which were specially designed to further regional developmeﬁt and were
necessarily different from those that have traditionally launched or
aided the process at the national level, Tariff protection, which '
embraces the country_as a whole withcut discrimination between regions,

was not applicable in these cases, and the peculiar combination of

13/ The Deliberative Council is composed of Governors of the states
within the purview of SUDENE and representatives of the Ministries
of Agriculture, Education and Culture, Finance, Industry and Trade,
Mines and Energy, Health, Labour and Social Security, Transport
and Public Works; of the Banco dn Brasil S.A., the Banco
Nacional do De°envolv1mento Economico and the Banco do Nordeste
do Brasil S.A.; of the Armed Forces, and of the Companfiia
Hidroelé&trica do San Francisco; in addition, the Head of SUDRIE,
the Difector of Grought Relief Works and the Director of tbe San
Francisco Valley Authority are ex oficio members,

/inflation, over--valuatic..
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inflation, over-valuation of the currency and import control,lﬁ/ which
resulted in high prices for Brazilian’manuféctures and subsidized the
purchase of equipment and intermediate goods, was not operative either,

In order to promote the concentration of industries in specific
locations, recourse was had to indirect methods which went even beyond
the construction of infrastructure works and the grarting of tax privi.eges
for local activities, Although the execution of public works
-~ particularly for transport services and energy supply ~ was a big step
foreward compared with the previous situation, the advartages it brings
are nct necessarily big enough to compare with the external econnmies
which already exist in more developed areas, Moreover, experierce with
tax exemption shiows that this is not a decisive factor in choosing a
location, since although it affects césts, it does nothing to reduce
the risks and possible losses involved in an unprofitable investment.ié/
Hence the importance of the additional advantages offered by the "fiscal
credit" system used in the Nordeste of Brazil, whereb& the funds for
payment of up to 50 per cent of income tax, which would otherwise hs ve
constituted a direct transfer cf income from entrepreneurs to the pullic
sector, may be used to subscribe part of the capital of new Nordeste
enterprises, |

Twenty-five, 50 or 75 per cent of the capital investme:" comes
from the funds provided under article 34/18, ths proportion depending
on the priority assigned to the project by SUDINE, Furthermore, the
Banco do Nordeste do Brasil may lend up to 50 per cent of the capital,
without any adjustment for inflation., Thus, in highly important
projects the entrapreneurts contribution may be as little as 12,5 per
cent of the necessary capital. This system has resulted in
considerable industrial growth, Up to April 1967, 254 projects had

been approved with a planned investment of 840 million new cruzeiros.

14/ See Albert O. Hirschman, "Desenvolvimento industrial do Nordeste
Brasileiro e o mecanismo de crédito fiscal do artigo 34/18M,
Revista Brasileira de Fconomia, December 1967, p. 24.

15/ Ibid., p. 26.
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The psyments maude under article 3&/18 1ncreased fron‘S 9 million new
- eruzeiros in 1962 to 252 million in 1966 _and thelr share in the income
tax revenue collected from limited companies rose. from 9.5 per cent in
1962 to 50 per cent in 19463 nearly four-fifths of those. uepovlts cane
'from the states of Szo-Paulo and Guanabara, ;

There has been some discussion of the question of whether or not
it is justifiable or desirable to transfer a significant volume of
fiscal resources to private industry, which is what the "fiscal credit"
mechanism in fact entails, To some extent, this is also linked to the

- degrée to which the profits generated by the new enterprises are ploughed
" back and are abscrbed by the economy of the Nordeste, or the extent to
which they are renitted to the south-central area, particularly after
the first stage, when the main flow of resources was naturslly in the
direction of the Nordeste, Other questions have also ariscn, such as

- the capital~intensity of the new enterprises in relation tc the original

- employment situation, and whether the system would be in operation long - '
enough for the process of industrial development to become seliheustaining.lé/

(b) The Venezuelan Guayana area

The work being done in the Venezuelan Cuayana area is a typical
example of a programme for tie utilization of unexploited reszurces and
‘the construction of a large industrial centre in a region rich in natural
resources, particularly hydroelectric power, mining products (coal,
dolomite and quartz) and forests, o '

B This regional programme is organized on a very Jifferent basis
from that of the programme for the Nordeste area of.Brazil, since this

¥ .is a sparsely populated regioa which has never really been part of the

national economy, and the: primary consideration is the efficient utilization
of its huge natural resources potential, '

The problems encountered and the instruments for their solution
are also quite different, There is no question of changing existing
?,;situations'or harming vested interests; in particular, the problem here
is to prepare land for cultlvatlon whlch has been v1rtually abandoned,

;.é/ .____.Ibid.} PP, 2}4-32¢
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rather than to disrupt and transform a long=established agrarian
structure, On the other hand, it is necessary to mobilize human and
capital resources on a considerable scale with a view both to facilitating
direct production activities and to establishing an urban centre :

- Guayana City, at the confluence of the Orinoco and Caroni rivers, the
popuiation of which is ei@ected to grow from 2,000 to 250,000 between
1950 and 1980, '

The programme consists mainly in constructing an industrial centre,
producing hydroelectric power on a large scale, cultivating new land,
establishing a city, and training manpower, Its execution has been
entrusted to the Venezuelan Guayana Corporation (Corporacidén Venezolana
de Guayana), which was established at the end of 1960 as an autonomous
institute under the Office of the President of the Republic.lZ/ The
Corporation may take direct action or operate through subsidiary bodies,
and it is authorized both to mobilize the govermme.t rezourses asslzred
to it and to participate in specific projects financed jointly with
foreign capital and domestic private capital. Thus, through one
subsidiary body it is building the Guri dam and managing the electricity
supply system, and through another it is installing a stcel plant, At
the same time, it is associated with foreign investors in a project for
the production of aluminium, and with domestic irvestors in the operation
of a pulp mill for the manufacture of paper and paperboard, It is also
laying a gas pipeline, which will enable the foreign company mining iron
ore to smelt it, and in general it is providing the necessary infrastructure
- including the construction of the new urban centre -~ for the
establishment of private industry,

The guiding principle of all these new activities is that they

must be effectively integrated in the over-all domestic econonmy, so that

s

17/ The assets and functions that had formerly been those of the Survey
Conmittee for the Electrification of the Caroni and the Venezuelan
Iron and Steel Institute were transferred to the Venezuelan
. Guayana Corppration.also, It has a President, who is responsible
for all executive functions, and a Board of Directors compoced
of four members, all of whom are appointed by the President of
the Republic, which acts in an advisory capacity, '

/even though
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even though a good deal of the region's nroduction is to be exported,

the new development node will not result in enclaves whose contribution

~to the rest of the domestic economy is confined to the péyment of royalties

3

and taxes.;g/ C

‘The proposed industrial centre comprlses a steel plant, an aliminium
plant and a pulp and paper mill, The steelmeking programme is administered
by Siderdrgica del Orinoco C.A,, which built and is now managing the

. Planta Siderdrgica del Crinoco, with a capital of 200 million tolivares.

This company belongs to the Venezuelan Guayana Corporation and came into
being as a result of a change in the legal status of the Steel Division.

The construction and administration of the aliminium plant ic in the hands

.of the Compafifa Alumina del Caroni S,A. (ATCASA), which is owned on a

fifty-fifty basis by the Venezuelan Guayana Corporation and the Compafiia

.~-Reynolds International. Cons.ruction started in February 1964 at latanzas

(Guayana City), and the aim is to build a reduction plant for ingots and
billets, " The Sociedad Pulpa Guayana is establishing a paper and paperboard

plant which will draw its’raw materials from the huge forest resources in

. the Guayana area, This company comprises the Venezuelan Pulp and Paper

Corporation, Cartones Nacionales S.4i. and Cartdn de Venezuela S.A.

Besides these projects, there are others under study or in course

~of execution., For example, it is expected that, upon completion of the

Anaco~Guayana City gas pipeline, the Orinoco Mining Compeny will produce

..briguettes with a high iron content by a process of reduction wiﬁh natural

~ . gas, Other projects include the manufacture of iiquid ammonia for export,

a slag cement plant ~ which would moke use of material obtained from the
steel plant -, wheat and maize flour mills, and food-processing plants,
The hydroelectric potential of the Caroni River is one of the main

. natural resources of the area., The 'Compafifa CVG - Electrificacién del

Caroni C.A., ~ was set up as a subsidiary of the Venezuelan Guayana

Corporation for the purpose of constructing the hydroelééffié—works and

f'distributiQn network and of managing the whole system. It is at present

1§/'>fSee Alexander Ganz, La planlflcac16n regional, clave de la etapa
- “'getual del desarrollo econdmico de Awérica Latina: el caso de
Guayana, una regidn "frontera', paper presented at the Seminar on
State Planning organized by ECLA and BNDEL at Rio de Janeiro
in July 1965, p. 9.
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managing the Macagua I plant and is responsible for the power transmission
and'disﬂribution'lines, interconnexion of the regional electrical system
with those in the east and centre of Venezuela, and the construction of- .
the Guri hydroelectric dam and plant,

The Venezuelan Guayana Corporation is engaged dirsctly or through
contractors in the building of Guayana Cltv. The use of land and the
prov151onlof public services for both government and private activities
are laid down in the plan for the town, Work has already begun on the
Alta Vista centre; some areas have been set aside for industry and other
sectors are being urbanized,

It is planned to develop the Orinoco delta in order to solve the
problem of food supplies for the region, particularly Guayana City. This
area of some 20,000 square kilometres is periodically devastated by
floods, As part of the bank nrotection works, the first s ~ep has been
to close the Mdnamo channel znd to build dikss, Irrigation projects are
also being carried out in areas near Guayanz City, such as Culies, and
forestry and fisheries studies are being undertakén.

As regards human resources, community development programmes have
been launched, with the establishment of Social Welfare Boards which
encourage the people themselves to take part in studying and solving
their common problems, In the field of educaticn, the prograime for
the establlshment of primary schools and technical training facilities
for adults has been worked out in the light of a projection of manpower
needs over the next ten years; a regional centre for research, prograrming

and educational services has also bzcn established,

L4, Regional develcpment prosmects and policies

However widely the objectives, scope and patterns of the above-
mentioned regional develepment programmes may vary, a feature cormon to
them all is the increasing importance attached to reclonal questlons in
national development policies as a whole. In all probability, this |
tendency will become even more marked in the next few years, both on
account of situations already existing and as a result of the p0551ble
repercussions of other factors - ineluding Latin American economic integration
and the prospects and demands of agricultural and industrial development —~

on the allocation of resources by regions,
/It would
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It would therefore be.qppropriate to devote fuller consideration
to the criteria that shoulg be applied in defining a regional development
policy, but thé'difficulty io that in the end, an analysis of this kind
covers the same ground as a global development strategy and an over-a.l
policy for the qllocation of resources, Without overlooking the need to
envisage thé subject in this broad context, the following paragraphs will
touch upon a few p01nts relatlng mainly to the two alternatives represerte
by concentration or wider regional distribution of resources, and to other
factors which are coming increasingly to the fore as determinants of the
location of econoric activity.

(a) Over—all development and zoning

The first necessity secems to be to discuss the basic guidelines
for a policy’relating to the regional alloca*lon of resources, in the
light of its predictable effests on the over-all rate of growth, the
capacity to maintain or increase that rate in the future, end the extension
of the benefits of development to the majority of each country's population,
In a first approximation, it might be argued. that the coricentration of
resources in a metropolitan area would represent at once a”requisite for
the expansion and diversification of the structure of the economy, and
an optimum”allocatioh from the standpoint -of the over-sll growth rote,
since it would constitute a.mean of taking maximum advantage of exterral
economies,” Secondly, it might likewise be assumed that the enlargement
and consolidation of this central focus of developuent would make it a
radiation factor that would promote the development of the rest of the
econony. Were this to happen, the problem would not be strictly one of
regional development requiring the adoption of policies deliberately
designed to tackle it, The only trouble would be the lack of
synchronization between the period of consolidation of the métropolitan
area and the process of radiation throughout the rest of the system- and
in the course of tlme that process would spontaneously brlng about the
integration and unification of the national economy. ,

Severql_asppctg of Latin Americals éxpériencé“éppear to suggest ., .
that the first of these postulates is linked to specific stages of growth.
and that there ié‘good reascn :to doubt ‘the validity.of ﬁhe sooond.

/Unguestionably, throughout
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Unquestionably, throughout one entire phase, a "polarized" type
of development represents an allocation of resources which is economically
Justifiable and implies substantial progress from the standpoint of the
possibilities. of improving the population's levels of living, It is also
true, however, that these merits will hold good only as long as the
following two requisites are fulfilled: the productivity of the resources
invested in the more advanced development nodes must be higher lhan it
would be in newly-opened~up or backward areas; and there must be evidence
of capacity to impart dynamism to the rest of the systems and to absorb
an increasing proportion of the national population at adequate levels
of productivity and income. Hence the content of a regional policy cannot
be defined irrespective of the specific stage of development through which
the economy is passing, and from another point of view this means that
the wide variety of situations existing in the various Latin American
countries may invalidate any generalization formulated for Latin America
as a whole,

(i) The significance of external economies, It is common knowledge

that factors relating to external economies carry a great deal of weight
in the economic analysis of location options and decisively influence the
regional distribution of investment. In order to study their si;nificancs
in relation to the present characteristics of the Latin American
economies, a distinction must be drawn between two categories of
determinants of the external economies in cuestion, The factors more
directly linked to a specific production unit and to cuestions of
supplies of inputs, access to financing and sub-contracting markets,
proximity to the decision-making centres and to technical research and
manpower training services, etc., must be differentiated from those
connected with the infrastructure - usually the responsibility of the
public sector -~ required for the develepment of productive activity,

such as transport and means of communication, and urban infrastructure
with its supplementary services (housing, water supply, medical services,

schools, etc,).

/This distinction
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This distinction is important both from the standpoint of the real
duration of'the external economies concerned and from that of the
incidence of each type of factor on private and public decisions as to
the location of investment, , |

Generally speaking, it may be granted that the factors directly
linked to'production units go on increasing the external economies they
signify for an indefinite length of time, The more a specific developmert
node expands and the more activities are concentrzted in it, the more
substantial and widely varied will be the advantages it offers to new
activities in this respect, But the same is not necessarily trvz of
factors of the gfecond type, in particular, those relating to urban
infrastructure,

Theoretically, once a specific urban centre has been established
on a firm footing and adequately provided with the appropriate public
utilities, it will be in a position to accommodate the more numerous
population justified by the installation of new enterprises, The general
facilities already available will be more intensively utilized, and o
every additional person will therefcre mean a decrease in costs.

This ratio cannot be of the linear type, since in the utilization
of certain services successive saturation points will inevitably be-
reached, and at each of these critical junctures relatively substantial
investment in expansion will have to be effected, opening up new
possibilities of external economies, until the next time a similar
situation afises. For example, supposing that iﬁ a given city the
potable water or the electric power supply is sufficient for
100,000 inhabitants, once this limit is exceeded an squeduct will have
to be built, or new generator groups installed, which will serve the
needs of a population of 300,000; and when that mumber is reached the
problem will again recur,. 7 _

Hence it is clear that the external economies linked to the
establishment of new population settlements in a given region are
contingenﬁ*ubon each individual situation and point of time. An important
longer term question is whether the cost of urban infrastructure tends

to increase or to decrease in relation to the size of the ponulation

/concerned, Little
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concerned, ILittle empirical research has been conducted on this subject,
and its findings are not always consistent even for one and the sane
country, For example, in a study made by SVIMEZ in Italy in 1956, the
costs of fixed social investment per inhabitant of an urban centre were
estimated at 123,000 liras in towns with 30,000 inhabitants, 194,000 liras
in those with 30,000-200,CC0 inhabitants, and 357,000 liras in those
with a population of. over 200,000.12/ In contrast, anotter study, also
carried out in Italy, assigns the highest costs of construction,
installation of facilities and maintenance to to'ms with about

100,000 inhabitants, the figures being lower both for smaller ard for
larger towns.gg/

At all events, it should be borne in mind that in many Latin American
countries there are other factors currently in cperation which may waéken
or thwart the possibilities of utilizing the greater external ecoﬁomy
potential of metropolitan arcas, Suffice it to recall the extremely high
urban concentration indexes already attained (high both i comparison wit'.
other more developed countries and in relation to the nature of the urbai
economy corcerned), the speéd of the in-migraticn process, and the
cumulative social service deficits that are so marked in the metropolitan
areas in question,

In many instances, urban development has cutstrioped tiie capacity
to meet demand for public utilities, understandzbly erougl in view of
the fact that during the nineteen-fifties the increase in the urban
population was 71 per cent in Latin America 2/ (as against oniy 18 per

cent in Europe), It often happens that in towns which have grown very

19/ See SVIMEZ, "La localizzazione industriale ed i costi sociali
delliinsediamento di nueva unitd lavorative", Informazioni SVIMEZ,
Rome, May 1957, Guoted by Alessandro Busca and Salvatore Cafiero
in "Gosto social del asentamiento!, Cuadernos de la Sociedad
Venezolana de Planificacidn (August 1966), p, 40.

20/ See TEKNO, Ricersa sui costi di insediamento urbani ed industriali
in varie cita diltalia, Milan, 1963, Quoted by Busca and Cafiero
in "Sosto social del asentemiento", op.cit., p. 41.

2/ Of this increase, about one-third - in decreasing proportion in the
larger countries - is due to the new towns with more than
20,000 inhabitants; the rest may be ascribed to the population
growth in existing cities.

/fast the
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fast the ability to provide such services efficiently declines, and

serious inconvéniences ensue, espeéially in respect of intra-urban

transpbrt and commnications. In some metropolitan areas, tens of

thousands of persdns living at distances of anything from 30 to

60 kilometres from their place of work are dependent upon daily transport; -
the cost of this commuting has not been measures, but indirectly it

undoubtedly implies an increase in working hours and a drain on wages,

in addition to the direct cost of transport facilities. .

The cumulat*ve shortfalls 1n social services, in their turn,
reach abaorma*vext:emes. For example, the urban housing deficit in
Latin America was éstimated at 14 million housing units in 1961, and,
to make matters worsce, shows a rising trend, About 30 per cent of the
urban population has no piped water Supply. As regards education, in
1960 there were 4O million illiterate adults in the region as a whole,
and the adult population had not recelved more than 2.2 years of schoolinz
on the average,

In these circumstances, it is doubtfu¢ whether the expansion of
many of Latin Amerlca's metropolitan areas would afford opmortunities
for external economies, On the contrary, in some instances the
per capita cost of urban infrastructure entailed in the establishment
of entirely new towns would be lower than that of expanding the major
urban centres already in existence, For example, in the case of the
underground railways in Rio de Janeiro and Sao Paulo, the cost per
kilometre of track is estimated at 10 million dollars,

~ Clearly, therefore, the significance of external economies and
consequently of criteria for the regional allocation of resources
differs greatly accordlng to whether they are envisaged from the
standp01nt of a partlcular enterprlse or project or from that of the
national economy as a whole. 1In the first case, as long as foreseeable
operational results are related to direétlyiproductive investment, the,
advaﬁtages will be on the side of unlimited’agglomeration, and this is,
in the last analysis, one of the chief principles on which private
investment decisions are based, But such estimates of productivity
or profitability fail»to take into account the need for supplementary

/public investrent
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public investment (national or municipal), which sometimes has to be

on a substantial scale, and in practice represents an indirect subsidy
to enterprises, In other words, the national economy might derive more
benefit from the location of new enterprises in second- or third-
category development nodes, where they might help to further the
modernization process, than from their installation in major urban
centres, in so far as these latter record rising costs for the expansion
of infrastructure and public utilities, Unfortunately, no data are
available for testing the validity of this judgement, even in relation
to some of the metropolitan areas of Latin America.

(i1) Concentration of resources and incentives to recional

development, Despite the foregoing reservation, the possible advantages
of concentrating resources in a few development nodes would still hold
good, in so far as these centres were capabls of acting as instruments
for radiating progress to the rest of the economy and for oromoting
economic growth, A prerequisite for .defining the advantages in question
13 to investigate the relations between the major urban centres, on the
one hand, and, on the other, the secondary urban centres and the whole
of the rural periphery. This is another field in which very little
research has been undertaken in Latin America.

