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Thereticsl ~nd Practic~l Prebloms of Ec.nsdc Growbh

Introduction

The Resolution denlinz with Econowic Developiicnt ond Anti-~cylicnl
Policy (Dzcurent E/CN,12/194), approved by the Commission during its
Third Session at iizntevides, Pecommeﬁded that the Economic Cermndssicn fCr4Iptin
Armericn ghould pursue the studics presznted  to thet Secsin "payins special
attention to problems of econonic development"., The srnie Hescluticn
"recortiended to the Latin Anwericnn Guvernients that they deter.dne the
specific 3czls of eeonomic development and csteoblish »n corider of priority
for their reclization,”

This study cof some cf the probleus of Eccnemie Developnint is submitted
in fulfilment of this assiszmicent., The theorcticnl interpretrticn of thess
problens is essentinl in order tc ~rrive "t Qrwcticfl sclutions,

particularly with regard to preoroies of development, the planning of

| which rust be discusscd in thu’liqht of the -¢~1s nientioned in the

Rcsolution, Hence the necessity of studying: the -fren bath the thecreticnl

and practicnhl standpoints, 2s has been done in this ~nalysis, - '
" In addition to the four ehepters ints which it is divided, there are

cthers in preparation escncerning the process of savings nd investient

and the relationship betwecn infl-ticn and cconcrie develcopuicnt in L-tin

America,

This work has been inspired by the sole cbject of presenting>clcnmnts
for the consideration of these problexs, After further clarifyinmg and
and strengthening the ideas iuplanted in the course ¢f this distussicn,
they will be set ferth in their finel for: fer the Fifth Sessicn of the
Ccumission,

R Radl Pretisch
Excecutive Secretary
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CHAPTER I
REFLECTICNS ON SCME ASPECTS OF ECONOMIC DEVELOPMENT IN LATIN AMERICA

T Two types of economic development

Characteristics of the two types of economic development
1. The ideas recently set forth in two official reports of the United

States Government, 1/ following upon others which some time previously
had determined the programme of technical cooperation contained in Point
Four, constitute an impressive summation of the trends of thought
frequently expressed at international gatherings, especially during the
sessions of ECOSOC and in the documents submitted for the Council's
consideration. These ideas are of the utmost importance in this Continent
because they bear out the fact that the country that can exercise the
strongest influence on Latin American development is now engaged in
drawing up a prbgramme of international economic cooperation that is
‘commensurate with the magnitude of the problems encountered,

These ideas imply the tacit acknowledgement that present-day problems
are different from those encountered in the past, and that therefore a
firm and definite‘policy is required for their solution in the under-
developed countries as well as new patterns of relationships between these
latter and the more advanced countries.

The differences between the present type of development and that:of
the past become sharper when the features of this process are compared
with the economic phenomena of the last century and the early years of
the present century., There is no well-defined dividing line between the
two periods. In some of the‘Latin American countries the present form
of development began long ago, stimulated by the dynamics of their

own economies, whilst in others, it began more recently. However, in

1/ Rerart o the President on Foreign Economic Policies (Gray Report)
Jashingten, hovember J95Q. .
Partners in Prosress. A Repart to the President by the National
Levelopment Advisory Board (lelsan A, Rockefeller, Chairman) March

1951.
. fevory_case
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every case Y external factors such as World Wars and the Great bconomic
Crisis contributed to creating or intensifjing the process of development
and pregressively implanted ideas of development., These ideas do not
spring spontaneously from the mlnds of economlsts and statesmen- their
origin is in the vital impulses whlch exert a powerful 1nfluence Un~the
course of events, Nevertheless, when they acquire greater preclslon
and consistency, these ideas may be of- great consequence, 51nce they w1ll
give rise to guiding principles for practical action, dellberately
steering the course of events so as to fulflll.the_fundemental aims of
economic development, L o o B
These two types of development differ in their objectiVes, inntheir

scope, and in their methods of procedure. In the past, Adevelopment'was
principally concerned: with the primary goods required by the great
industrial centres, whilst it is now concerned with ralslng thc level

of consumption of 'the countries -in which thls process.takes place.
Formerly, exports werd the means of obtaining a variety of manufactired
.imports, whereas'now they are.used to-achieve the progressive
development of domestic production. Advanced productive technique_ﬁas
generally limdted to those “occupations which were‘directly or indirectly
connected with exports, whilst at present.an attempt is nade to extend
technlcal progress to every branch of: economic act1v1ty, 1n order to
1ncrease the level of consumption by. adopting the productlve methods

of the ‘more highly developed countries. The earlier process of
development was limited & the areas closely llnked with the exchange
economy of the world, " It was not, therefore, a phenomenon affectlng
large masses of the population, -except when.it 1nvolved substantlal

" interriational migratién, -Modern economic development embraces
increasingly large sectors of the population and extends the latest

. productlve techniques to both primary production and to occupations

with a low level of productluty, in whlch a large proportlon of‘ the

- Lt
’

1/ The case of Venezdbla”should be- considerEd‘separateli, since it still
reveals most of the characteristics which marked the development of
teher Latin American countries during the early decades of the present
century,

/gainfully employed
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gainfully cmployed population is wnguzed.