In their early stages, indusirial development and the diversification
of the economy call for a relatively high degree of regional corcentration
in the allocation of resources, and can make advantageous use of a
set of external economies, In addition, the development and consolidatio:
of the eentres of economic growth implies that income is diverted to
them from traditional activities, either directly, through the
channelling of part of the irvestment capacity genersted in such
activities towards the centres concerned, or indirectly, through the
transfer of surpluses by means of taxation (mainly taxes on primary
exports at first), At a later stage, especially in the conditions
attendant upon the development of Latin America, the major urban
centres find other ways of appropriating surpluses from the rest of
the economy; for example, in a framework of strongly protected industrial

development, what happens is not that part of the benefits of technical

/orogrecs are
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progress are transferred through reductions in the prices of mamufactured
goods, but that relative prices tend to favour the urban centres, to
which real income is thus transferred from‘bhe rest of the system,

A process of this’kind might be regarded as a temporary necessity,
required until the more advanced qevelopment nodes were firmly
established and were capable of eﬁéendering on their own account
sufficient surpluses to safeguard their subsequent expansion, while at
the same time bringing the higher levels of productivity and better
living conditions by which they are characterized within reach of an
increasing proportion of the country'!s population, and diverting part
of the surplus to the rest of the economy in order to make the system
as a whole betier integrated and more homcgeneous,

The investment levels attained are much lower than might be
expected in view of the high cegrees of income concentration, and the
production techniques in use are increasingly capital-irtersive and
employ relatively little manpower, These two circumstances in conjunction
considerably reduce the capacity of modern activities in the nmetropcliten
econoluy to absorb a growing proportion of the labour force. Thus, the
development nodes fail to increase their potential as instruments for
imparting dynamism and homogereity to the rest of the econory; what is
more, the rapid tempo of migration from the rural areas tc the towns
is ¢reating within the metropolitan areas themselves a steadily growing
population sector which has to find employuent in activities where
‘productivity and income are minimal, with the result that internal
disparities are created which are juct as striking as the differences
between the meiropolitan area as a whole and the rest of the country,
The very structure of production capacity tends to reinforce this
process, inasmuch as it is geared to the consumption patterns of the
upper income strata and therefore places emphasis on the expansion of
more highly capital-intensive activities providing less employment per
unit of product, while increasing diversification is demanded which
involves the disadvantage of unduly small scales of procuction.

The special conditions in which the development of Latin America
is taking place, however, do not seem propitious to such a process.

The investment levels attained in the large urban centres are usually

/rmach lower
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much lower than might be expected in view of the high degrees of income
concentration, largely because of the ways of living and consumption
expectations of the social groups receiving those incomes; and since at
the same time the production techniques in use are increasingly capital-
intensive and employ relatively little manpower, the capacity to absorb
the labour force is reduced, Thus, the development nodes fail to increace
their potential sufficiently as instruments for imparting dynamism to

the rest of the economy; what is more, the rapid tempo of migration from
the rural areas to the towns is creating within the major cities a
steadily growing population sector which has to find employment in
activities where productivity and income are minimal, with the result that
internal disparities are created which are just as striking as the
differences between the urban areas and the rest of the country, The.
very structure of production capacity tends to reinforce this nrocess,
inasmuch as it is geared to the consumption patterns of the upper income
strata and therefore places emphasis on the expansion of more highly
capital-intensive activities providing less employment per unit of product,
while increasing diversification is demanded, which increases their

costs because of the unduly small scales of production. The process is
further consolidated by means of price mechanisms and the tapning of
financial surpluses through the bank system, Accordingly, the economic
system tends to accentuate the disparities in regional develorment,

(b) ther factors destined to influence regional development policies

The foregoing considerations point to the necessity of formulating

a regional development policy which would fit into the freamcwork of an

over-all development policy, In the special conditiens prevailing in

each country, it would be necessary deliberately to alter the traditional

pattern of location of economic growth, Thus, the efforts that are

already being made in several Latin American countries, as described in

an earlier section, would take their place within a more general programme,
There are also other factors which enhance the need for an active

regional development policy and which will in all probability influence

the direction it takes,

/(1) Latin
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(1) Latin American economic integration, Outstanding among these

factors are Latin americals economic integration prospects, The
traditional development centres, cut off from one another as they are,
could hardly constitute the basis for a more closely integrated ILatin
American economy, ' o ' '

The diffieulty lies not merely in the vast distances and tcpographical
obstacles involved, but also in the principles which governed the
“establishment of the Latin American transport and comriudcations sysbe.ue.
The whole of the transport network was constructed in line with the needs>
of the export trade, and the golden rule was to follow the easies® route
from the production site to the foreign consumer centre., Generally
speaking, each individual country!s trairspcrt system was designed to
serve foreign markets, with the seaports forming its axis, and the
interconnexion with points in the interior was neglected, Similarly, at
the intermational level there was no regular linkags, eitler by sea or
by land, between different Latin American ccuntries,

If the resulting pattern of regional distribution of ecoromic
activity did not even serve definite integration objectives within the
national economies, much less could it have taken into account the
possibilities of complementarity among the Latin American countries,
There were even specific stages at which intra-vegional conne:ions that
had previously been established tended to disappear,

Signs of what the subsequent courss of the Latin American
integration movement may mean in terms of each country'!s regional
development are already discernible, An exzellent illustration is
afforded by the regional agricultural policy pursued in the Central
American Common Market, which, as it operates at the level of the
five countries in conjunction, has permitted the restructuration and
zoning of agricultural production. This has led to a form of

specialization by areas which may revolutionize the structure of

/agricultural produc’.ion



E/Ci,12/825
Page I-123

agricultural produc*tion in each of the countries concerned;gg/ In the
future, moreover, the subregionzl integration projects of the Andean
Group and the countries of the River Plate basin may imply a radical
change in the structure and location of demand, which will necessarily
affect the location of the activities intended to satisfy it,

A Latin American integration programme based essentially or solely
on the activities and potential of the existing centres of econoiic
activity might still further accentuate the existing disparities, unless
a strategy for regional development is adopted,

(ii) The reguirements of agricultural developmernt, Whatever the

requirements of Latin American integration with respect to the geographical
allocation of resources, a concurrent pressure will be exerted by internal
needs themselves, Agricultural development prospects constitute an
illustrative case in point,

The existing food shortage, population growth snd the nzed to
increase and redistribute income will necessitate a very rapid expansion
of agricultural production., It may be estimated that during a fairly
representative period (for example, ten or fifteen years) these demands
can largely be met by increasing produgtivity in the areas already farmed;
but even if yields are relatively high, much more land will still have to

be brought under cultivation, According to the studies that are being

22/ See ECLA, Evaluacidn de la integracidn econdmica en Centroamérica
{United Nations publication, Sales N°: 66,11.G.9), pp. 60 et_seg.
This document, which is publishzd orly in Spanish, was partly based
on a study prepared for presentation 2t the ninth session of the
Economic Commission for Latin America (E/CN,12/CCE/327/Rev,l),
from which the following passage is taken: "Greater possibilities
for the zoning of production are afforded by the wide range of
variations in climate, physical conditions, soil fertility and
distribution of water resources in Central America as a whole, as
well as by the marked extent to which one country differs from
another in respect of the relations between the size of the rural
population and the quantity and quality of the resources available
for agricultural production., All this would enable the economic
use of the less productive areas to be given a new structure, and
would facilitate more intensive farming of the land best suited
for various crops, which today is often technically and economically
urder-utilized!’,
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carried out by the ECLA/FAO Joint Agriculture Division, by 1975, if
reasonsble agricultural consumption targets are to be attained, farm

land in Latin America should be expanded by 70 million hectares, of

which 35 million would have to be used for crops and 35 million for
livestock production.gz/ Tt should be recalled that in 1965 the total
area under crops amounted to 80 million hectares, and grazing lard

- measured in terms of artificial pastures = represented 222 miliion
hectares (65 million of artificial pastures and 157 million of natural
pasture equivalent), Expansion on the scale indicated would involve the

" \plementation of a regional policy aiming at bringing under cultivation
te equivalent of one~fourth of the existing agricultural area,

‘ This implies not only the construction of infrastructure to facilitate
access to the areas opened up, but also significant changes in agricultur:l
location patterns, But the process cannot stop there; in one way or
another, the incorporation of new agricultural land will bring new urban
centres into being, and will afford opportunities for new regional
development nodes to spring up on the basis of more diversified econories.,

(iii) Industrial development policy. In the past, industrial

development has unguestionably been one of the factors that have done
most to promote the geographical concentration of development,
Nevertheless, especially once specific stages of industrial growth have
been attained, the continuance of this concentration is not necessarily
inherent in that of the industrialization process.

Generally speaking, apart from the external economies already
discussed, the location of industry in the major cities has been determined
by certain principles of manufacturing development which are unlikely to
carry out the same weight in:the future. As long as industry was geared

to import substitution in respect of consumer goods and to the satisfaction

23/ Per capita agricultural consumption in the lower income groups
-~ 50 per cent of the total population - will probably rise from
62 dollars per anmum in 1965 (at 1960 prices) to 103 dollars in 1985;
‘at the same time, per capita consurption in the higher income groups
~ the other half of the population - should increase from 145 to
158 dollars. This would mean that the agricultural consumption of
the lower income groups would reach what is at present the average
level for the total population. :

/>f the
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of the growirg and increasingly diversified demand of the upper income
strata, a location pattern other than agglomeration in the large urban
areas was hardly conceivable, With the exhaustion of import substitution
possibilities in the field of final consumer manufactures, however,
industrial development is compelled to seek means of utilizing and
processing natural resources, with a view both to the domestic market

and to exports of manufactured goods, By their very nature, many such
industries are bound to be located near the resources concerned,
irrespective of the markets afforded by the traditional development centres;
and this implies new regional patterns of industrial distribution.

Other factors of regional location are linked to the strategy for
development policy. Obviously, a policy will have to be adopted in which
priority is given to raising the productivity of the non-modern economic
sectors and the real income of the population living in subsistence
conditions. The considerable increase in demand for intermcdiate, capital
and consumer goods, besides the large-scale agglomeration which such a
policy is likely to promote, would require the development of new ceuntres
of development which would have to be given deliberate impetus.

In so far as all this inwolves significant changes in income
distribution, other factors will emerge which would also facilitate a
broader regicnal distribution of the industries producing consumer goods.
If the population of rural areas and of new urban centres obtains a larger
share in real income, the structure of demand for consumer manufactures
will alter in favour of wage goods, which in their turn are precisely those
for which requirements in respect of scales of production and concentratio::
in large anits are less exigent, and which therefore lend themselves
better to more balanced regional location.

(¢) Criteria for regional allocation of resources
Taken as a whole, the considerations set forth in the two preceding

sections suggest that the formulation of a regional development policy
aiming at the opening-up of new areas and the establishuent of new
development nodes does not necessarily represent a sacrifice of resources
Justifiable only in the light of income redistribution criteria or by

the political expedierncy of closer integration of the naticnal territory,

/Strict adherence
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Strict adherence to a profit~cost criterion based on short-term
prospects is not enough, since in most cases the conclusions to which it
led would be unfavourable to the broader regionalzqistribution of resources.
As a general rule, when profit-cost ratios are calculated no account is
taken of the indirect investment required to exéaﬁd-infrastructﬁre and
urban services, and there is good reason to doubt wﬁether these would
continue to afford opportunities of benefiting by external economies in
several of the Latin American metropolitan areas.

Furthermore, it is essential that decisions of this type should be
based on a sufficiéhtly long~-term outiook. Naturally, the yields that
ﬁay derive from the establishment of development centres in potentially
wealthy areas which have not, however, been sebtled or developed, can
only be properly assessed over the medium or Jong term. _Hydropower, .
irrigation or iand settlement projects and road-building, for example,
which permit thé development of new areas, entail investment that is slow
to mature, but is often more than justified by the direct and indirect
benefits subsequently reaped; what is more, in many instances it is
precisely éuch economic penetration projects that have given the Iatin
Americén economies their present structure. Cases in point are such
projects as those relating to the valleys of the Rivers MNegro and
Papaloapan (in Argentina and Mexico), to land settlement in Purard
(Brazil), and to the areas of Tingo Maria Pucallpa in Peru and Futumsyo
in Colombia., Through these underfakings, not only have sources of wealth
been created, but markets ﬁave also been established or expanded, giving
rise in their furn to newvifxvestmentn No less significant is the potential
of other projecus not yet complzted, such as that of the Carretera Marginal
de la Selva, Latin America abounds in undeveloped areas of great potential
wealth, where the establishment of new development nodes would be
justified, Thus a snowballing process similar to that which determined
the concentration of economic activity in the existing centres would be
reproduced in a different setting, on a different scaie and with different
objectives, Obviously, however, in sugh céses economic expendiency
cannot be evaluated project by project, but must be assessed from different
angles and on the basis of a comprehensive comparison of various programues

under an over-all development plan.
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Lastly, in relation to some regional undertakings at least, it
should be recalled that the problem cannot alwavs be stated in terms of
options for the allocation of a given quantity of aggregate resources,
since regional development policies themselves may result in the
mobilization of additional resources which wonld otherwise remain idle,
In other words, a more active regional development policy may not only
imply a different pattern for the allocation of resources by regions,
but may also serve as an instrument whereby a larger volume of domestic
resources can be mobilized for capital formation purposes.

This involves recognition of the need for broader approaches to
investment questions than those traditionally adopted. Hitherto, attention
has been almost entirely concentrated on the mobilization of financial
resources and the removal of obstacles to increases in monetary savings
on the other hand, much less heed has been paid to the poterntial capacity
of substantial unemployed or under-employed human resources to contribute
to real capital formation, particularly in agricultural infrasiructure
expansion projects, This potential would be difficult to harness
efficaciously anywhere but in the local environment, where it is easier
to mobilize relatively numerous groups of workers for the attainment of
objectives capable of providing them with motivations.

Another point to bear in mind is the possible significance of a
policy for regional dissemination of technical progress and economic
activity in relation to the establishment or expansion of a genuine
domestic market, The existing disequilibria, whose intensity and
influence varies according to each country!s situation, make up a
heterogeneous baedy of conditions which militate against internal
integration and the possibilities of trade within the national economy,
Just as at the international level economic relations are more dynamic
between diversified or industrialized producers than between the centres
and the periphery, so too, at the national level, the network of trade
will tend to spread wider in so far as the various parts of the territory
take a real share in it, on the basis of more diversified supply, From
this standpoint, it may be contended that the emergence of a true domestic
market represents an external economy of vital importance for the whole

of the production system,

/Chapter II.
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Chapter III

THE EXTERNAL SECTOR

The relative importance still attaching to the external sector in
the present structure of the Latin American economy has already beson
‘discussed in the preceding chapters, particularly in connexion with the
structure of aggregate supply and demand, The object of this chapter is
to build up a fairly substantial body of data that will give an up-to-date
picture of the situation and indicate the major trends of both foreign
trade and external financing and external capital movements sirce the
mid—nineteen-fifties.;/

l, Characteristics and trends of foreign trade

(a) General features
The essential features of Latin America's foreign trade at the
present time may be summed up as follows:
(i) A relatively small and steadily dwindling share of total world
trade;
(11) Little diversification of exports, which still largely consist
of a limited number ¢f primary commodities;
(iii) Iittle momentum in export trade, owing to the instability and

slew growth of external demand for this type of goods, growing
competition from other areas and the protectionist policies of
the industrialized areas aimed at self-sufficiency;

(iv) Greater dependence on imports for domestic supplies, not only
of complex industrial goods but also of pwimary comnodities,
mainly raw materials with some foodstuffs;

;/ With regard te foreign trade in particular, the aim of presenting as
much detailed information as possible by areas and types of products
has limited the period covered to 1955-66. The data given in Part Twe,
which reviews events in 1968,.can be used to update some of the more
important series, although they are less detailed in coverage, In
view of the way in which the data are set forth in the basic sources,
trade has been divided into six categories of products: three for
primary commodities (food, raw materials and fuels) and three for
manufactures (chemical products, machinery and equipment, and other
manufactures), /(7) A
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.. - (v) :A high degree of concentration in thé geographical
- distribution of trade, a particularly large volume of
transactions with the industrialized countries being set
- against-very little trading atong the Latin American
countries themselves, and between them and other under—
o - developed regions or -socialist countries;
- (vi)  Marked disequilibria-in trade balances with the
. industrialized countries, which have led to a sort of
. {hree~enrnered trade, in which there are appréciable
export surpinses. in tradz-with Europe and import surpluses
in transactions with the United States.

These charactzarisiics have becpme accentuated in recent years at a
time when world trade has been growing exceptionally fast and has undergone
far-rezching struetural changes, The following are some of the main
features of these changes and their repercussions on Latin Aﬁsricaﬁs'foreign

rade: , o e
(1) The share of industrial products in world trade flows has
. increased enormously ai the expense of primary commodities;
.(i1) The major industrialized regions have greatly reduced their
deficit positicn in world commodity trade and, in some cases,
have become net exporters;
(iii) 1In the face nf these changes, intra~-Latin Amsrican trade is
making insufficient progress, and trade between Latin America
and nther under—developed regions seems to have come to a
- . standstiily ‘ _
{iv) Import substitution in manufactures has not prevented a rapid
deterioration. from taking: place in the deficit position of
~ chemical products and machinery in latin America's foreign trade,
and has merely served to stabilize the negative balance for
"other manufactures", while the absolute value of imports has
been rising;

(v) Although Latin America has favourable net trade balances for

the three categories of primary commodities, the absolute value

J/of regional
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of regional imports has remained constant for fuels only,
while imports of foedstuffs and raw materials have continued
to increase, ‘ ‘

Data bearing out most of these general arguments are presented in
tables I.-J2 and I-33. “.

It will be seen that primary commodities accounted for nearly 87 per
cent of the region!s entire exports up to 1966, and as much as 95 per cent
of semi~finished non-ferrous metal products, which appear under the
heading of "other manufactures!", are included. About 73 per cent of its
imports consist of industrial goods, If trade within Latin America is
discounted, the shares of primery coumedities in expoerts and of
manufactures in imports both increase,

These figures make it clear that there have been no appreciable
changes in the structure cf Icotin American's foreign trade, The process
of industrialization, which is based essentially on import substitution,
is not reflecled in the composition of exports, and has had relatively
little effect on the sitructure of imports, Where it has, it has maixly
altered the relative importance of different types ef manufactures, for
example, the share of "other manufactures" has decreased while those of
chemical products, and of machinery and equipment, including motor
vehicles and parts, have expanded.

In thic sense, intra-Latin Americen trade shows a different pattern,
although in absolute terms it carries little weight in over-all trade,

In 1955, nearly 90 per cent was primary commodity trade, while manufactures
accounted for Icsc than 11 per cent, By 1966, the latter!s share had
risen to over 30 per cent (70 per cent of the region's 86 million dollars'
worth of exports of machinery went to the Latin American ccuntries, as

did a fifth of the miscellaneous manufactures and more than a third of

the chemical products),

/Table I~32



E/CN.12/825
Page I-131

pTi~ | 0ST| of G | 00T jGoT |Got-| 042 | Gh | ooz~ |Gy | %z |oor-| ST

5 : TGT | ooe- | %n@e  |oor-| @i] & |G- [o% |9  T%o T 0o 7 ove T ] 0 -
ot~ | o6t | G2 |Gz~ | St og fOET-| GEZ | Gor | Ghr~ {4 |09z feg- | €6 i

653 ; 06hZ | OhZ T | 9%T
0fE~ jos/ joew 020 T~ 0K T 029

| oot | St

TN TN

Frt- | | lz | L6~ S lg fost-) g9z |Gt | o6z~ oz fofr [ G4~ | gl | € j G- lowi |Gz loott-joplt foge foggt-loskt |ogy | ogéry
TTT- | Ser| #t j62- | ST {99 |onI-| ouZ | oor 0Z= | 09, ot U | 26 Gi~ 1064 | &€ 0fT T~ | 064 T | 009 : 099 (2734 (g pre 9)

seanjoBIn el J2UG0

leen| omyjz | gte- Jozg |h  jhor-| Gory T |/Sgr-jolgT | €T lenGE-|olS € | T
Cone| Gon | T N LEl- tonk € lege| 9 < | Hl9T-09T | 9 9T €= oSt € | 2
Z 'z
- 4

oe- | S0z | T} hee- | Sz
- ogt] T | whev | S 4T
Sor-| Sor| - | €y~ | gz |z | omr| oSk

ol

gnl= | 0S4 ot= | 8} =~ (wStejolst |6 - |l6z-lof6 €T,
0eG= | otg 6z~ | 62t - L€ =0z T} € jelre~jogrz | 6
$9 | ¢ |t )G Ih feer-l ofr pa | Tse- Jogt 4 Jer- | €r )t |G oS |
lo- | 69 1z 6w |95 1L |ouT-} ST |6 GoE~ | 926 |02 o1~ | T
(4 9
A A

el ol o Ll e ..m:«.. “r

:. Sééﬂoﬁ ‘.
00Z

o loe 1€ ot et e |ont
- T6T= j01e 16T e~ | O lnE= joth  je9  lghgr lomk [ #6
69~ | 9L 16 T~ (62T |4t g~ | o2 ofg~ 149% 1 ace= 1009 11
_ |Gz | - G2z | Gg  JS€T | ol6  {GHST |SHT | 069 T
|t |98 | = | 44z }1Gz@ ST joe6 LT (6T 102, T
Sex  j9e | T} [ [opL fozm jo006 fSGZ T |SET | O6E T
Got 9 - of | GHS IGHT | 069 - }41p gat ols
066 |gr- | L£| 61 |6 szz |ops oSS T ok |ots T
o 1ol el o Lo low e logt o lostt st lose
|odt et | le Y Goe | 46 |€z  josn  f4e- | €6 ] 6 {S6 |SGT  |omS  |S0 T {62 ot T 0T T jol | 06ST | egeri
T 1t | ¢ | Gon Ve 19/3 6~ €T & | 696 Gt 005 0720 T | og2 005 T | 046 064 OhG T | G96T{ (7 PIEE) syetaeseu nwy
ooz Joie | 15 lom Vater omefue | m | w |eot lam |ostt lome fom fosa | ome fosat | osos| s
(43 ST 1hi€ | 95 | otk 09T T 06 012 T [of | 691 € 1002 T j036 0SS T foOT0O € {0LS [ 0gG € 109l € OG0T | 0lgt | ST
oft | oy | olt | fgT jooe fetn | 4 |oth | ent |4 fosh {4 | on| eh o loéc |ocgT {0692 |ofs ogz€ |06z |ogg | otg € | oger) B

) le | oz | onz | ST {45 foon | 26 oo | 446 len  jozg 4T | 6n| €9 | 6L5 T (e 026 T |ozl 2 | o168 ofz € | olgz |oBg 09 € | ag6rj (T puw 0) Poog
Sg= | 0S| ozw | 6% | Gm ool jolt | 0% |0zt T| oy |06QT |06z |0%~ | OKE| 06z | 006~ |0/t & | OLQ € [025. |00 g | 009 g | 0GZ T |OW CT| 099 TU 99T
G | Gen| o6c | Sz | Gim 10pe Jooz | olg | olot| 066 [of9 T jozzz |oz | oog| oz€ ooz~ lo€l € | oc6€ fozg loft 4 [ o664 |onlT.ioz€§ | 030 TX| Godt
oG-} 0Z4| 042 | o9z | ogh {onl forT | 006 otoT| 02 | 095 T {096 T fof~ | S6T) ST {06 0SS € 009 € lott fong9 |04l 9 | 063 fon6 4 | 066 g | 0% -
or | oit| ot | on | ozt |09 ooz | oy | ola | o |ott ot |- | ést| o |ort ook € |owse ook |otp ¢ {oms | |ows | om )| serl e

lE~ 33

N e

| 6g6t| (S)sronpoud TeoTuRuy

joz | g0t
|96t | %z | ong | 61T
ol |2t are 00T
gt e | gz |ong | 29G
0T J6gT | 92 | 412 ohS

o

o
it

A%

R

RE RS
1
RPRS
o=t

-

R S S oo

e Vet e w
wtol otz o6 | st
U fogr | g L ToT
St 49 as 2ET

I e
s |

Cevon v mz::- ~o~
EN
™~

FRRR SR>

R
N

o
S5

soue {eqxod ispaod | eouw | s3a0d jsgaod | eousisyacd | sqaod | eouw 8qa0d| sg20d | eouw r.tom s3zod | eous sjaodt sqz0d | eoum spaei] sgaod] eouw | s3a0d g3.10d
-18g | =Wl | ~XF | ~TOf | WL | ~XF | ~Teg| -wl X3 | -Teg euy ~XF {~Teg |-y | “XH ~Teg ! =Wl i -T®g -y ~xg | ~Teg. | ~ul -Xq Jea g Spooy

SoTiunos © mopduTy | . : : : <) : Beq2 o - suotPed pedoreae . % a0
LT JOM0 émc: PN viaga paa Foeup 333$ pe3TuUn 1501 pedoraaeq T® 0]

(BTTT0p JO SUOTILT)
$T009 40 SATJODAIVY (MIV SNOTOEY Ad BAVHL :VOTWINY NILVI
T€-1 °1avl




wa——

*93IS ™ SUTHICICT POTITEONID SWIRT  °(QYET UOAK) (SITIRTIAS JU UHyOLING ACHAHON RUOTYBN Pagu] :90dTo

« | otz | oe | S |sce | ne-l ol g | oo | o g
| 2 Jozze | 6| 6 | oz | coe-] Gzz| 2z | 09
e los | G | S oy | cen-l onui 4 | 0% | S5
R < og~ | ST 49 oht! T G| 0§

£or~| SE1
B B teay
ST IS s

N

|
} é6-1 09

frmo
oy
1
=+
et

L s
™~

0N e N
Eﬂ:
1
172
ety

461 (g pue 9)
faanjoRnuen J9UL0

T = | 9w | or| oer| = | eer-| o |t | gt
T o=Tfoes el ltg | gt SGr) -} She ) G4 |~ 1 S9T

- 19 Vv |8 )4 oz} oztj -~ |oe= ) 07 |~ | 091

- - - T~

)
1
)
]
g
\a
8
t
3
1
1
t
H
~
3
NI
1

t
]
4
A
1
.3"
'
t
g‘\\
]

1o=1e | o 9 |9 g~ = | St | = st AS.. Axeugyony

~
3
-t
" :
t
aN
o

25

£

E/CN,12/8
Page I-132

t
t e

o

1
D ON:0O

Pk

A

1

P
-~
VA
Trr e

H

™~

~N

1

O

[V N

O T T DR T -t S SR 1
1= ot

.wmn. mN . .: moﬁl .moﬂ - 0£e mmm ..:mN.:, 000 T .nm

z |er| st|ég-| 6g| = jorz | ong | 066 lozoT| %

h: Tw ] Wl g~ on| z o | o€ t ooy 108 | O

e e} gt - at 05= PAS kA (VAS 0gh 0% o:m T

- z1¢ |z | 4 g | ot | |S@

¢ 1

rA 4

_w 1e

ot= | o4 oy | gt~ T per=j St jT | ST
Z 1
€ z

4 ﬂ.m o SPR R ceerl amu I .

T

¢~ | ot T - 9

4
3
t
]
1
L]
r
ﬁ

w e e e ) stond

L Gl ze | 9T} 05 | 9%T
ety | o 46 | Geet
L ogrt 4= | z@ | ST | 0%T| T
olt | 1T 6¢ | 06 | G%6Tiy pue g)SreTeieu ARy

ST | St | G jong
R S
o o
29 | - | vy fose | Ge | Goy | O€S
Tgr] el en |- | en {og€ | ST ] GgE  1oo§
9 | ¢z | - | zejog | ol |ogg |OSE | 0L
B R Rl R P

EERES N
| oo s |

P
:
o
~
1 00! oN

Joorfom ! G fsz) o
% | | e [ | Gt

G4 1 nS t 98 o9 poogeri
HG | 06 oz | ott | 4% (T pue 0) poog

oe | ot | oou | v | orr| sl n | an| | s | owr| 2 jomt| o fossx fogra) or | on ous | om | oge | om | skt
ot | osg ok [ ee~| et 99 o8| Ge| 6| g | 66| 16l ogo | ook | o T jOETT| o | OTl OB | OFT | 00T | OfE | ST
“Vegr | gz | not=| ont| o€ |mz | 6| to| 6r=| ww | Se'jopy | ogn o0 forST| S6- | SA) ow ot | ofr potyoer
T oont | st |-l ogr| z€ | g6 | et| w6z | €5 wz|ogl | o |osetT fozgT| o6 | ogt) ofz} oy | 0T | OT | SG6T el

st | o | Gl
gst | 4z | ST

g
et
Lo
@ wd INNO
S
I R S IR = ey

o
BRRAH TR D
o
2
‘o

i Lo mﬁ
on | 6ot | g0z
Lo 00 B LS <. O

Sgﬂpomwﬁ&cogmﬁanva&ocﬁm‘tompaom 357&& fouaoﬁmﬁommﬁ& 38» ntowm»&&ooﬁwa& mf& ou:.mmvnom.at&
zaamrﬁ.*m..ﬂmmxam “xg j-Teg | -wp | Xy |=Tog: ~wg | - Tt | =wl | <XT |eofIouy ~TTH ==L ~xg |~Teg |-ul !-=xg |-Tvd ~wy | ~Xg

ey §p00n

5 ‘ : . : D fIFY soF STPPTH b supifea Sulioreasq | tredep seyazmos 5&?:J
' A 34 . ket ! q Juld n
PUTYD PUBTUTOR edoamy uIs3Ecy vV J¥ 452% a1pR ™ Jy I

(uvsniouov) Z=III eTqsl

/Tzble I-33



E/CN.12/825
Page I-133

*S0735748)s TBIOTJJ0 Jo SISBQ oy} uo ‘YIHE :8cJmnog
LQllT [0z GTlzt 0°9T0 1 TCHEE @ SeQIT @ 6°6Eh L €°[EQ 9  6°2LL 0T z'91z OT H°ITL @ €°6%Q 4 1®30]
AR 91 €°z1 9*11 9°0S1 Q°zET 6°QL {09 6*THI Zo6ht Z°16 £°z/ enIeaeoIy
.:ow w.m.m €z HO.: m.@m.ﬁ ZU€CT1T wthh MGMW how.rh w-wNH 1°0Q .ro hw . SBANPUOY
6%9z 0°H1~ Al GoET~ g° 102 1902 Qe6ET G*HZt Adera4 1°261 2449 { 0'1I1T elRmesENy
FARR o g°€ A 0*1z ¢* 10z 7°901 96321 £€°96 g% 691 0°061 e LeT AFASH J0PBATES T3
GOz 9°gh- £ecT- £vim [Ad ) § G*091 1° Lot 4299 £r9€T €°TTT - g*€é6 w64 BOTY 83509
GoHTI~  6°66- g°2g- Lo IANA%S Gez61 g THI z°69 [Ad 108 9°z¢ 6*gS G%zh ereUEg
G*zz~ 147 9* 16 (Al , mfomH FALIAY €*2cT1 Azt 0%QET €*G21 6%€91 604z euBoTUTLOG RO Tandey
94 g4 g5~ 9%9= €*eh 9°2h €cn °¢h [+ grle 1°9¢ Ge96 THIBH
L 8%/ TAR A A €94 0°6S °Hh h*gt 9%£g g*09 G*1q h*9¢ LenFedaeyq
LG~ *11- g L1- Ak g*geT 9* 921 1°088 8°6s T°661T 61T g 0l 9°14 BYATTOQ
GohE GeGe ze0E AL 14 PARARS Zv641 611 194/ z° 9T £rogt T*ght ANV Topenoy
9*Ch 2ol Q1 TN A 0*Ght 1*€31 PAYYAS 0°28t 9981 €961 €191 9*651 LenBnag
GoT6- 9°091 €11~ FARTS 1°629 H°0Eq FARI 1A 1°16h 6*€€S 0°164 Q*€T1s g*ags ®TQUOT0D
£°0oh €' 42 {2601 6*01- [Ad-uTA 42649 h*hih 6*0z¢ G*984 9*H89 1°05% g*01¢ neg
HoEGT 1611 G AL 6°214 6*994 g ens T°1g6 £4998 0°989 z°Q6n £o6en eTTUD
0°QEh 0°469 4 H* 16 z°002 £°€0E T 0°THE Q°€GT T Q69T T O°THL T 0°96G T Z°GHE T O°Hof T Tyseag
0°419 0°05h 6°QET gz~ 0°g46 0°EH0 T TI°Q90 T  T*Q66 0°€6G T 0°66H T 0%z T 0%46 BUTIULBIY
0*4ee- 0946~ rARASA £r1ET= 0°%96 T 0°22G T O°Hoz T O°QIO T 0°Q2Z T O*9HT T  Q*TT6 FAL-LTA 001Xy
0°Gho T  0°G60 T G°QHE T 9°256 0°/62 T OTHE T G°9TI T T°266E T 0°ZhE T 0°9€h T  0°G9h ¢ 6°E ¢ BISNZOUBA
9961 G961 H9-0961  65-GG6T 9961 G961 90961 mm-wmmH 9961 G961 19-096T  656-6561

spood Jo soueRg s1aoduy sqaodxy

SA00D 0 SNOILOVSNVYL TYNHILXE :VOIMELY NILY]

. 5 Tl B Sttt S .3 .

(BuTYYOp JO suotrITd

£€-1

4o - . i

UT BeTRaeAe Tenvuy)

o1qel

/Generally speaking



E/CN.12/825
Page I-134

Generally speaklng, the perslstence of this type of structure with
primary commodltles predomlnatlng in exports and manufactures in imports -
is matched by the geographlcal dlstrlbution of trade. In the last few
years, about three-quarters of Latln Amerlcals exports, have been
channelled towards the 1ndust aallzed areas, and this proporticn rises
to 80 per cent if the soclallot countrles of Eastern Europe ars 1ncluded.
On the side of 1mports, these areas together supplled ‘85 per cent of
Latin Americals purchases., Only a fifth of its exports go to the
developing oountries and mainland China, About half of this represents
trade within'Latin'America, which, added to exports of Venezuelan petroleum
to Aruba and Curagao totals 17 per cent. Thus enly 3 per cent is left
for exports to Asia, Africa, the Mlddle East and mainland China. The
geographical origin of Latin America!s imports is divided in much the‘same
way, B ' AN S
' Some of the changes that took place in the benchmark period were
largely due to Cuba, slloe the shift in its trade flows raised the share
of ‘the <001allst coqntrles. Trade with the developlng countries fell
off slightly, but in this case the main cause seems to have been the
dedline in- exports from Venezuela to Aruba and Curagao,
| If specific industrialized areas or countries are considered, 1t
will be seen that fairly pronounced changes occurred, For instance, the
Unlted“States' share of Latin American'exports dropped considerably
between 1955 and 1966, both in over-all terms and in each category of
products.'iIh 1955, the United States market took 4, per cent of Latin
Americals exports, whereas in 1966 it received only 33 per cent,
Foodstuffs were partlcularly affected, as their share shrank from 51 to
less than 34 per.cent, and total sales declined as well. . The Unlted
States' share of Latin America's 1mports also dwindled, exnept in raw
materials, but less than in the case of exports. In other words, while
Latin Americal!s trade with the United States,slackened off in relative
terms, the balance of their transactions changed in magnitude and nature,
since from belng a net exporter in 1955 (with a surplus of some 200 million
dollars) Latin America had an import surplus of 300 mllllon dollars
in 1966,
/Latin American
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Latin American exports to the group of countries forming the Europeail.
Economic Community (EEC) increased cénsiderably from 15,6 per cent in
1955 to nearly 20 per cent in 1966, while its imports remained at
approximately the same level (just over 17 per cent), Thus, from having
a more or less even balance of trade with EEC in 1955, Latin fmerica
achieved a large export surplus by 19646,

The group of countries that make up the European Free Tiude
Association (EFTA) have lost ground in Latin Americafs exports and imports,
and Latin America continues to hold an export surplus of about 200 million
dellars a year with them, This deterieration in relative and absolute
terms has been largely due to its trade with the United Kingdom, since
Latin America imports more from the other EFTA countries than it sells
to them,

Owing to these balances, Latin Americal!s trade wiih the main
industrialized areas is three-cornered and this, apart from difficulties
arising from the structure of trade itself, helps to prevent the region
from developing its trade with markets that are relatively more dynamic
but with which it already has sizable export surpluses,

In Latin America's trade with other industrialized areas, Canada
ranks foremost, since the region, while still a net importer, is stepping
up the volume of its transactions with that country, Its deficit position
is largely due to the fact that trade is still on a unilateral basis,
Fuels are virtually the only item in which Latin America has increased
its exports, and it remains a net importer in all other groups,

If the United Kingdom is excluded from EFTA, Latin Americals trade
with the other countries shows a constant and larger deficit than with
Canada, Its only important export is food, and those of raw materials
and fuels are marginal, whereas its purchases of manufactures are rising
steadily. To offset these deficits, Latin America is compelled to
maintain a surplus with the United Kingdom, which limits its possibilities
of building up its trade with that country,

Japan is gaining in importance as a buyer and supplier for Latin
America, Sales to Japan rose from 2,9 per cent in 1955 to 4.9 per cent

/in 1966,
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in 1966, with increases in the three categories of primary commodities,
raw materials in particular, Between the same two years, Latin Americals
imports from Japan expanded from 2,5 to 4.5 per cent, whlch has given it
a fairly con51derably credlt balance,

" Among the developlng countrles, Latln Americal's trade with the
Middle East is relatlvely very small and shows a deficit, Although the
Middle East is a net importer of food and manufactures, and, to some
extent, of raw materials as well, Latln Americals chances of acqu1r1ng a
larger share of that market are limited by its capacity to export
manufactured goods and by competition from the industrialized areas in »
the supply of primary commodities, Hence, trade consists almost entirely
in an exchange cf food for petroleum and even so is adverse for Brazil,
Argentina and possibly Chile, although the first two have the biggest
potential for exporting food and raw materials, and all three produce-
textiles, c;othing and footwear and durable consumer goods. Despite the
fact that the Middle East imported 810 million dollars! worth of food
in 1966, Latin America’s share of the supply was only 62 million dollars,
and it provided no consumer manufactures whatsoever although the Middle
East bought 1.56 mllllon dellars! worth in that year,

The pattern is repeated in trade with Asia, now a net food 1mporter,v
where Latin Amerlcals long-standlng deficit is rapidly dlmlnlshhng, more
because of a contraction in imports - due te import substitution - than .
because of an increase in exports, In 1966, Asiat!s food imports rose to :
2,6 million dollars in value, in which Latin Americals shere was no more
than 62 million, More than half the total value came from the
industrieiized countries,‘and the bulk of this from the United States.

As Cubals trade was reorganized and geared to Eastern Europe, and
Argentlna, Bra21l, Colombla, Mexico and Uruguay also traded with that
area, though on a lesser scale, Latin America's share of the total |
increased. Cuba has a deficit position, while the countries generally
have export surpluses, having met. w1th some difficulty in attemptlng to
build up their imports from Eastern Europe. Cuba has also set the pace
in the expan51on of trade with malnland China, while other countrles!
transactions have been largely. 01rcumstant1al, €,8.s Argentinals sales

of food surpluses.
/As regards
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As regards the structure of Latin America's trade by types of
products and geographical areas, the foregoing observations show that it
has been steadily losing ground in world trade flows, owing to a number
of factors comnected with international trade policy and modes of internal
development and, above all, with the changes in the structure of world
trade after the Second World War, These have been so drastic that they
should be considered at greater length, as they are an essential element
for seeing Latin Americals current foreign trade problems in the right
rerspective,

(b) ILatin America in the structure and trends of world trade

The expansion of the industrialized economies, at least since the
mid-nineteen~-fifties, was accompanied by a very high rate of growth in
world trade, although trade in primary commodities and trade in manufactures
develop along very different lines, Since demand for primary commodities
did not increase at the same rate as demand for manufactures, the structure
of world trade was substantially modified; relatively speaking, foodstuffs,
raw materials and fuels steadily lost ground, while chemical products,
machinery and "other manufactures" steadily gained (see table I-34),

In 1955, primary commodities and manufactures had an equal share of
world trade, but the share of the three categories of primary commodities
has steadily decreased since then, In 1966, primary commoditics made up
only 4O per cent of total world trade, while manufactures increased ‘
their share to 60 per cent. This means that the growth rate of trade in
primary commodities was much lower than that of trade in manufactures
- little more than half, in fact.

Among primary commodities, raw materials (hides, fibres, fertilizers,
etc,) lost the most ground. This was due to a number of factors, but
mainly to the fall in the prices of primary commodities on the world
market, which reduced the current value of imports and exports of these
commodities, thus accentuating the effects of the sluggish growth in
the volume of world trade, and of the appearance of a growing number of
synthetics as a result of technological progress, In addition, from the
viewpoint of the exporting countries, some influence was exerted by changes
in the exports themselves, since some primary commodities were given more

processing before being sold and were thus reclassified as manufactures.

/Table I-34
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Table I.34
STRUCTURE AND TRENDS OF WORLD TRADE 1955-66
. : Cumulative annual rates
1955 . 1960 1965 1966 of inorease
1955-60  1960-65 1966
Total (mnioqa of dollers) 93540  127.870° 186 390 203 480 AY 2.8 202
Ferdstuffs (0 and 1)
Millions of dollars 18 400 22 310 30 990 32 850 3¢9 5.8 6.0
Porcentage of total 19.7 174 T 1646 16,1
Rew materials (2 and 4)
Millions of dollars 17480 @ 2N 320' o ok 770 26 210 - K1 3.1 5.8
Percentage of toutal 18¢7 16,7 - 133 1249
Puels (3) .
Millions »f dollare 10 270 12 640 17 920 19 050 4.3 72 6e3
Persentage of total 11.0 949 9.6 9okt
Chemical produats (5) .
Mi1llions of dollsrs 4 270 4 520 12 220 13 680 98 - 1042 1149
Persentage of total, R 507" 549 ' 6.6 6.7
Maohinery (7)
Millions of dollars 16 920 27 7710 5 650 51 540 10.4 10.% 12.8
Poroentage of total 18,1 2147 2le5 2503
Other marufactures (6 and 8)
Millions of dollars 24 200 34 860 51 820 56 940 7.6 842 9.9
Perscentage of total 2549 2743 27.8 28,0

Source: United Natiems, Monthly Bulletin of Statistics, Mareh 1968, Items olassified according to SITC.

/The relative
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The relative share of foodstuffs also declined appreciably, but to
a lesser degree, Added to the long~term facters behind the slow growth
of world trade ~ mainly lack of elasticity in demand compared with total
- expenditures on foodstuffs - was the declining trend in.prices over the
period, especially for coffee, cocra and sugar.

~ Fuels lost comparatively less ground than the other two categories
of primary cemmpdities, and the decline - which was moderate on the
" whole ~ affected the main supplying areas to differing degrees,

In contrast, the three categories of manufactures strengthened their
position, The annual rate of growth for chemical products, and particularly
for machinery, rose to 10 per cent or more; and, although "other manufactures"
did not expand at the same rate, they grew appreciably faster than primary
commodities,

These very pronounced changes in the structure of world trade within
a relatively short period are mainly respoﬁsible for the decline in the
share of the under-developed countries in general, and of lLatin America
in particular, Other factors also exerted a specially strong influence
in Latin America, In the follrwing sections, the censequences of these
changes are discussed in terms of the share of the various regions in
world trade, beginning with the major geographical regions and ending
with selected countries having the largest shares in world trade,

(i) World trade by major regions, In very general terms, a

distinction can be drawn between the developed and the developing regions;
this distinction coincides with a relatively high level of specialization

in the exports produced and with a kind of international division of

labour which is clearly reflected in the structure of their trade., The
special features of the socialist countries of Eastern Europe make it
advisable to place them in a separate group..

Table 1-35 gives an historical breakdown of world trade by regions
and by categories of goods., In 1966, exports from the developed regions
totalled more than 140,000 million dollars, while exports from the
developing regions were less than 39,000 million dollars, and from the
socialist countries of Eastern Europe approx1mateLy 21,000 million dollars,
Compared with 1955, these figures represent an increase of more than 100 per
cent for the developed regions, roughly 60 per cent for the developing
reglons and 125 per cent for the soclallst countries of Eastern Europe.

‘ ' /Table I-35
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With regard to the features of the trade of each region, the trade
balance of the developed regions as a whole showed a favourable trend
during the decade, with an export surplus of 2,600 million dollars in
1960 and slightly more than 2,000 million in 1966, This trade surplus is
the outcome of a sizable contraction in their imports of foodstuffs, raw
materials and fuels, and large surpluses in their exports of chemical
products, "other manufactures" and especially machinery, At the same time,
however, beginning in the mid-fifties, appreciable changes occurred in
the relative size of the surpluses and in the volume of trade as compared
with other regions,

This is particularly striking in the case of foodstuffs, The
developed regions! position as a net importer declined in both absolute
and relative terms: net imports of foodstuffs decreased from some _
4,200 million dollars in 1955 to slightly more than 3,600 million in 1966.
In other words, while exports of foodstuffs from the developed regions
more than doubled during the period, imports rose by not more than 70 per
cent, The significance of these changes will be readily appreciated if it
is remembered that in 1955 the developed regions exported 18 per cent more
foodstuffs than the developing regions, against 80 per cent more in 1966,

There were similar trends, although less pronounced, in trade in ‘
raw materials, In absolute terms, net imports from the developed regions
rose between 1955 and 1966, but their exports of raw materials climbed
more steeply than those of the developing regions, The only category of
commodities in which the developed regions increased their net imports
was that of fuels,

The developed countries export surpluses rose sharply for the first
two categories of manufactures - chemical products and machinery - and
remained relatively constant for "other manufactures",

A glance at the changes in the composition of the imports of the
developed regions brings out the significance of these trends, In
1955, primary commodities made no more than 54 per cent of the total,
compared with less than 41 per cent in 1966, This contraction affected
all three categories; foodstuffs dropped from 21,9 to 16.3 per cent,
raw materials from 22,1 to 14.5 and fuels frem 10,2 to 9,8 per cent,

/These changes
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These changes in the composition of the developed countries total
imports and the sharp increase in their exports of primary commodities
were the result of such factors as the terms of trade, technological
progress in the‘prodﬁétibn of synthetic‘substitutes for natural raw
materials;idémestic agricuitural development policies, restrictions en
impofﬁs of primary commodities from under-developed regions, and growing
support’fof'the establishment or maintenance of exportable surpluses
(through price policies or special financing arrangements), Hence, the
developed countries’ former dependence on imports of primiry ccmmodities
graduallyilessened while their lead in exports of manufactures increased,

The other side of the picture can be seen in the trends and
composition of trade in the developing regions, Of the three categories
of commodities, only in fuels did they strengthen their position as net’
exporters in relative and absolute terms between 1955 and 1966, The
slight increase in the export surplus of raw materials (less than 20 per
cent over the period) was actually a decline in relative terms, since
their imports increased at a considerably higher rate than their exports,
There_Was'not even an improvement, in absolute terms, in the over-all
posifion ﬁith regard to foodstuffs; there was a slight increase in exports
(less than 30 per cent) but a much more pronounced increase in imports
(round 80 per cent)s. |

Thus,'in'contrast to what happened in the developed regions, the
changes in the composition nf the trade of the developing regions wers
not very significant. Primafyvcommodities still made up more than
30 per cént bf‘total imports, a decrease cf some 35 per cent over 1955,
almast entirely due to the fact that there was only a very slight increase
in fuel imports, The combined share of foodstuffs, raw materials and
fuels in total exports dropped from 87.1 to 80,7 per cent during the
period, while the share.of the three categories of manufactures,
especially "6ther manufactures", increased slightly, to some extent as’
a result of increased exports of some semi-processed intermediate goods
which were still essentially primary commodities, : N

From the above it would seem that the traditional pattern of trade

based on the divi#ion of labour is becoming imcreasingly one-sided in

/world trade,
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world trade, While the developing regions continue to concentréte méinly
on the exportﬂof primary commodities, the industrialized regions are
tending to become self-sufficient in terms of these commoditiés and to
generate ever larger exportable surpluses in competition with the
developing countries, while at the same time retainiﬁg their position as
almost the only suppliers of chemical products, machinery and, to a lesser
extent, other manufactued consumer goods. |

The over-all result is that the external trade problems of the:
developing regions are becoming more and more acute. Instead of fostering
new trade flows and outlets which would increase their participation in
world markets, the abandonment of the traditional pattern of trade which
was not favourabie to the developing countries has only meant fresh
restrictions, with all that that involves for the growth of the domestic
market,

(ii) Trade in the developed countries, The general comments above

on the changes in the structure of trade in the developed regions cannot
be applied equally to each of the countries concerned‘(seé table I~36),

The trade structure of one group of countries - Australia, Canada,
New Zealand and South Africa - is similar to that of the deveioping |
regions: net surpluses on their trade in foodstuffs and raw materials and
a net deficit on their trade in menufactures, Nevertheless, apart from
other sizable economic differences (income levels, levels of -living gnd
economic growth rates), the trade of these countries has develcped in a
very different way, helped in some measure by the preferential treatment
which they enjoy but which is not extended to Latin America., Their
exports of foodstuffs and raw materials have grown much more rapidly than
their imports of these commodities, considerably strengthening their
position‘as net exporters; Moreover, although they continue to be net
importers of fuels, the amounts they need to import are becoming appreciably
smaller, Also very significant are the differences in their trade in
manufactures (see table I-36). For example, although it had'; large and
growing adverse trade balance in respect of machinery, Canada expérted
machinery to a value of nearly 2;000 million dollars, which represents
almost a séven-fold increment between 1955 and 1966, In "other manufactures”,
Canada also had a favourable net balance, while Australia, New Zealand and

South Africa reduced their unfavourable net balances, /Table T-36
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The rapid growth of these countries exports of foodstuffs and raw
materials necessarily affected the trade of the developing regions,
which have surpluses of these commodities; however, the development of
United States trade had a far greater effect and was the major reason for
‘the changes in the structure of world trade and the decline in the
relative position of the developing regions, In 1955, fhe United States
had a net deficit of more than 2,000 million dollars on its trade in
foodstuffs and raw materials, but during the next ten years the situaﬁion
changed rapidly and in 1966 it had a surplus of more than 1,000 million
dollars, Between 1955 and 1966, United States exports of foodstuffs
expanded much more rapidly than its exports of manufactures, increasing
by two and a half times, Its imports of foodstuffs and raw materials over
the same period grew by only 40 and 14 per cent respectively, while the
steady increase in the United States adverse trade balance on fuels and
"other manufactures" did not mean that these developing regions supplied
a larger quantity of those commodities,

In contrast to these trends in United States trade, trade between
the developing countries and the EEC and EFTA countries and Japan,
continued to be characterized by gfeater complementarity and specializations,
This position is also tending to deteriorate, however, owing to
competition from other developed regions and the establishment of common
markets, .

Between 1955 and 1966, EEC trade virtually tripled in value,
totalling mnre than 50,000 million dollars in 1966, This confirmed the
fact that EEC was the largest and fastest-growing market in the developed
regions, and strengthened its position as a net importer of the three
categories of primary commodities, The rapid growth of its imports,
however, was not reflected in a corresponding growth of exports from the
developing countries, since the increase was due to trade between the
developed ccuntries, which accounted for some 45 per cent of the total,
Hence, in the period 1955-66 the EEC countries raised their level of
self-sufficiency from 24 to 33 per cent in foodstuffs and from 13 to
21 per cent in raw materials, Only in fuels was their degree of self-
sufficiency reduced (from 33 to 22 per cent), which was presumably of

benefit to certain specifis areas, /Other factors
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.The determining factors hehind the changes in the size or the.tyPe of
the trade baléndes vary from region to region, depending on the goods
concerned. In Latin America, the increases in the export surpluses of primary
commodities were the result of 51m11ar increases in exports and imports
of foodstuffs and of the fact that the absolute value of imports of raw
materials and fuels remained virtually constant, In other words, import
substitution had relati#ely more influence in some cases than increased
exports,

Between 1955 and 1966, the disequilibrium in the developing countries!
trading manufactures became more pronounced, particularly in chemical
products and machinery, in which exports from the developing countries are
still small in absolute terms and for which they still depend largely on
imports, There was substantial progress in exports of "other manufactures',
although these were basically semi-processed primary commodities, while
there was a parallel increase in imports of these manufactures, As a
result, the unfavourable trade balance in respect of "other manufactures!
rose considerably in the Middle East, remained constant in Latin America
and Africa, and fell slightly in Asia, . '

The disequilibria in the trade balances on chemical products,
machinery and Yother marufactures" were offset by the net surplus on
primary commodities, Throughcut the period, this net surplus was more.
than erough to cover the deficits in Latin America and the Middle East,
while in Asia the deficiis increased, and in Africa they were not covered
until'l966, when there was a net export_sufplus,for the region as a whole.
Latin America achieved this recsult thanks to slower growth of its imports
than any other developing region - less than 50 per cent between 1955 and
:1966 ~ while Asials imports almost doubled, Middle Eastern imports more
’than doubled and Africals rose by 80 per cent, ,
| ' (1v) World export trends. Since the mid-fifties, the share of
’ manufactures in worid trade has increased, while that of primary

commcdltles nas declined, This is due to a number of factors, vwhich
include differing relative pfice trends for the twc types of goods, more
. djnamic growth in the industrialized economies, and the efforts of these
T.ecdnomies fb'achieve a greater measure of self-sufficiency in primary
‘eomodities,. : _ = /In view
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In view of its importance, the problem should be looked at from
other angles, for example, in terms of the world export trends, by
countries and regions and categories of goods (see tables I-38 and 1-39).

World exports have sustained a relatively high grewth rate, which
has been more rapid in .the sixties than in the second half of the fifties,
This was the case in almost all regions, except in Eastern Furope (where
the rate did not rise so much although it remained above the world
average) and mainland China,

Throughout the period 1955-66 the exports of the developing
regions grew at a higher rate than those of the industrialized regions and
the countries of Eastern Europe, and - logically enough - the differcace
between the two was greatest when the prices of primary comrodities were
at their lowest, Between 1955 and 1959, when the prices of;primary
commedities fcll steadily, the annual growth of exports from the
developing countries was only 2.9 per cent while that of exports from the
industrialized countries was 7,2 per cent, During the fecllowing period
(1960-66), the fact that prices for primary commodities were more stable
and some even recovered lost ground, and with world trade in a more
buoyant state, the exports of the developing countries did grow more
rapidly., But even so, they still did not grow so fast as the exports of
the developed countries, the annual rate of increase being 6 per cent
compared with 8.8 per cent for the developed countries,

Hence, the share of the developing regions in world exports steadily
declined, dropping from 25,4 per cent in 1955 to 21,4 per cent in 1960
and 19.1 per cent in 1966, Over the same period the share of the
industrialized countries rose from 64,7 per cent in 1955 to 66.8 in 1940
and 69.5 in 1966,

/Table I-38
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Some ipdustrialized countries - for example,'the United States, the
EFTA countries, and Austraiia and New Zealand - éhoﬁed'growtharatesAthat,
were below the over-all average, and their relative shares only Jjust R
remained constanﬁ or even declined, In contrast, Japan's:exporfs grew ’
very rapidiy, at an énnual‘rate of 15 per cent as did those of tre EEC
countries, to a lesser extent (10 per cent), and Canada. As a consequence,
the EEC countries maintained their share of exports - theilargest for the
industrialized regioﬁs - Japan more than doubied ité sﬁare, and Canada
recovered'Soma of the ground it had previously lost. It is ﬂoteworthy that
the growth ~f the EEC countries! exports was incpeasingly dugyto the j
expansion of £rade within the Community, so that gains in intra~regional
trade helped to cushion the effect of the decline in their share of
world exports. , ,

Among developing regiéns, the Middle East slightly increased its
share of exports, while Africa lost some gfound,' In both thése cases,
the most positive factor was the favourable trend of the world petroleum
market, Particularly during the period 1966—66,hthe bocm in petroleum
exports from Libya, Nigeria, and to a lesser degfee Algeria, was the
reason for the relatively rapid increase in exports from Africa; but
even so, the growth rate did not equal that of world exports as a whole,

Export trends were much less favourable in Latin America and Asié,
whose exports grew at a slower rate than those of any other region, thus
substahtially reducing thelr share,of world exports.

A clearef picture of other aspects of this process can be gained
from a consideration of export trends by types of goods, which are
closely linked to the changes in the shéreg of the various regions.v

As noted abdve, menufactures (machinery, chemical products and
nother manufactures") had the highest growth rate of all world exports,
while exports of primary commodities (foodstuffs, raw materials :nd fuels)

grew at a much slower pace,g/' This in itself would be enough to increase

2/ Taking 1 as the average rate of growth of world exports, the relative
growth rates were as fecllows: machinery, 1.5; chemical products, 1l.4;
uother manufactures", 1.1; fuels, 0,8; foodstuffs, 0.7; and raw
materials, 0.5. In other words, on the average, in relation to total
exports,” exports of machinery grew three times as fast as exports of
raw materials and about twice as fast as foodstuffs and fuels,

) /tﬁe:shafé
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the share of the developed regions; but the situation is made much
worse by the fact that the exports of primary commodities from the developed
regions grew faster than those of the developing regions,

The average annual growth rate of the industrialized countriest!
exports throughout the period 1955-66 was 2.4 times that of the developing
countries for foodstuffs, and almost double for primary commodities;
only in fuels did the developing regions achieve a favourable trade
balance (see table I-37).

Comparing the three main food-supplying areas in 1955, Latin Americals
share of world exports (20,4 per cent) was much larger than those of the
United States (11.4 per cent) and the EEC countries (13.1 per cent), In
1966, the share of the United States and the EEC countries héd risen to
15.8 and 15.3 per cent respectively, while Latin America's had fallen to
15,5 per cent, i,e., a 25 per cent drop, During the same period,

United States exports of foodstuffs outstripped all three categories

of manufactures, while the annual growth rate for the EEC countries was
some 7 per cent, In general, the formation of large exportable surpluses
combined with policies to promote self-sufficiency in the developed
countries reduced potential export markets for latin American foodstuffs.
In addition, the special financing arrangements for placing exportable
United States surpluses (Public Law 480), together with the protectionist
tariffs applied by the EEC countries and their efforts to find other
sources of supply did not encourage Latin America to expand its
production of foodstuffs,

Exports of foodstuffs from the EFTA countries, and from Australia
and New Zealand also increased appreciably, particularly in the sixties,
The annual growth rates of Japan!s exports, were higher than those of
any other industrialized country particularly in the latter half of the
fifties; however, since its imports grew at almost the same rate, its
net deficit increased in absolute terms.

World exports of raw materials developed along much the same lines
as exports of foodstuffs, although there were significant differences
between one developing country and another. Between 1955 and 1966,

the share of the industrialized regions as a whole in the world total

/increased from



E/CN.12/825
Page Twl54 -

increased from A48, 8 to 54,7 per cent, while the share-of the centrally
planned economies rose slightly and ‘that of the developlng countries
decllned. Most of thls decline was attrlbutable to Asia, whose share
fell from 18,4 to 12, 2 per cent, since. those of Africa and the Middle
East fell iny slightly, while Latin Americals remained practically
unchanged. In the case of Asia, whose exports d2d not increase even in
absolute térms, the drop was to some extent due to é.policy of exporting
raw materials with a higher degree of processing, and even in the form
of final consumer goods applied by India, Hong Kong“and China (Taiwan),
for example, to their exports of textile and leather goocds and ready-made
clothihg, and also to increased exports of metals from other Asian
countries, | '

Looking at the situation as a whole, however, the major cause of the
deterioration in the position of the developing countries on the world
raw materials markets was growing competition from the synthetic substitutes
manufactured by the industrialized countries and the exportable surpluses
of the United States, During the sixties, United States exports of raw
materials slackened compared with the second half of the fifties, while-
the opposite was true for the EEC countries,

In brief, the only one of the three categories of priﬁary commodities
in which the developing countries strengthened their position in world
trade was that of fuels (their share rose from 57.8 per cent in 1955 to
64,1 per cent in 1966), The three industrialized regions lost ground,
especially the United States as a result of its policy of stockpiling
strategic materials, Australia and New Zealand increased their exports
of fuels substantially, but their exports are still small compared to
the world total, There was also a considerable expansion of Canadal's
fuel exports, as a result of increased purchases of lLatin American
petroleum for refinihg and export to the United States in the form of
petroleum products,

These changes mainly benefited the Middle East, whose share in
world fuel exports rose from 24 to 31l.3 per cent, and Africa, which
increased its share 51gn1ficantly (from 0,3 per c¢ent in 1955 to 10, L, per
cent in 1966) Latln America and Asia, however, lost ground; Latin
Americals share fell from 18 3 to 1442 per cent and A51a's from 5, 3 to

3.4 per cent. /As to
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As to world trade in manufactures, the industrialized countries
maintained their strong lead with a few variations (approximately 88 per
cent of world exports of chemical products, 87 per cent of machinery
exports and 70 per cent of exports of other manufactures), The relatively
favourable trend of exports from the developing regions ~ particularly
in machinery and other manufactures, exports of which grew at a faster
rate than in the industrialized regions - can be considered a good
omen; but the quantities involved are too small and their share of world
trade too mocdest for this to mean any real change in view of other much
more adverse trends, In particular, Latin America and Africa lost
ground in chemical products and "other manufactures!" and Asia in chemical
products. The Middle East, however, gained ground in the three categories
of manufactures, although still at very low levels., Also worthy of note
is Asial's increased share in exports of machinery and particularly of
other manufactures, mainly as a result of the increased sales of textile
and leather goods and clothing,

(v) Origin of imports to the main markets, In the over-all

picture sketched in above clearly shows the decline in Latin Americals
share of world trade, not only compared with the developed regions ‘but
also compared with the other developing regions., This is due to a
number of different factors, of both internal and external origin, iany
of which are outside the scope of this chapter, It is relevant here,
however, to examine the extent to which these factors were influenced by
the degree to which they were linked to the different characteristics and
dissimilar trends of individual markets. The following paragraphs,
therefore, examine the origin of imports to each of the main markets -~ the
United States, EEC, EFTA and Japan - which absorb almost 70 per cent of
Latin Americals exports,

United States imports. Between 1955 and 1966 the value of total
United States imports more than doubled, totalling some 24,000 million

dollars in 1966, Over the same period its imports from Latin America
rose by only 10 per cent, Latin Americats share in the United States
market declining from 30.8 to 15.7 per cent (see tables I-40 and I-41).

/Table I-4LO
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These. figurés put most of Latin America's external trade problems in

. a nut shell, They also illustrate, perhaps over-dramatically, the intensity
' apd nature of the changes that have been taking place in world trade.

- One of the most decisive factors is the fact that while primary
commodities made up approximately 63 per cent of United States imports in
- "1955, the, proportion had fallen to 4O per cent by 1966. United States
purchases of machinery increased almost ten-fold over the same period, and
Fpurchases of chemical products and "other manufactures" increased two and a
half times; but purchases of foodstuffs rose by less than 4O per cent, raw
materials by only 14 per cent and fuels by 90 per cent,

Since there were no correspondingly significant changes in the capac1ty
to export of the developing regions, these modifications in the composition
of United States imports necessarily involved substantial changes in their
geographical origin. Between 1955 and 1966, United States proportion of imports

from the developed regions rose from 51 per cent to more than 69 pe: cent.

" What is most significant, however, is that this increase was not duc solely

to the change in the composition of imports - in which, as has been seen,
Jmanisctures predominated - but also to the fact that the developed countries
rapidly increased their share of United States imports of primary commodities
from 24 to 41 per cent for foodstuffs, from 52 to 60 per cent for raw materials
and from 5 per cent to almost 22 per cent for fuels,

The decline in Latin America's share in the United States marlcht was
especially marked in the case of foodstuffs, since Latin America's share of
United States imports of foodstuffs dropped from 61.5 per cent in 1955 to
less than 40 per cent in 1966, and even declined in value in absolute terms.
This is only partly attributable to the diversion of Cuba's trade to other
markets, since its United States sugar quota benefited other Latin American
countries; neither can it be considered the result of the drop in coffee and
cocoa prices, The United States began to import a substantial proportion of
its supplies from other regions, partly because of health restrictions, and
partly because of changes in consumption patterns. Over this period United
States imports from Asia and Africa rose by 65 and 83 per cent respectively,
tbose from Australia and New Zealard increased sixteen-fold, those from
Japan tripled and those from Eastern Europe more théh doubled.,

/With regard
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With regard to raw materials, United States imports from other
induéirialized regions increased considerably to the detriment of the
developing countries. ' Although Latin America was able to maintain its
relative share - while the shares of Asia, Africa and the Middle East
declined - total United States imports of raw materials increased very
slowly, the inelasticity of the demand for raw materials beihg due to
growing competition from synthetic substitutes,

With respect to fuels, teco, the developing countries lost ground, as
a result of the increase in United States imports of fuels from
" industrialized regions, especially Canada, The different developing regions
were affected to differing degrees: Asia managed to maintain its small
share and Africa increased its share, while Latin Americals share dsclined
(frem 59 to 43,5 per cent), ds did that af the Middle East (15,8 to
12.1 per cent), Canadian exports of fuels to the United States rosz from
L.8 per cent to 20.2 per cent, mainly as a result of increased re-cxports
of refined Latin American petroleum and sales of its surpluses of natural
gas, coal and electricity,

United States imports of chemical products, machinery and other
marrSactures increased, with the developed regions still maintaining their
strorg lead and no significant change occurred in the small share of the
developing regicre, As was noted above,Latin Americals share of Zmgorts
of "otcher manufactures" fell substantially while Asial!s grew,

EEC imports. There were also changes ir the composition of EEC imports
which reinforced the trend towards increased trade between the industrialized
regions and *he relegation of the developing countries to a peripheral
position in relation to world trade as a whole,

Between 1955 and 1966, EEC imports of machinery quintupled, chemical
products quadrupled and "other manufactures" more than tripled; these
‘increases are far higﬂer than any increase in imports of primary commodities
':(see tables I-42 and I-43), Mnrreover the proportion of raw materials and
foodstuffs imported from other developed regions increased considerably,
‘the developing regions being able to improve their position enly with
iregard to fuel imports,

/Table I-42
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Unlike the United States, EEC 1mported more foodstuffs and raw
‘materials from Latin America than from ‘other developlng regions.

Latin America's share of the market remained the same, which meant that
"1t doubled its exporis of foodstuffs and increased its expsrts of raw
materlals by 57 per cent.

EEC imports of fuels malnly came from the developing regions, which
as a group increased their share of the market from 49.5 .per cent in
1955 to 64,5 per cent in 1966. The 1mprovement, however, was confined to
the African countries, since the position of the Middle East ~ the major
supplier ~ deteriorated scmewhat and there was a marked decline in the
shares of Latin Awmerica and Asia,

The dynamic growth of EEC imports of chemical products, machinery
and other manufactures benefited suppliers in industrialized regions,
which continued to improve their already strong lead, mere than the
developing countries, The most 51gn1flcant feature of the latter's trade
with EEC was the increase in imports of "other manufactures" from Asia, .
which even increase its share of the market.

In other words, despite the fact that its share of the EEC market
declined, the growth of Latin America's exports of foodstuffs and raw
materials to EEC countries partly offset the decline in its share cf
the United States market; on the other hand, unlike other develcping
regions, it had no share in the increése of EEC imports of manufactures.

EFTA imports. As in other industrialized regions, EFTA imports were

also characterized by an increase in manufactures and a decrease in
primary commodities, and by increased purchases ef primary commodities
from other developed regions. When the sluggish rate of growth of total
EFTA imports (compareu with EEC, Japan and the United States), is taken
into account also it is understandable that the position of the
developing countries should have been seriously weakened, 8O much sc that
exports of foodstuffs remained constant, exports of raw materlals fell,
and only exports of fuels and, to some extent, "other manufactures" rose
(see table T-bh and I-h5)e i o
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The increased EFTA imports of feadstuffs all came from Eastern
Europe and the industrialized countries, including the EFTA countries
themselves, the EEC countries and other countries of Western Europe,

EFTA imports of raw materials from the developing regions declined in
value, even in absolute terms, principally because of the sharp fall in
purchases from Asia and, to a lesser extent, from Africa and the Middle
East, while purchases from LatinrAmerica increased. On the other hand,
the developing regions increased their sales of fuels to EFTA and improved
their share of the market (from 44,3 per cent in 1955 to 58,9 per cent

in 1966) as a result of increases in the share of Africa, and to a lesser
extent; those of the Middle East and Latin America.

For other types of goods, "other manufactures" were the only goods
for which the share of the developing regions attained significant
proportions. The increase was mainly attributable te the Middle East and
Asia, and to a lesser degree Africa, while Latin America'!s share declined,

In other words, EFTA imports of foodstuffs from Latin America
remained stationary while there was unly a slight movement in its imports
of other goods; hence Latin America lost ground, tn the benefit of the
industrialized countries,

Japanese imports, Of the regions referred to above, Japanis is the
only import market in which primary commodities have the major share,
which facilitates specialized trade with the develeping countries, While
the proportion of primary commodities in total imports declined between
1955 and 1966 (from 84,5 to 7h.1 per cent), this occurred in circumstances
which ferced Japan to increase its total imports from abroad: the total
value of its imports grew at an annual rate of close to 13 per cent,

imports of fondstuffs increased two and a half times, imports of raw
materials almost tripled, and imports of fuels increased more than seven-
fold (see tables I-46 and I-L7).

There is also another important difference: the proportion of
Japanls imports from the developed regions, after rising in the second
half of the fifties, began te fall in 1960, and by 1966 had returned to
their 1955 level (slightly less than 53 per cent)., The share of the
developing countries thus remained at approximately 4O per cent, Eastern
Europe-snd mainland Chins making up the remainders

/Table I-~L6
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Thé véfious”dévelopihg regions evolved differently, but because of

.. the high rate of growth of Japan's total imports, even those regions whose

" .share declined considerably increased the value of their total sales, For

example, Latin America's share declined ffom 10.6 io 7 per cent, but the
value of its sales increased two and a half times, Roughly the same

happened with Asia, The deterioration in the position of these two

; v.Q;gegiops was offset, however, by increases in the shares of the Middle East

and Africa. :

. An outstanding feature of the composition of Japan's imports was the
J developing regions! marked loss of ground with respect to foodstuffs,
although the value of their sales doubled, while the share of the
industrialized regions (mainly the United States) and mainland Chinai»
increased, The share of the United States ~ the main supplier of the ‘
industrialized regions — in imports of raw materials began to decline in
1960, while Eastern Europe increased its share, mainland China recovered
lost ground and the developing countries maintained their share at around
L3 per cent, within which Asia!s share shrank while Latin Americal!s
share recovered from its decline in 1960, The developing countries
increased their over-all share of fuel imports; Latin America's share
remained small, the Middle East increased its share, while Asia's share
declined. (

In the sphere of manufactures, imports from the developing regions
gained some ground, although the relative positions of the regions
changed somewhat: Asials share declined, Africa!s increased significantly,
as did those of the Middle East and Latin America to a lesser extent.

Looking at the situation from the viewpoint of Latin America, it
may bg copcluded that although Latin America's share of the Japanese
markei is still relatively small, the rapid growth of Japan's imports
and the use of a greater number of countries as suppliers hold out hopes

of an indfeasingly rapid expansion of, trade between Latin America and Japan,

/2. I_l’lg
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2., The balance of payments and movement of capital

The characteristics of Latin America's foreign trade and its relative
position in world trade, discussed in the preceding paragraphs, are basic
factors whose operation has had the ultimate result of placing the region
in a speclal situation where its balance of payments is concerned.

The sluggishness of external demand for the products traditionally
exported by Latin America in combination with unfavourable price trends,
has in many cases prevented the capacity to import from keeping pace with
demand for imports. The use of monetary reserves could do little to cover
the resulting gap, and that only for a short time, so that in the main it
has been bridged by intensive and increasing recourse to autonomous and
compensatory external financing, In turn, the commitments deriving from
such financing are looming steadily larger in the external transactions
picture, and have given rise to an "indebtedness spiral" (as it is
commonly called), and to great instability in most countries! balance of
payments, by making the capacity to import inordinately dependent upon
the inflow of new capital,

The figures for the region as a whole bear eloquent witness to
the sharpness of these trends, Between 1955 and 1966, the average annual
growth rate of the volume of exports was 4,6 per cent; that of their value
was 3.9 per cent, owing to price declines; and that of their purchasing
power was only 3,3 per cent, because of the rising trend of inmport prices.
The current value of imports increased in the meantime at an average annual
rate of 3.8 per cent,

The pressure exerted by the slow growth of the purchasing power of
exporic was reinforced by the speed of the upswing in service payments on
foreign capital (profits, interest and loan amortization), which increased
at an annual rate of 8,9 per cent, To give a better idea of what this
implies, it should be recalled that the ratio between service payments
and current income from exports of goods and services rose from 20.7 per
cent in 1955 to nearly 35 per cent in 1966,

The rise in service payments was accompanied by a decrease in the
net foreign capital contribution to the financing of Latin Americals
imports, In 1955-59, the net annual inflow averaged 195 million dollars;

/this figure
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this figure was slightly reduced in the period 1960-6L, for which the
average wﬁé”i85vﬁillion3dbliaré, and subsequently plunged downward as
the rate of increase of service payments speeded up. .In 1965 and 1966
" there were actually net transfers of resources abroad, amounting to
830 ‘and-360 million dollars, respectively. Although the balance became
positive again in 1967 and improved still further in 1968, these trends
show how far the capacity to import is influenced by unduly rigid

" commitments in respect of remittances aBroad for capital servieing
pﬁrpbses, and by the marked instability of the inflow of new capital,

International reserves - including the International Monetary Fund
pdsition ~ helped to eushion the impact of these variations on the level
of imports, The reserves in question totalled 2,870 million dollars in
1955, and in 1962 dropped to 2,135 million, which was the lowest level
recorded in the period under review; but later they had to be reconstituted,
at the cost of a reduction of imports, so that by 1966 they exceeded
3,000 million dollars,

Hence a characteristic feature of Latin America!s balance of payments
has come to be the considerable relative importance of capital transactions
in comparison with movements of merchandise proper. A clearer idea of what
this means can be formed from the provisional figures for 1968, which are
analysed in detail in Part Two of the present Survey, In thel year, a
capacity for external payments totalling more than 18,000 miiiion dollars
had to be obtained from exports of goods and services and gross inflows
of foreign capital in order to finance imports whose f,o.b. value was
approximately 10,000 million dollars., The difference between these two
figurcs was absorbed by non-financial import services, payments of
amortization, interest and profits on foreign capital, and moderate
additions to international reserves,

With a view to more comprehensive evaluation of the structure and
trends of the balance of payments, the development of each of its components
will next be considered, still with reference to the period 1955~66,

At the same time, from the data,prgsented it will be possible to see how

far the situation in individual countries diverges from the general pattern
outlined,

/(a) Balance



E/CN.12/825
Page I-171

(a) Balance-of-payments transactions on current account
(1) Merchandise transactions, From 1955 to 1959, the merchandise

account in the balance of payments for the region as a whole showed that

exports exceeded imports by approximately 1,000 million dollars (see table
I-48), Subsequently, the effect of the increase in outflows other than
import payments was to boost this surplus to such an extent that by 1965

it had doubled; from the peak then attained (about 2,100 million dollars),
it declined in more recent years as a result of the reactivation of capital
inflows, The servicing of these will have fresh implications in the near
future and will very probably originate a new upward trend in the export
surplus, :
With the exception of the exports of Venezuela, Colombia and Haiti,
which remained stationary or turned downward, and those of Brazil, Uruguay
and the Dominican Republic, which expanded relatively little, the other
countries'! sales of goods greatly increased in value in relation to 1955-59,
This applies particularly to Chile, Peru, Panama, Guatemala, Honduras and
Nicaragua,

In Argentina, Chile, Peru and Uruguay the export surplus was
considerably strengthened, after the deficit shown on the merchandise
account in earlier years, But whereas Argentina, despite the expansion
of its exports, practically kept its imports down to a certain zpproximate
level throughout the period in order to improve its external payments
position, Uruguay was compelled to reduce its imports for the same motive,
in face of the slow growth of its external sales, Exports from Chile
and Peru expanded fast enough - especially in Peru'!s case - to permit of
a considerable increase in imports (with slight restrictions to generate

surpluses on the merchandise account), supported by the inflow of capital.

/Table I-48
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Outstanding among the countries with a tradition of mexchandise~
account surpluses is Venezuela, The decline in petroleum prices and
the limits set to demand for Venezuelan oil by competition and by the
preferential treatment accorded to other geographical areas as suppliers
of the leading world markets caused a relative stagnation of exports
throughout the period under review, In addition, Venezuela's external
payments position was difficult at the beginning of the nineteen-sixties,
and outgoings under the head of direct foreign investment income remained
high, Corsequently, a substantial surplus on the merchandise account had
to be maintained on the basis of restriction and reduction of imvorts,
The situation was much the same in Brazil., The fall in coffee prices and
the rigidity of demand made for slow and fluctuating export growth rates,
which determined a similar behaviour pattern for imports, The surplus was
heavily depleted by import requirements in 1960-64, but owing to the
persistence of the balance-of-payments deficit it had to be increased
again, on a very large scale, towards the end of the pericd urder
consideration, Ecuador and Honduras also achieved a surplus on the
merchandise account every year, but in contrast to the situation in the
foregoing countries, their export trade forged ahead and their imports
increased, This was especially true of Honduras, )

Among the countries whose trade balance deteriorated, E1 Salvador
and Nicaragua showed surpluses on the merchandise account based on the
steady strengthening of their export trade, which likewise enabled them
to expand their imports; but in 1966, with the stagnation of exports and
the continued growth of imports, the surpluses were transformed into
deficits, financed by means of bigper capital inflows, In the case of
the Dominican Republic, the political events by which it was affected in
1965 marked the close of a period in which exports had exceeded imports,
The recovery of the export trade in 1966 was slight and the value of
external purchases high, with the result that there was a fairly large
deficit on the merchandise account, financed by the inflow of capital.

In Colombia, external rigidities and the downward trend of coffee prices
were reflected in more or less constant export levels. This, in combination
with the fluctuations of capital flows, meant that the evolution of both

imports and merchandise-account balances was VEery uneven,

/Lastly, there
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Lastly, there were some countries that showed a chronic deficit
on the merchandise account., Among these, Mekico, Bolivia, Paraguay,

Haiti, Panama and Costa Rica, were also characterized - except for _
Haiti - by a dynamic expoff”and import trade and a sﬁbsténtial inflow

of capital. In the case of Mexico and Panama, deficits on the merchardise
account were offset by favourable balances on non-financial service
transactions, in particular travel and touriSm,fand miscellaneous services,
Elsewhere, deficits on aggregate service transactions and on external
factor pajments were”superimpdsed on the imbalance on the merchandise
account, thus widening the gap and augmenting external financing requirements.
In due course this would mean that increasing capital servicing commitments
would lead to the restriction of imports, if the growth rate of exports-v
were not speeded up to a greater extent. Bolivia and, in a lesser measure,
Paraguay, were able to alleviate their payments poéitién by virtue of

the transfer payments received., Although similar resources were available
to Haiti, imports were restricted because of the limited expansion of
exports, largely imputable to internal supply problems.A In Costa Rica,

the growth of exports and a considerable inflow of capital allowed the

high rate of increase of imports to be maintained. '

The sluggish development of Latin America's export sector was partly
due to the deterioration of prices and the rigidity of demand for coffee
and petroleum, These factors particularly affected the countries which
are among the leading world suppliers of the products in dueétion: |
Venezuela and Colombia, and, in a lesser degree, Brazil, In other countries
(Haiti and Uruguéy, for example), unfavourable external factors were
combined with internal supply difficulties.

Import restrictions were also applied in the same group of countries,
as well as in Argentina. In almost all of them (the eiception being Haiti)
the predominant need was to increase and maintain or create merchandise-—
account surpluses by curtailing imporés, in order to improve the external
payments position or prevent it from.detériorating sti1l further, 1In the
other countries, the growth of imports outstripped or kept pace with that
of export earnings, which were supplemented by increasing inflows of
capital. ‘ ’

/(ii)lyFreight;
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(i1) Freight, insurance and other transport transactions, travel

and miscellaneous services. Latin America's position as a net importer

in relation to these services as a whole is determined by deficits on
transport and miscellaneous services, partly offset by surpluses on the
travel account, With the exclusion of Mexico and Panama, and, in recent
years, Uruguay, the other countries of the region show a negative balance

on total transactions under these heads, which tended to decrease up to

1965, as a result of the import restriction policy pursued by some countries,
In 1966, however, further increases in the deficit are observable

(see table I-L9),

The aggregate net deficit on these services absorbed an appreciable
proportion of the surplus on the merchandise account, although their share
dropped from 77.2 per cent in 1955-59 to 46.6 per cent in 1966, with the
corresponding reduction of their relative importance in the externcl
deficit on current account,

Freight, insurance and other transport transactions, in respect of
which all the countries are net importers, are the most important items
in the body of services under discussion, and determine the trend followed,
Freight charges are closely linked to import values, and in so far as
imports were restricted by some countries, expenditure on freight did not
increase, Influence was exerted in the same direction by the progress of
the Latin American countries! own merchant fleets and the degree to which
they gradually gained control of external freight traffic in countries such
as Argentina, Brazil, Chile and Colombia where certain levels of development
had been attained.,

Latin America is also a net importer of miscellaneous services
(general government and other services), notwithstanding the surpluses
obtained under those heads by Mexico, the Dominican Republic, Panama,

Costa Rica and Guatemala., These only partly offset the deficits shown by

the other countries.

/Table I-~49
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In contrast; surpluses were achieved on the travel account which
partly counteracted the negative balances recorded for the two preceding
items. The decisive influence, however, was that of Mexico's net earnings
under the heads of tourism and border trade, although smaller contributions
were made by the travel surpluses shown in Uruguay, Haiti, Panama, Costa Rica
and Guatemala. In recent years, Guatemala and Haiti have become net
importers where travel is concerned, whereas Chile, Ecuador and Paraguay
obtained net income from this source which they had not previously enjoyed,

In the last analysis, net positions were affected by different
factors in each country. In Venezuela, Argentina, Brazil and Colombia,
the fluctuations of the aggregate deficit on the services accounts in
question has its explanation in import trends and the restriction of
expenditure on travel and miscellaneous services, In Mexico and Panama,
the surpluses on these services offset the deficits on the merchandise
account, and in Uruguay surpluses under both heads Jjointly provided means
of meeting external commitments, Despite the expansion of Chile's imports,
its net expenditure on non-financial services was kept down by virtue of the
increase in tourism or travel earnings, and the same was true of Ecuador
and Paraguay. In Haiti, on the other hand, with the reduction of its
income from travel, the services deficit increased, and the same thing
happened in the Central American countries, with the exception of
Costa Rica,

(iii) Investment income, Over and above the external pressures on

the balance of payments deriving from adverse trade situations, indebtedness
and the international reserves position came to aggravate the existing
rigidities, The chief effect of borrowing was the rapid increase in
payments under the head of foreign investment income: profits, dividends

and interest (see table I-50)., Since these payménts expanded faster than
exports, countries where the pressures they generated were severe had to
strengthen their surplus on the merchandise account, usually by

restricting imports,

/Table I-50
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Latin America receives sone income from its assets in the rest of the

world, but the amount is insignificant in comparison with the sums it has
to pay out to meet its external liabilities deriving from direct investment
and from foreign loans. These service payments rose from 1,226 million
dollars in 1955-59 to 2,124 million in 1966 - i,e., by 73 per cent, or
twice as fast as exports of goods during the same period - even though

in Venezuela external investment income remained virtually constant,
fluctuating around 600 to 700 million dollars. Its relative importance
within total service payments decreased from 57 per cent in 1955-59 to

33 per cent in 1966,

Thus, the rapid growth of external investment income payments, was
concentrated outside Venezuela, in particular in Mexico, Argentina, Brazil,
Chile, Peru and Colombla, where the figures were significant in absolute
terms, Elsewhere, although the sums concerned were much smaller than in
the foregoing group of countries, the increases recorded were bigger in
relative terms, except in Ecuador, Bolivia, Haiti and Panama,

A break-down of external investment income shows that profits on
direct investment lost some of their relative importance, which declined
from 86,6 to 71.5 per cent between 1955-59 and 1966; the proportion
represented by interest on lcans, on the other hand, rose from 13.4 to
28.5 per cent during the same period, in consequence of the more important
role which loans were gradually assuming in the financing of the external
deficit on current account. Even so, the relative position of profits
was still the determinant of the level attained by external invesiment
income, mainly because of Venezuela's situation., With the exclusion of
Venezuela, the share of profits in total investment income would fall from
69.4 to 58,5 per cent between 1955-59 and 1966, and that of interest would
increase from 30,6 to 41,5 per cent in the same lapse of time.

If foreign investment income payments are related to income from
exports of goods and services, it can be deduced that the ratio between
them climbed from 13.4 to 16,2 per cent between 1955-59 and 1966, while
if amortization and other service payments are included, the corresponding

proportions work out at 25,2 and 34,7 per cent,

/Up to
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Up to 1962, net external investment income payments amounted to more
than the surplus on the merchandise account, From 1963 to 1965 the latter
increased sufficiently to offset the payments in question and reduce the
gap, but in 1966, when the surplus once again diminished, it fell below the
level of external investment income,

(iv) Private transfer payments, The negative balance shown by the

region as a whole, under the influence of the large transfer payments

effected by Venezuela, became favourable in 1966 as a result of the more

rapid increase in transfer payments received, These increased from 43 to

150 million dollars between 1955-59 and 1966, while outward transfers rose

from 118 million dollars to 148 million during the same period (see table I-51).

The private transfer payments received were strongly concentrated in
Brazil and Haiti; their value followed an upward trend, but at a lower level,
in Mexico, the Dominican Republic, El Salvador and Guatemsla; and they
decreased in Chile, Peru and Colombia, In the other countries, with the
exception of Uruguay, they showed relatively significant increases, but
here again the figures were smaller in absolute terms,

The largest proportion of outward private transfer corresponded to
Venezuela (immigrants! remittances) and next, in order, but a long way
below, came Mexico and Panama. These three countries and Uruguay were
the only ones with net deficits in the region as a whole, since Argentina,
which also traditionally recorded negative balances, transformed them into
surpluses by drastically reducing its debts, In the other countries, the
deficits on current account were lessened by surpluses deriving from
private transfer payments received,

(v) Balance~of-pavients positiors »n current account., The goods

and services transactions to which reference has been made resulted in
different kinds of pressures on Latin America's aggregate balance on
current account, As long as the surplus on the merchandise account
increased to a greater extent than the deficit on services (financial and
non-financial), the external imbalance on current account dwindled steadily.
These trends, consequent upon the policy pursued by the monetary authorities
in certain countries with a view to improving the balance-of~payments
situation, were particularly marked between the years 1963 and 1965.

/Table I-51
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Hence the deficit on current account was reduced from 1,030 million dollars
in 1955-59 to 420 million in 1965, In 1966, when some countries relaxed
their restrictions, largely because of the improvement in exports and the
increase in the net inflow of capital, external purchases once’'again
expanded faster than sales, with the result that the surplus on the
merchandise account decreased. This circumstance, in combination with the
larger negative balance on the services account, raised the deficit on
current account to about 1,100 million dollars, and sparked off a new trend
towards the expansion of net external financing (see table I-52).

The decrease in the deficit on current account was at first attributable
to Venezuela's surplus (1960-64), to which those of Argentina, Brazil and
Uruguay were then added, together with substantial reductions of the defieits
shown by Chile and Colombia (1965), in which countries payments difficulties
arose and the monetary authorities applied stringent measures to improve their
net position. Generally speaking, the improvements achieved weré based on
impert restrictions, except in Chile, and in Argentina, Brazil and Chile,
on the expansion of exports, which boosted the surplus on the merchandise
account, In another group of couhtries (Bolivia, Haiti, Paraguay, Panama and
Guatemala), pressures were counteracted by assistance received in the form
of grants and donations,

In Ecuador the deficit on current account stood at a constant
proportion of export earnings, but at a fairly low level,

The other countries (Mexico, Peru, the Dominican Republic, Costa Rica,
El Salvador, Honduras and Nicaragua) show trends towards increasing use of
external financing, supported by the expansion of their exports of goods
and services - except in the case of the Dominican Republic - and the inflow
of non-compensatory capital. In 1966, when the external deficit on current
account once again increased, pressure in that direction continued in the
last-named”group of countries, as well as in Brazil and Colombia and to a
lesser extent in Venezuela and Chile,

/Table I-52
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(b)  Capital account »
(i) Finanging,of the current, delicit, 'As mentioned above, the

balance-of-payments deficit on current account -~ the eguivalent from a
different standpoint of net external financing - which Latin America
maintained from 1955 io 1966 followed an uneven course during that periocd:
it remained at a relatively high level up tosl962, dropped sharply in
1963-65 and increased again in 1966,

Naturally, this trend was largely determined by balance-of-payments
difficulties in several countries, Notwithstanding'thé differing situations
in the various countries, a feature common to them all was the intensive
use they made of external financing in order to stabilize the current
account; this measure was all the more necessary inasmuch as export earnings
were increasing at a slower pacc than the servicing of foreign capital
itself, At certain times, great efforts were made to lessen the
disequilibrium by means of import restriction policies, but these were
kept within the limits and were necessarily of a temporary nature because
of the requirements of the domestic economies, |

External financing was used with varying intensity according to
country or period. Therefore, the over-zll picture is best reflected in
the cumulative figures for the movements of capital which helped to cover
the deficit on current account over a certain number of years (see table I-52),
It is thus concluded that Latin America's cumulative net external fineneing
in the years 1955-66 amounted to 11,365 million dollars. Excluding
Venezuela, which showed a net external dissaving during that period, the
total for Latin America wes 12,287 million dollars; 78 per cent of this
sum was concentrated in Mexico, Brazil, Chile, Argentina, Colombia and
Peru, the first two of these countries absorbing 54 per cent; the rest
of Latin America accounted for 22 per cent, two thirds of which went
to Bolivia, Panama, Guatemala, Costa Rica and Uruguay.

/Table I-53
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Since the distribution of net external financing is influsnced by
the absolute size of each of the natioral economies, it would be as well
to consider it also in relation to the countries' respective gurrent
foreign exchange earnings (credit for exports of goods and services and
private transfer payments). This ratio for the region as a whole over
the entire period was 9.2 per cent, Only El1 Salvador, Argentiha; the
Dominican Republic and Honduras' recorded lower percentages, while Venezuela
showed a negative ratio on account of its net external dissaving, and the
rest showed higher ratios. Some countries considerably exceedcd thefover—
all avefage for Latin America; reaching very high céefficients. This is
true of Bolivia, with 38.2 per cent, followed by Cnsta Rica with 22.4 per
cent, and Panama, Chile, Paraguay, Haiﬁi end Guatemala with ratios ranging
from 18 to 20 per cent, In Mexico fhe'aVepage was 15.9 per cent, and in
Peru, Uruguay, Brazil, Nicaragua, Colombia and Ecuador it rangéd from 10 to
13 per cent, With the e.ception of Chile, the highest'coefficients for the
use of net external finaicing were recorded by the relatively lessvdevéloped
countries; but this did not result in external vayments pressures, partly
because of the volume of official transfer payments received and of‘loans
granted on easier terms, Those recording the lowest ratios, liowever, were
also - except for Argentina and Venezuela ~ the reiatively'less developed -
countries, which relied more on their export capacity to finance the .
increases in imports. This was the position of El Salvador, Henduras,
Ecuador and Nicaragua, although tlie trend was to increase the volume of
net external financing towards the end of the period, The remaining
countries care somewheré between these two extremes, but they also had to
face external payments pressures owing to the existing ccnditions of their
financing, generally short- and medium-term, with repayments growing faster
than both exports and gross capital inflows, The situation became
partigularly critical when exports and capital inflows remained stationary
or declined, Desbite the coefficients recorded by Venezuela, Argentina and
Chile, their external payments pressures were similar to those affectihg
the last giroup of.countries, although Venezuela's position has been |
somewhat alleviated by the accelerated aﬁortization of its external

obligations and an increase in its gross international reserves,

. /In addition
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In addition to the net external financing required to cover the
deficit on current account, there were other negative flows consisting
mainly of net movements of domestic autonomous or non-compensatory
capital or assets, the gross movement of international reserves, and errors
and omissions (see table I-53), If these items are taken into account,
it will be seen that the net balance of total external capital amounted to
some 18,100 million dollars during the period under review. In other words,
the net inflow of capital exceeded the volume of net external financing
required, thus enabling most of the countries to increase their gross
international reserves E74 and to cover other net outflows of domestic
capital or assets recorded in the balance of payments, and of unidentified
funds included in the errors and omissions account,

From an even more general standpoint, if amortization and service
payments, which amounted to 20 thousand million dollars, are added to the
net inflow of external capital, it will be noted that the gross inflow of
compensatory and non-compensatory capital during the period amcunted to
nearly 38,300 million dollars, 52.6 per cent of which had to be used for
amortization payments,

Venezuela, Brazil and Argentina, in particular, had to effect
amortization and service payments amounting to about 65 per cent of the
gross inflow of capital. In Colombia and Chile the proportion was over
50 per cent, and in Mexico 45 per cent. Except for Panama, in the
remaining countries it ranged from 30 to L5 per cent, In general, the
gap between gross and net inflows of capital in these countries and the
size of this gap in some of them help to explain why accelerated payments
had to be made to alleviate balance-of-payments pressures,

Of Latin America's total net inflow ef capital, 91 per cent were
movements of autonomous capital and 9 per cent of compensastory capital,

A major proportion of net external non—compensatory capital (78 per cent)

3/ As indicated later, the increase in gross international reserves
(697 million dollars) was more than offset by the inerement in
compensatory capital (1,558 million), which affects the monetary
authorities! liabilities, so that the net position of the monetary -
authorities deteriorated by 861 million dollars over the whole period,

/was in
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was in the form of direct invesiment (4O per cent) and medium~ and long=-
term loans (38 per cent), and the remaining 22 per cent comprised short—
term liabilities and official transfer payments;A Net inflows of
compensatory capital consisted mainly of resources deriving from trade
arrears and their refinaneing - balance-of-payments loans, deferred
import payments and swaps -~ and, in a lesser propbrtién, IMF contingency
loans, whose repayment teims -~ generally short~term - determined the
position with regard to compensatory finaneing. "

Mexico and Brazil together absorbed 38.4 per cenﬁ of total external
autonomous and compensatory capital; Argentina and Chile received 19.8 per
cent; Venezuela, Peru and Colombia, 21.4 per ceh‘b; Uruguay, Bolivia,
Guatemala and Panama, 10,7 per cent; Costa Rica, the Dominican Republic,
Ecuador, Nicaragua and El Salvador, 7.6 per cent; and Paraguay, Honduras
and Haiti, 2,1 per cent,

If the net inflow of funds is broken down into autonomous and
compensatory capital, other characteristics are revealed, In Uruguay,
for example, the high proportion of compensatory capital is one of the
causes of its preéent external payments difficulties. In Chile; Argentina,
Colombia and Brazil, the share of compensatory capital was also fairly
substantial, and it combined with medium-'non—combensatory loans to create
external payments pressures, This happened'also in Venezuela, whose
accelerated payments are noticeable only if the gross capital inflow is
contrasted with the net movements, Besides these countries, the Dominican
Republic, Costa Rica and El Salvador also record a relatively high
proportion of compensatory financing.

As stated above, external autonomous or non-compensatory capital
was mainly in the form of direct investment, According to the balance-of-
payments entries, these flows were concertrated strongly in Brazil and
Mexico (45.2 per cent), to a lesser extent in Venezuela and Argentina.
(33.5 per cent) and Peru, Chile and Colombia (10.4 per cent), that is,
nearly 90 per cent was absorbed by these seven countries, Direct investment
is at present channelled towards the more industrialized countries like
Brazil, Mexico and Argentina, since that received by Venezuela constituted
the last of the major oil investments for the period 1955—59.: Among the,

/relatively less
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relatively less developed countries, those recording a sizable volume of
direct iﬁvestmeht were Panama, Guatemala, Bolivia, Ecuador and Costa Rica,
where it accounted for a fairly high proportion of ﬁbtal external non-
compensatory capiﬁal, as occurred also in Nicaragda, El Salvador and
Paraguay, but at lower absolute levels., | ‘

The net inflow of medium- and long-term non-compensatory loans
mainly benefited Mexico, which absorbed 24.8 per cent of the total owing to .
somewhat longer repayment periods than those extended to Argentina and Brazil,
where accelerated amortiéation aimed at reducing payments pressures reduced
the net inflow of such loans. In Venezuela, a rise in the already high
rate of debt amortization led to a net disinvestment. This was not the
case in Chile, Peru and Colombia, which received one~third of the net
non-compensatory loans to Latin America, although in recent years they have
been facing the same payments pressures as Brazil, Argeniina, arnd Venezuela.
Net disbursements of loans to the economically relatively less developed
countries amounted to 16 per cent of the regioﬁal total, with Bolivia,

Costa Rica, Guatemala, Uruguay, Ecuador, the Dominican Republic and Panama
receiving the largest net flows; Among this group of countries; net non-
compensatory loans are coming to form a significant part of total external .
financing in Honduras, Ecuador, the Dominican Republic, Costa Rica, Uruguay,
El Salvador and Paraguay. The same is true in Chile, Peru and Colombia,

The flow of short-term non-compensatory capital (residents' net fofeign
liabilities) also was mainly to Mexico (28.L4 per cent of the total), despite
which Mexico experienced no payments pressures, possibly because of the
stability of its currency and the dynamism of its domestic growsh and
exports, particularly tourism, This was not the case in other countries and
Argentina recorded net outflows, while in Uruguay, Colombia, Brazil, Chile
and Venezuela payments pressures combined with other pressures resulting .
from the compensatory external financing, Short-term liabilities in Peru,
especially those deriving from trade arrears, had to be refinanced at the
end of 1967 when Peru devalued its currency and are still exerting pressure
on payments, Among the other countries of the region, Panama, Nicaragua and
Guatemala, and to a lesser extent Costa Rica, El Salvador, Bolivia and
Paraguay, also had some recourse to this kind of financing; Panamg was the
only one of these countries which was not subject to ény pressure, which

was due to the nature of its monetary system,
/Under the
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Under the head of foreign compensatory capital, official transfer
payments used to complement the external financing of all countries .attained
high absolute or relative levels in some of them, with the exception of
Venezuela and to a lesser extent Argentina, In some cases they helped to
prevent payments pressures (Bolivia, Guatemala, the Dominican Republic,
Haiti, Panama and Costa Rica) while in others (Brazil, Chile, Pery and
Colombia) they reduced pressure, and in others (Ecuador, Honduras, -
Nicaragua and Paraguay) they filled gaps in other forms of financing,

Contrasting these capital flows with current foreign exchange
receipts, it is found that, of all the countries of the region, Bolivia
relied most heavily on external financing, the gross and net figures
(which were 68,9 and 51,1 per cent respectively of its current foreign
exchange income), without experiencing serious payments pressures owing
tc the volume of the official transfer payments it received over the
pericd 1955-66. At the opposite end of the scale, Venezuela relied least
on external financing, which represented 13.2 per cent (gross) and
L.5 per cent (net) of its foreign exchange receipts, MNevertheless, it
encountered payments pressures. arising out of accelerated .debt repayments
and the need of the monetary authorities to improve their net position,

The corresponding gross figures were approximately 48 per cent for Chile
and Brazil; 36.3 per cent for Colombia; round 35 per cent for Costa Rica,
Mexico, Paraguay and Uruguay; some 33 per cent for Guatemala and Argentinaj
28 per cent for the Dominican Republic and Peruj; approximately 25 per cent
for Nicaragua, Haiti, and Panama; and between 21 and 18 per cent for
Ecuador, Honduras and El Salvador,

The different levels of amortization and other capital payments and
the different terms of external financing must be set against these gross
figures in each country, when it will be seen that the countries are ranked
in a different order according to the net figures, -Besides Bolivia, the
countries that came highest were Costa Rica, Guatemala, Paraguay and Chile,
with close to 25 per cent; for Panama and Uruguay the figure is approximately
22 per cent; for Mexico, Peru and Nicaragua, 19 per cent; for Brazil and
Haiti, 17 per cent; for Colombia and the Dominican Republic, 16 and 15 per
cent respectively; and for Ecuador, Argentina, El Salvador and Horduras,
between 14 and 11 per cent,

/In general,
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In general, payments pressures were most acute in-the countries
which relied most on short— and mediumrterm compensatory and non-compensatory
externél finanving'to cover their currert deficit on the balance of payments,
The deficlt was mostly due to the decllne in prices and the contraction of
demand, which reduced the value of exportsD ‘Without going into all the
reasons, it should be noted that international financing was on the whole
somewhat inflexible and costly. This was dué to short repayment periods
and high interest rates for loans, and to heavy remittances of profits on
direct investment, all of which are factors that weigh heavily in the
present structure of the region's balance of payments,

(i1) The net inflow of foreign capital and thé incidence of capital

servicing. A clear view of this topic will be ‘gained by compariné the
volume and sign of the net inflow of foreign cépital and the incidence of
capital servicing with the value of exports of goods and services (see
tables I-54 and I-55).

The inflow of foreign capital has genérated a counterflow of
services payménts - amortization and interest on debts; and profits and
depreciation in respect of direct investment - which has grown so rapidly
and sﬁeadily that the net result has become an outflow rather than an
inflow, This was the case in l965,fdwing to the debts incurred in earlier
years; as the‘inflaw of new capital declined in volume, servicing
commitments actually led tc an outflow of capital amounting to nearly
1,000 million dollars. The increase in the gross inflow in subsequeht
years helped to lower thls flgure, although the net 1nflow remained a
negative amount (410 million dollars in 1946 and 500 million in 1967).
Unless there is a very steady and ranid increase in the inflow of new
capital, there wiil inevitably be great ups and downs in thelnet inflow
of external funds; the net figure will be “igh when the inflow increases
sharply, and low when it declines and the servicing commitments in respect
of earlier inflows consume a larger share,

The problem becomes more acute if the increase in the service payments
on foreign capital is not accompanied by a similar increase in exports,
since such servicing is absorbing a growing share of current income from
exports of goods and éervides; ‘Therexhas been é very'marked trend in this
direction in Latin America since the mid-nineteen~-fifties.

/Table I-54
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During the:period l955w59 remitﬁances of profits and;interest,
and amortization and other paymenus on foreign capital represented
approx1mately 25 per cent of the current value of exports of gouds. and
services, This proportlon rose to an average of around 33 per cent during
the period 1960-64 and climbed ‘to above 37 per cent in 1965, falling
slightly in-1966 and 1967. P X

Desplte the more favourable trends of these last two years, these
proportions are very high and have appreciable repercu531ons on the
structure and stability of the regional balance of payments. Tie proportions
vary from country to country within the region, .Compared with the average
of 35 per cent in 1967 for the region as a wholé,tin at least four countries
(Brazil, Colombia, Chile and Mex1co) the proportion was above LO per cent'
in three (Argentina, Uruguay and Venezuela) ‘it was close to or slightly:
above 30 per cent; in seven (Peru, Bolivia, Paraguay, the Dominican
Republiie, Costa Rlca, Guatemala and Nicaragua) 1t was between 20 and 30 per
cent; in three (Ecuador, Honduras and Panama) 1t fluctuatad between 15 and 20
20 per cent; and only in Haiti was it below 10 per cent, L.

In 1968 these proportions may have dropped again to some axtent,. both
because of the increase in tne gross inflow of external capital and because
of the rise in exports of goods and~serv1ces° At ine same time, howevery
these short-term varlations imply greater liabilities in the future, and
they do nothing to modify the structure of the regional balance of payments,
which will probably remain one of the basic'broélems of the external
sector in the coming decade.

/Chapter IV
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Cliapter IV
THE PUBLIC SECTCR

The general lines followed by development policy since the beginning
of the current decade have laid a heavy burden of responsibility on the
public sector, in respect of both its direct action and its sphere of
indirect influence, The objectives pursued — the acceleration of economic
growth, the introduction of reforms in several basic aspects of the economic
and social structure, the expansion ofisocial services on a considerable
scale and the promotion of more equitablé income distribution, the
establ ishment of bases for an integrated Latin American economy, etcy -~
presuppose action on the part of the public sector, in its role as an
agent of development, which extends far beyond the scope of its traditional
functions. Accordingly, in drawing up a balance of scme of the
characteristics of the region's economy at the close of the nineteen-sixties,
it seems appropriate to take into account the extent to which the public
sector is equipped to formulate and apply development policies,

In the following pages an attempt is made at organized presentation
of some of the relevant data available, with reference to three aspects
of the question which seem especially important: first, the resources
channelled through the public sector, the size and sources of its income
and the composition of its expenditure: secondly, the institutional
organization of the public sector, and guiding principles and procedures
for reforms in its administrative structure; and, thirdly, its capacity
to implement planning decisions, either through planning machinery and
instruments proper, or through the traditional media of economic policy.

The background data and evaluations that can be presented in this
connexion are fragmentary and often conjectural. Notwithstanding the
obvious importance of the topic, relatively little progress has been made
in systematizing a continuous and comprehensive flow of data on the public
sector, In many cases, difficulties are encountered even in evaluating
its size in terms of the resources it uses, since the orderly presentation

of data is confined to the central Government, and nothing of the kind is

/done in
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done in relation to the regional and local authorities, autonomous agencies
and public enterprises, In other instances, data deriving from the public
sector accounts are classified by institutibns and are not broken down

to a low enough level of aggregation for their economic or social
significance to be apparent, Such factorskas these suggest the need for

a more energetic drive to improve reporting systems in the fields under
discussion, so that the requisite statisticél data can be obtained with
punctual regulérity, and a periodic bélance can thus be drawn up, suitable
for the purposes of economic analyéis,'and comparable to‘those which are
now systematically prepared for other aspecfs of the operation of
economic systems (for examﬁle, théwfecording of external transactions in

balance-of-payments accquﬁfé).

l. Resources channelled through the public sector
The ratio between public expenditure l/ and the total domestic

product varies widely from one Latin American country to another (see
table I~56), 1In three countries - Brazil, Chile and Uruguay ~ it
reached or exceeded 30 per cent in 1966; it fell between 25 and 30 per
cent in Bolivia, Colombia, Costa Rica, Ecuador, Mexico, Panama and Peru;
and in E1 Salvador, Guatemala, Haiti, Honduras, Nicaragua and Parazuay
it was less than 20 per cent,

For illustrative purposes, it is worth mentioning that the ratios
in the first two groups are comparable to those generally shown by the
industrialized economies -~ between 30 and 40 per cent in the countries
of Western Europe and about 30 per cent in Canada and the United States ~
while the corresponding figures for the third group are far lower,

The public sector's percentage shares in the peoduct are the result
of heavy and increasing pressures for expansion of expenditure and of the
no less formidable rigidities and obstacles that ‘stand in the way of a
corresponding improvement in income, Hence it is that in many countries
- including Argentina, Bolivia, Colombia, Ecuador, Guatemala, Panama, Peru
and Venezuela -~ the ratios in question underwent no very marked changes
between 1955 and 1966; on the other hand, they increased significantly
elsewhere, for example, in Brazil, Chile, Costa Rica, Honduras and Mexico,

;/ For the purposes of the present comparison, the concept of "public
expenditure" includes generel government expenditure on current account
(excluding that of public enterprises) and capital outlays of the
consolidated public sector, Data on a sufficient number of countries
are not available for any year later than 1966,
/Table I-56
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Table I=56
LATIN AMERICA: PERCENTAGE SHARE OF PUBLIC SECTOR.g/
IN GROSS DQSTIC PRCDUCT

Countries 1955 1966
Argentina 27 28
Bolivia - .o 23
Brazil 24 33
Chile 23 | 35
Colombia . 20 21
Costa Rica 17 21
Dominican Republic 6o | 25
Ecuador 21 | ‘ 23
El Salvador ‘ .o 18
Guatemala 13 L
Haiti | . 10
Honduras | 12 16
Mexico 15 22
Nicaragua o 17
Panama 21 22
Paraguay 0o 18
Peru 19 . 21
Uruguay 26 30
Venezuela ’ 28 % .

Source: ECLA, on the basis of official statisticss

| %
a/ Comprising total general government expenditure (including that of |
autonomous agencies) and capital outlays of public enterprisese |

/(a) Rigiditx
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(2) Rigldity of public sector income

In addition to the fact that tax machinery is not equal tovthe task
of keeping tax yields abreast of the increaSes iﬁ the total product, -
various other determinants have been responsible for the somewhat restrictive
trends of public sector income, N

One of these factors, to whlch great 51gn1ficance attaches in several
countries of the region, derives from the steady decline of the external
sector!s relative importance in the economy as a whole, and from the
changes in the composition of foreign trade in general and of imports in
particular. As long as the external sector accounted for a relatively
high proportion of the product, the amoﬁnt of resources provided by
export taxes was also relatively large,'especially as the transactions
concerned are easy to keep under supervision; but the significance of
these resources has decreased in the same proportion as the over-all
coefficient of exports, and also in so far as efforts to diversify‘the
composition of exports have had to be accompanled by tax incentives
applicable at least to the new lines of production. Much the same thlng
has happened in the case of import dutieg, the incidence of which has
weakened as the over-all import coefficient has declined and the ,
substitution process has gradually confihed the composition of imports
to essential consumer goods, intermediaﬁe products and capital goods,
which lend themselves less readily to t%; application of high duties
than consumer goods of a non~essential or definitely luxury type.

In some cases, not only has the reiative importance of external-sector
taxation decreased, but in addition instruments such as multipie exchange
rates, which at certain times have represented a valuable source of furds,
have been eliminated.

Elsewhere, and particularly in the Central imerican countries, the
expansion of intra-regional trads, baSedfon’prqcedures for redpcing'or '
abolishing duties on imports,from‘within,the»area, has 1ikewisé weakened
the significénce of taxation on external transactions.. |

k3

A better idea of the scale of the process can be obtained from the
following figures: between 1960 and 1966 the proportion of total tax

revenue corresﬁohding to taxes on the external sector contracted from

/37 to



37 to 25 per cent in Argentina, from 12 to 9 per cent in Brazil, from
34 to 33 per cent in Chile, from 46 to 32 per cent in Guatemala, from
27 to 16 per cent in Mexico, and from 82 to 77 per cent in Venezuela.
Cwing to these and other similar factors, the partial loss of such
sources of public sector income has had to be offset by increased internal
taxation, which in its turn has necessitated more complex machinery for
the application of tax provisions and controls, especially in the case
of direct taxes, Thus, "tax reform" has Eécome éne of the éalient
objectives of economic policy, especially during the nineteen-sixties,
In practice, there have been continual modifications of the tax systea,
which in such countries as Brazil, Chile and Mexico — precisely those
in which public expenditure has gained most in relative importance — have
signified appreciable changes; but even so, generally speaking, no radical
metamorphosis of the existing systems has taken placecg
In several instances, the relative decline in taxation on foreign
trade has been counterbalanced by a relative increase in the proportion
of indirect taxes, and in a very few cases by a real expansion of the
share of direct taxes. In 1966, current income from sources other than
taxation represented relatively small proportions of total current income
—~ less than 10 per cent in Chile, Guatemala, Mexico arnd Venezuela, although
the corresponding figures for Brazil and above all Argentina were higher.
Tax revenue in the aggregate has been prone to lag behind publiec
expenditure requirements, and current savings have not sufficed to finance
capital outlays, Hence there has been a growing tendency to resort to
financing by means of internal and external credits. Although the figures
usually vary a good deal from one year to the next, the situation in 1966
may be considered fairly representativ,e° In that year, the proportion of.
capital expenditure financed out of current savings amounted to approximately
60 per cent in Brazil, Chile, Colcmbia and Venezuela, and to about 40 per
cent in Ecuador, Mexico, Paraguay and Uruguay, while in other countries

(Argentina, Costa Rica, the Dominican Republic, Peru) it was much smaller,

g/ See Economic Survey of Latin America 1967 (United Nations publication,
Sales No.: E 69,11.G.1), where experience in this respect in Argentina,
Brazil, Chile, Guatemala, Mexico and Venezuela is analysed in fuller
detail, with reference to the period 1960-66.

/Of the
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Of the credits which bridged the gaps in the same year, the percentages
that came from internal and from external .sources varied widely, For.
instance, whereas in}Argentina.the proportion of internal credits was
very high, in the Dominican Republic, Paraguay and Peru one~third or
more of the deficit was covered by external loans. . .-
(b) Composition of public expenditure
In face of the relative inelasticity of income, pressures for the
expansion of public expenditure affected its different components in
widely differing degrees, according to the economic structure,
institutional organization and over-all econcmic policy of the various
countries, Hence it is hardly possible to generalize on the composition
of public expenditure by purposes in relation to Latin America as a whole,
A very broad picture of the situation in 1966 is afforded by the
figures for thirteen Latin American countries appearing in table I-57.
As can be seen, the share of current expenditure ranged from a little
over 50 per cent (Colombia) to about 80 per cent (Dominican Republic),.
standing at approximately 70 per cent in most cases,  As a counterpart
capital outlays accounted for significant proportions of total public
expenditure - some 30 per cent as a rule, although in individual countries
figures as low as 20 per cent or as high as about 50 per cent may be noted.
Great differences are also observable in breakdowns of current
experdjture by consumption items - primarily for the administrative,
economic and social services supplied directly by the public sector —
and transfer payments, in which the major weight is carried by official
contributions to social security systems (Argentina, Chile, Mexico, Uruguey),
and other forms of current subsidies (Brazil), together with interest
pgyments on the public debt. In the course of:the nineteen-sixties,
pressure for the expansion of each of these types of expenditure has
become stronger. Social betterment objectives, reflected in some instancer,
in specific targets for the expansion of particular services (health and
educational services, for example) have presented a greater drain on
national budgets, a develorment which, in the last analysis, implies that
a serious responsibility is incuﬁbeﬁtféﬁ this public sector function as a
mechanism for the more equitable distribution of real income, ~Th§:Shortage

/Table I-57
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Table I~5%

LATIN AMGRICA (SELECTED TOUNTRIES): COMPOSITION OF PUBLIC EXPENDITURE, 1966
(Percepteges of total) e/

ST st v o ¢ atics

- Trans- Capie Real Fixatw

- oot e [T e
expenditure  tion ments die . ment vedte vio-

ture merrt ing

Argentina 7068 Lok 2849 2942 2542 14 2.6
Brazil ' 6946 4143 28.3 3044 2902 1.2
Chile 66,8 9905 2be6 5352 221 7e8 33
Colombia 52.8 40,6 9.0 4.2 : 34,8 12.4
Cesta Rioca 4042 4.5 17.0 29,8 19.6 43 5.9
Deminisan Republie 7847 €9.6 8.8 21.3 15.2 ° 2.4 - 3.7
Eouador 78 539 1649 2942 224 6.8
Guatemala 69.1 56,3 12,8 30,9 19,7 12,2
Mexice 60,9 3l.1 29.8 39.1 277 114
Faragusy 571 42,9 25+6 9.0 8.3
Peru 68.3 6066 7.9 31,7 13.7 11,8 6e2
Uruguay 65.0 31.5 3342 35,0 19.4 9.8 U6
Venszuela 57,2 49.8 4.7 42.8 2529 2.6 5.5

Sourse: ECLA, en the basis of official statistises.

§/ The perocentages given do not add up to 100 in all sases because some minor items have not been taken
inte acoounts The oapital expenditure of Venezuela does not include transfers of eapitel to publie
agencies and enterprises (non~oonsolideted), whieh represent from 8 to 9 per oent of the totale

/of employment
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of employment opportunities, especially in the case of popuwlation sectors
which have had access to SOme form of secondary education, has ex31ted
another kind of pressure on the volume of expendlture on general
administrative services; although totai manpower absorption in the public
sector has not far outstripped the growth of the product and of the
economlcally active population, it has constltuted, in relative terms,

an obstacle 'to the transfcr.of resources from &dministrative services

to others of higher priority. In many countries, the 5001al securlty
systems still benefit comparatively smell segments of the labour foice,
and the authorities are consequently faced with per51stenu demands for
their extension to the groups not yet covered° In others, where the
systems are more comprehensive and have been iﬁ operatlon longer, the
absolute level of the resources required for their mainteaance is

high, whlle at the same time the possibilltles of temporarily u31ﬂg

them as sources of funds for investment nurpooes are steadily decrea51ng; .

with the transition - de jure or de facto - from capltel formation
systems to distribution systems, Lastly, the incidence‘of interest
payments on the public debt is also becoming heavier, in so far as
governments have had increasingly intensive recourse to borrowing,

Demands for the expansion of capital expenditure derive both from
the general rule that over—all invesiment coefficients‘are relatively
Jow, and from the public sector's.responeibility‘for epgmenting_specific
components of the national stock of capital, primarily infrastructure,
in addition, demand for the provision of housing facilities and allied
services has been con51de“ab1y stepped’ up in recen+ years, espec1a11y
where low—cost housing is concerned,

Clearly, in 1960-66 the growth rates of public investment in most
of the Latin American countries exceeded those of private investment,
whatever the levels and trends of the over-all investment coefficient,
Thus, in some countries (Argentina, Brazil, Chile, Colombia, Uruguay)
the more dynamic evolution of public investment made up for the sluggish
growth or the decline of private investment, while in others (Bolivia,
Costa Rica, El Salvador, Mexico, Paraguay, Peru) the expansion of public
investment was accompanied by similarly significant increases in private

investment, and both helped to speed up the rate of capital formation,

/There were
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There were also some countries — including the Dominican Republic, Ecuador,
Guatemala, Nicaragua, Panama and Venezuela — in which these trends were
reversed; over the same period, public investment increzsed slightly less
than private investment, largely because the pace at which the latter rose
was unusually fast.

The outcome of all these trends was that in most countries public
investmment came to represent much larger proportions both of the product
and of total investment. In other words, the allocation of a considerable
share of the resources mobilized for capital formation fell within the
province of direct official decisions, althcugh in many cases apnreciable
inroads were made upon these funds by the_Servicing of the cumulative
public debt (see again table I~ ). Most of the resources in question were
used for real investment, while a smaller proportion - which, however,
acquired significance in 1966 in certain countries, including Chile, Paraguay,
Peru, Uruguay and Venezuela - represented financial investment, i.e., funds
for capital formation which were transferred through various channels to
other institutional sectors.

The lack of a systematic flow of data makes it difficult to give a
fairly accurate account of the destination of public investment by
purposes and by sectors of economic activity. Broadly speaking, the biggest
proportion goes to investment in infrastructure, including generation of
electric power ard, princirally, transport and communications. In some
countries, and in certain years, the public investment channelled into the
fuels sector has attained relatively high levels., Again as a general rule,
only modest shares fall to agriculture and manufacturing, although it must
be borne in mind that in some cases, in addition to the funds allocated to
agriculture, considerable amounts are invested in the construction of dams
and irrigation works (Mexico) and in specific regional development programmes
(Peru), The proportion of social investment varies substantially from one
country to another and from one year to the next, especially in the case of
housing programmes, since investment in the expansion of basic facilities
for the provision of educational and public health services is usually
more steadily maintained,

This over-all picture shows how little reliance can be placed on any
generalization as to either the aggregate relative importance or the

composition of public sector income and expenditure. Even so, from the

/particular angle
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partlcular angle that is of 1nterest here - that 1s, the abllity of the
publlc sector to formulate and apply soeclfic development polches - a few
general conclu51ons can be drawn. One of theue re]ates to the all~too-
wellpknown difficulties of reconclllng the steadlly 1ncreasing demand for
expansicn of public expendlture with the structura¢ and 1nst1tut10na1
rigidltles which hamper tne publlc sector‘s efforts to raise its income.

In some countrles, thls 1ncompatibi11ty has been keepuvg the rclative
importance of total public expenditure statlonary during the n1neteen~51xties,
while 1n thers the obstacles have been overcome and the ratio bstween public
expendlture and the aggregate domestic product‘has rlsen to a remarkable
extent., in the latter group in particular, aﬁpreciabie changes have been
introduced in tax systems; but even there no substantive tax reform can be
sald to have taken place, especially if other questione, such as the impact
of'taxation.on income redistribution, are taken into accouat, Within total
public expenditure, feiatively nore dynamlc trends heve been shown by capital
outlays, of which considerable proportlons have been financed in some cases
out of non-tax resources that imply increasing 1ndebtednesoc In several
countries these trends in public investment have offset a relative decline

in private investment or have combined with the latter to raise the over-all
investment coefficien.t° s a result of the trends inquestion and of the
ratios formerly prevalllng, the proportlons of resources channelled through
the public seztor vary w1de1y at present from one country to another, In
general terms, however, it may be concluded that public 1nst1tutions have
broadened their sphere of direct action and,therefore, their possibilities

of significantly influencing the use of resourees to provote some of the
basic objectives of development policy.

<2« [The institutional organization of the public sector

The propartion of resources channelled through the public sector is
one of the factors which determines how effective the State is 'in promoting
and dlrecting development, It is not the only factor, however, since the
effectiveness of the State also depends on the way in which such resources
are used. It may be appropriate here to consider a particular aspect of
this question and to look at the background of the institutional organization
of the public sector in terms of the nature of the organs responsible for
distributing resources,

/Some of
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Some of the fragmentary information available covering a number of
countries in the region is summarized for purposes of illustration in
table I-58, which shcws the proportions of public spending attributable
to the Central Government, state or provincial governments, municipalities,
autonomous bodies and public enterprises, ,

Logically enovgh, the proportion of resources channelled through the
Central Government as such is very much dependent upon the political and
administrative structure of each country, and being much higher in countries
with unitery systehs than in those with federal systems. In 1966, for
example, the proportion of current expenditure attributable to the Central
Goverrment was relatively low in Argentina and Colombia (34 and 42 per cent
respectively) and very high in Costa Rica and the Dominican Republic (56 and
77 per cent respectively). In Argentina and Colombia, the proportion
attributable to provincial and stage governments is quite larges over
one—quarter of total current expenditure for Argentina and almost one-sixth
for Colombia, ‘while in all four countries the proportion asttributable to
municipalities is relatively small, With the exception of the Dominican
Republic, however, in all the countries listed the proportion of current
expenditure attributable to autonomous bodies represents more than one-third
of total expenditure, and in Chile the proportion is close to 60 per cent,
which explains the small rroportion for the Central Goverrment despite the
fact that Chile is a country with a unitary system,

Under capital expenditure, however, the proportion attributable to
the Central Government — or to the state or provincial govermments in federal
systems — is relatively much lower, while that of the autonomous bodies and
public enterprises is greater,

The way in which rescurces are channelled through the various components
of the public sector is of particular importance when consiaering how effective
planning machinery is in redirecting public spending to conform with specific
development policy objectives. Since this question will be discussed more
fully in the following section, the components of the public sector will be

deseribed in scome detail here,

/Table I-58
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“Table I-58

LATIN AMERICA (SELIi.CfED COUNTRIES) CHANI\‘EMLNG OF PUBLIC
' EXFENDITURE BY TYPE OF PUBLIC ENTITY. 1965

(Percentages).

R g
ment g;:z;n—, ities bodies prises
Current expenditures a/

Argentina 33,9 26,0 ka2 35.9
Chile 11,7 veo 58,3
Colombia  41.9 149 8,2 350
Costa Rica 55,9 . ’ b5 39,6
Dominican . :

Republic 76.8‘ coe R 8,4 1408

‘ Investment

Brazil 12.0 b/ 8.8 10,1 33.8 3543
Chile - 286 ven 6.3 25,1
Colombia 20,5 3.3 2%.2 52,0
Gosta Rica  15.6 ... 27 8L.7
Dominican : ‘

Republic 46,1 ' 11,3 : 42,6
Mexico 34,0/ 10,8 : 5542

Peru hOQB ewc Y] 2903 30014-

Source: ECLA, on the basis of official statistics,

_g_/ The current expenditures of public enterprises were not analysed,
b/ Federal government.

/The number



E/CN.12/825
Page I-207

The number of decentralized or autonocmous bodies has increased
rapidly since the Second World Var in most Latin American countries,
as has their sphere of action. In many cases new responsibilities
led to the establishment of special organs to fulfil the new functions
required, and this trend was strengthened by efforts to eliminate the
rigidities (in procedures, recruitment methods, wage and salary
systems, etc,) of the traditional public administration, The result
has often been a multitude of autonomous or semi-autoncmous bocdies which
have been grafted on to an administration without encugh effort being
made to modernize it and equip it to meet its new responsibilities.,

These decentralized bodies are sometimes regional and somstimes
sectoral in scope and their aims are very diverse, ranging from the
provision of specific services to the exscuvion of public worke, and
even the management of credit funds. Such bodies have made it easier
to give special attention to particular problems and their efforts
have enjoyed some degree of continuity, since they are relatirely
untouched by the political vieissitudes to which the central
administration is usually subject. On the other hand, they have
probably made it more difficult to co-ordinate and revice priorities
at the national level because of their large degree of independence
of the Central Government and because of their natural wish to retain
control over their own activities.

In contrast, local governments, especilally municipalities, have
probably tended to lose soue of their importance as chennels for
public resources, Changes in the structure of the economy, and,
most of all, the trend towards the geographical concentration of
economic activity, and also the fact that many components of the
infrastructure are becoming increasingly larger in scale, are all
factors which have led to a gradual reduction in the sphere of
action and responsibilities of local governments, The fact that

local governments have little real opportunity of making investments

/on their
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on their own, and their decliiiing ability - because of’their political
status ~ to influence the decisions of the cent¥al State bodies or
public entérprises in any significint respect, have meant that their
functions have been reéstricted to representing a region in a very
broad political sense and to administering strictly municipal public
services (street-lighting, sanitation, maintenance of rural roads and
sometimes the administration of urban or suburban transport services),
So far the link between local governments and the new planning’ ‘bodies
has been flimsy, or even non-existent,” and hence the resources
received ‘have not been sufficient to ‘promote development. In the

case of municipalities, progress is usually confined to the preparation
of what are termed "regulatory plans" for a few cities which aim at
rationalizing the location of certain urban activities, improving the
provision of local services and defining the function of the city

and its sphere of influence within a wider regional context - alil
this, however, confined to physical planning, Only the few
municipalities in the largest cities are able to plan action on a
larger scale and mobilize a significant amount of resources.

Given the increased stress laid on improved regional distribution
of economic activity in national development policy in recent years,
conditions are potentially ripe for a revival of the role of local
governments, However, as occurred with the traditional administrative
structure onto which new todies were grafted, this concern has led
to the establishment of new machinery for promoting regional
develorment, with wide-ranging regional responsibilities. In scme
cases this machihery acts in more than an advisory capacity and -is
specially responsible for the co~ordination and even the direct
execution of the principal development projects in a region.” This
is the case, for example, with the Department for the Development
of the Nordeste (Superintendenéidé de Desenvolvimento do Nordeste
~ SUDENE) in Brazil, the Venezuelan Corporation for the Guayana

/area (Corporacidn
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area (Corporacién Venezolana de Guayana), the Cauca Valley Corporation
(Corporacién del Valle del Cauca) in Colombia, the Centre for the
Rehabilitation of the South (Centro de Reconversidén del Austro) in
Bcuador, etc, ‘These are generally more or less technical bodies

and are relatively independent of local governments, which act

mainly in an advisory capacity in relation to these bodies; in
addition, the technical bndies may nfien have direct decision~

making powers in economic matters regarding either infrastructure

or agricultural or industrial production,

Because of their nature, public enterprises require a delegation
of authority and flexibility of operation which are difficult to
reconcile with the usual procedures of the traditional forms of
administration; so much so, in fact, that they often have to
operate in accordance with private rather than public law. The
extent and nature of their functicns vary depending on the special
features of each country, with the provision of public services,
especially transport and electricity, accounting for the major
share. 1In many cases, public enterprises have had a significant
part to play in particular branches of manufacturing, as part of
a deliberate policy to promote development, or have sometimes

been formed as a result of quite fortuitous circumstances.a2

3/ This was the case, for example, with some public enterprises
in Argentina which were formed as a result of the nationalization
of German enterprises towards the end of the Second World War,
and also with some in the Dominican Republic, which were formed
when certain industrial concerns were taken over by the State
after the political changes of 1961,

/A recent
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A recent study on the thirty largest enterprises in each of six
Latin American countries gives some idea of the relative importance of -
public enterprises and of the range of activities that they now c’over.y
It appears from-the study ‘that the assets of public .enterprises aré !
equivalent to approximately one~third of the total:capital of the thirty =
largest enterprises in-each countrye Of the seventy-cne public or semi-
public State-<controlled enterprises in the list, eighteen carry on
financial or benking activitiesy thirteen produce and distribute electric
energy, seven run railwaysy ‘six are produéeps of iron‘and steel, four
of petroleum, four provide telephone services and carry out municipal
works, and a smaller number are concerned with sugar production,
preparation of chemical products, distribution of goods, ports and
shipping fleets, tourism, airlines, gas supply and mining.

To some extent, the growth of public enterprises is a consequence
of technological progress, which necessitates large-scale production
units and ‘substantial investment. Sincé private entreprensurs in Latin -
America do not have enough capital, in practice, new development projects
can be financed only with the help of -public. funids or forelgn investment.
IDlustrative in this connexion is-a recent compilation of data on fifty
of the largest enterprises in Argentina — enterprises with sales totalling
more than 7,000'million pesos annually - from which it appears that
one~third of thé t6tal value of sales of these enterprises is abttributable
to State enterprises, approximately half to foreign enterprises and one-
sixth to Argentine private companiesa-s-/

In short, the traditional administrative apparatus of the Central
Government,, and in some cases that of state or provincial governments

and locel governments, on to which a whole complex of autonomous bodies

L/ Frank Brandenburg, The development of Latin American private -
enterprise (Washington, National Planning Association, May 1964 ).
The countries covered by the study are Argentina, Brazil, Chile,
Colombia, Mexico and Venezuela. Excluded from the study are
enterprises holding petroleum contracts in Argentina and all the
petroleum enterprises of Colombia and Venezuelae

5/ Julifn Delgado, "Industria: el desaffo a la Argentina", Primera
Plana (Buenos Aires, issue of 3-9 September, 1968), ppo 69 and 7le

/with specific
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with specific functions or with sectoral or regiorzl resyonsibilities

and a growing number of public enterprises have been grafted, now forms

an extrenely complex public sector in most Latin American countries.
Inasmuch as this has not been the outcome of an over—all plan but rather

of the necessity of meeting needs as they arise, it is inevitable that
there should be quite a high degree of overlapping of funrctions,
duplication of responsibilities, lack of communication between bodies
influencing certain aspects of the economy, and difficulty in co~ordinating
action and zllocating resources in line with a common approéch to a

clearly defined development policys

All this experience does not seem to have been analysed in sufficient
depth with a view to developing an'approach'on the basis of which the
institutional structure could be reorganized in line with current
development neecds. Hence, although there has been widespread acceptance
in recent years of the need for administrative reform, there has been
little actual progress towards it. Because no approach of this kind
exists, efforts have tended to focus in the main on auxiliary functions
relating to the internal methods and procedures of the public administration
and much less on equipping the administration to deal with the substantive
tasks it must undertake. '

Substantial progress haé‘been made in such matters as personnel
administration, procurement of supplies, accounting systems, systems for
settling'internal disputes, and improvement of organization and methods,
and it is clear that progress must continuee In other words, some advance
has been made in rationalizing the administration by improving the way in
which auxiliary tasks are performed, but there has been no similar advance
in equipping the whole administrative structure to carry out its substantive
functions more effectively, and thus there are still obstacles in the way
of the decision-making process, objectives are ambiguous, the powers and
functions of each body are not clearly defihed,'and there is still a
shortage of information and a lack of commuﬁication between those

.responsible for implementing decisionss

/Hence, it
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Hence, it would appear that a more thorough aaalysis still needs
to be undertaken of the wgy in which resources are allocated and decisions
taken, and of thelr effects on the publlc sector as a whole, and also on
the prlvate secnor, but this is probably mnch more a problem of political
301ence than of admlnistratlve reorganlzatlon 1n the strict ‘sense of
the worde

3« The capacity for planned decision-making

This is an important question ~ among others of equal importance -
undérlying Latin Americals difficulties in consolidating an effective:
planning machinery to facilitate the definition and application of -
consistent development policies, which constitutes the most fundamental
of the efforts to rationalize the ‘substantive action of the publlc
administration. L

In the course of the present decade, practically all the Latin
American countries have established special planning mechanisms and have
prepared development plans which differ both in nature and in scopee
The experience 'gained, in terms ‘of the positive results they have
achieved and the identification of factors which limit:their efficacy
- and prevent them from becoming fully effective; has been carefully
evaluated at differenﬁ~times¢é/ For example, the United Nations Committee
for Development Planning, composed of experts from-the different parts
of the world, has highlighted, as some of the positiVe'reéﬁits achieved
so0 far, the preparation of technical bases and the training:of larger
numbers of skilled planning personnel; the contribution to the-definition
of over-all development policies and the adoption of more rational criteria
in the allocation of resources, especially in the public ‘sector; and the

ot

&/ The Economic Bulletin for Latin America, vole XII, N® 2 (October 1967)
contains three supplementary articles on this subject: a study by
the EC1A secretariat on the present state of planning in Latin America,
the pertinent part of the report of the second session of the United
Nations Committee for Development Planning (held at Santiasgo, Chile,
in April 1967), and a brief account of the discussion on planning
in Latin America at ECILA's twelfth session, together with the
resolution on this subject then adopted. . Other considerations on
the subject are set forth in ILPES, D;scu31ones sobre planificacibn
(Mexico, Editorial Siglo Veintiuno, SeAs, 1966)e

/fact that
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fact that planning has become a widely accepted principle; The Committee
identified what in its view were the main deficiencies and obstaclesy
distinguishing between "the weaknesses of planning itself" and "external
obstacles to plan implementation'. Under these two heads, as well as in
the final recommendations, attention is drawn to questions relating to
the administrative organization of the public sector and the procedures
for adopting and implementing decisions, the general sense of which is
given briefly belowe

First, it is recognized that some of the shortcomings derive from
the difficulty of incorporating planning in the administrative structure,
which is partly due to the inertia of the structures themselves and the
sluggishness of the efforts to modernize thems According to the Committee,
"even planning itself has neglected this essential aspect 6f change, and
plans that have explicitly outlined a policy of administrative reform
are few and far between, Such steps as have been taken to reorganize
the administration have very seldom made allowance for the specific
requisites of organization for planned development policy”sz/

Another question brought into focus in this connexion is the lack
of basic mechanisms to complete the plarming system, both from the
standpoint of the plans formulated ~ in particular the need for annual
operational plans — and from that of the establishment and operation of
effective machinery for the periodic review, control and evaluation of
the practical implementation of planse

Thirdly, the Committee states that the isolated position of planning
agencies with respect to the whole national administrative system is due
to "the superimposition of modern institutions on machinery that is, as
a rule, unsuitable for the implementation of development policy'". It is
therefore necessary to make greater efforts to modernize the whole
aduinistration, and to redefine the functions of planning machinery and
consider in the light of each country'!s circumstances, what place should

be given to planning in the administrative structures

)/ ECLA, "Planning and plan implementation in Latin America!, Economic
Bulletin for Latin America, vole XII, N° 2 (October 1967), pelle

/The progress
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* .Ui.'The progress and. limitations of planning have a basic influence on
the public sector!s ability to rationalize its action, not only the
allocation of resources for which it assumes direct resposibility, but
also its indirect action through the varieus instruments of ecenomic
policye” . R T o

As noted previously, public investment has come to represent a :
high proportion -~ which varies from country to country - of total capital
formation. It might therefore be assumed that the public sector today
has 'a fairly broad sphere of responsibility in channelling investment,
since the allocation of such resources is fully compatible with development
planse In practice, however, the real scope of that responsibility is
‘confined, in most cases, to the Central Government proper, mainly as a
result of the fairly widespread introduction of performance budgeting;
but thus far it has not extended equally effectively to decentralized
agencies and public enterprises, through which a, substantial part of
public ‘"capital expenditure is channelled. A somewhat similar situatica
arises, although on a lesser:scale, in relation to currert consumption
expenditure, : ‘ : : -

In any event, the decisions regarding the bulk of the resources
are taken by the private sector, and in this respect the effectiveness
of the guidelines of national development policy depends .on whether or
not planning efforts are faithfully reflected in the handling of various
economic policy instruments. In this connexion, the lack or inadequacy
of short-term operational plans is one of ‘the main limitations still
observable in the planning process in Latin Americae. Hence, the
development patterns deriving from longer-term plans are not translated
into specific monetary. exchange, financial,: credit and other measures;
and ultimately there is little or no relation between medium~ and
lIong~term guidelines and the economic policy measures which the ministries,
‘central banks and other administrative bodies are constantly having to
adopte This cleavage means a loss of consistency and efficiency in both
types of action; on the one hand, the potential feasibility of .07’?1","3;1
‘policies is reduced by the lack of specific measures for the attainment

/ of ﬁheir
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of their objectives; on the other, short~term policies remain outside
their over—all context and tend to respond to pressures of the moment
rather than contribute to overcoming the basic development problems.

All this not only weakens the public sector!s ability to influence
the allocation of resources channelled by the private sectors, but also
makes for the overlapping of functions in various public bodies or
prevents them from effectively pooling their efforts to deal with
specific problems. Thus there are striking inconsistencies or frank
contradictions in the effects of the provisions adopted by different
government bodies responsible for handling economic policy. In other
cases where a given objective is sought in a particular field, the
difficulty is to bring to bear on that objective the activities and
measures of a great many relatively indepemdent decision-making centres,
which are not operating normally under a sufficiently clear—cut system
of common guidelines.

The persistence of such limitations must be noted however, without
losing sight of the outstanding improvements that have been achieved
during the comparatively short time that planning has been in effect,
Subsequent improvements in planning will represent further progress in
the public sector!s ability to define and apply effective development
policies such as those that seem to be required for the next decadeo













	Page 1
	Page 2
	Page 3
	Page 4
	Page 5
	Page 6
	Page 7
	Page 8
	Page 9
	Page 10
	Page 11
	Page 12
	Page 13
	Page 14
	Page 15
	Page 16
	Page 17
	Page 18
	Page 19
	Page 20
	Page 21
	Page 22
	Page 23
	Page 24
	Page 25
	Page 26
	Page 27
	Page 28
	Page 29
	Page 30
	Page 31
	Page 32
	Page 33
	Page 34
	Page 35
	Page 36
	Page 37
	Page 38
	Page 39
	Page 40
	Page 41
	Page 42
	Page 43
	Page 44
	Page 45
	Page 46
	Page 47
	Page 48
	Page 49
	Page 50
	Page 51
	Page 52
	Page 53
	Page 54
	Page 55
	Page 56
	Page 57
	Page 58
	Page 59
	Page 60
	Page 61
	Page 62
	Page 63
	Page 64
	Page 65
	Page 66
	Page 67
	Page 68
	Page 69
	Page 70
	Page 71
	Page 72
	Page 73
	Page 74
	Page 75
	Page 76
	Page 77
	Page 78
	Page 79
	Page 80
	Page 81
	Page 82
	Page 83
	Page 84
	Page 85
	Page 86
	Page 87
	Page 88
	Page 89
	Page 90
	Page 91
	Page 92
	Page 93
	Page 94
	Page 95
	Page 96
	Page 97
	Page 98
	Page 99
	Page 100
	Page 101
	Page 102
	Page 103
	Page 104
	Page 105
	Page 106
	Page 107
	Page 108
	Page 109
	Page 110
	Page 111
	Page 112
	Page 113
	Page 114
	Page 115
	Page 116
	Page 117
	Page 118
	Page 119
	Page 120
	Page 121
	Page 122
	Page 123
	Page 124
	Page 125
	Page 126
	Page 127
	Page 128
	Page 129
	Page 130
	Page 131
	Page 132
	Page 133
	Page 134
	Page 135
	Page 136
	Page 137
	Page 138
	Page 139
	Page 140
	Page 141
	Page 142
	Page 143
	Page 144
	Page 145
	Page 146
	Page 147
	Page 148
	Page 149
	Page 150
	Page 151
	Page 152
	Page 153
	Page 154
	Page 155
	Page 156
	Page 157
	Page 158
	Page 159
	Page 160
	Page 161
	Page 162
	Page 163
	Page 164
	Page 165
	Page 166
	Page 167
	Page 168
	Page 169
	Page 170
	Page 171
	Page 172
	Page 173
	Page 174
	Page 175
	Page 176
	Page 177
	Page 178
	Page 179
	Page 180
	Page 181
	Page 182
	Page 183
	Page 184
	Page 185
	Page 186
	Page 187
	Page 188
	Page 189
	Page 190
	Page 191
	Page 192
	Page 193
	Page 194
	Page 195
	Page 196
	Page 197
	Page 198
	Page 199
	Page 200
	Page 201
	Page 202
	Page 203
	Page 204
	Page 205
	Page 206
	Page 207
	Page 208
	Page 209
	Page 210
	Page 211
	Page 212
	Page 213
	Page 214
	Page 215
	Page 216
	Page 217
	Page 218
	Page 219
	Page 220
	Page 221
	Page 222