This substantial extension of the prvccs$ of wconsale Sevelomment
places a great strain on investment. The more hignly dev:lop<d cantries
1nvestcd capital in prlmary procuction in thn.e ancer-d=vslopod countries
in order to satisfy more c»nomlcally their owm reguirsments, Nowadays,
however, the greater part of thc capital invested must be supplied by
savings within the countrics which are in the proccss of development so
as to raise the level of consumptionh of the mass of the population,
Formerly, foreign capital was the principél source of investment but it
is now mercly supplementary, though of consideéerable importance. The
principél social groups thus avoided ﬁhe necessity of investing in
export activities and were ablg to use their substantial income in
consumption, adopting the standard of living of thz-great gentres. By
this means, there was a progressive extension of the culture and
refinements of European civilization;‘which'permeated'very sldwly
through the decpest and innermost layers of everyday life. iNow, however,
the pressing need for investment in domestic activities is often
incompatible with the effort to introduce into under—develobed areas fhe
higher standards of living of the more advanced countries, amohg which
the United States evidenﬁly finurés. These standards of 11v1ng, and the
.klnds of consumption whlch thzy 1nvolvc, as well as the structure of
1nvestm¢nt are the natural outcome of the high income level gradually
achieved in those countries by the incrcase of productivity. Their mere
transference to the under-developed countrics, without a deliberate
effort of sclection and adaptlon, causes stralns whlch in the past had
no reason to arise, At that time, 1n addition to the fact that the
'pr1n01pal social groups d1d not becar the heaviest part of the burden of
investment in production for the international markct, as has Just been
pointed out, théy lived comfortébly within a poiitiéal, social and
economic community in which the mass 6f the populétion(had not acquired
the cogent influence which they have gained with the passing of time.

The present characterlstlcs of cconomic developmbnt have brought
about significant changes in the traditional relatlonshlps bptween the

more advanced and the under-developed countries. Some of these

/alterations may
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alteratlons may be clzarly pcrcc1Ved, whercas others remain undiscloscd,
though the course of events suggests the p0551b1l1ty of still other
modlflcatlons. The changes which are occurring, or which might ensue,
affect thc structure of foreign trade, the type and direction of
1nVLstmcnt and the extension of modern technique from highly advanced
countrics to under-developcd areas.

Il Changss in the relationships between the morc advanced ana the

, under~devclopcd countries

Changes 1n the structure of foreign tradc

2, Ve shall take up flrst the changcs in the structurc of forelgn ‘trade,
In the next chapter, follow1ng up the 1dcas set forth in the Economlc
Survey;of Latln America l9h9, attempt will be made to show that

economic developmcnt imposes changss in the structure of 1mports as '
income increases, and that, in order to 1ncrease income, it is necessary
© to replace certain imports by dorcstlc productlon, so that the volume of
other imports may be expanded. This does not involve a concept of
.selﬁ—sufficiency, nor of pursuing a systematic reduction of imports;
instead, it implies.importing as much as exports and foreign'investments
may allow. It should be pointed out, however, that the import schedule
must be drawn up so as to stimulate and not delay economic development.
The likelihood of growﬁn is otherwise”entraordinarily limited, though
tne possibility.of increasing exportsAadequately must by no means be.'
overlooked, 4 , . h

The great 1ndustr1al countrles are recognlzlng the need to modlfy
the structure of thclr exports tc under-developed countries, Just as the
latter have had to do on more than one occasion w1th their own exports,’
as a result of changes in technique, consumer preferences, or trade
policies in the former., In maklng these readjustments, serious dlfflcultles
are encountered~ these can best be solved by attemptlng to analyze and
understand the nature of their causes. .

Assuming that s country in an actlve phase of development needs to
stimulate the productlon of substitutes in order to continue its growth,
it will 1nev1tably be compelled to dlspense with certain imports which

might perhaps correspond to those exports which industrial countries are

/most interested
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most interested in increasing. However, if there are no other means of
solving the problem of development and if the country that ié.attempting
to replace imports by domestic preduction can offer, in compensation, a
growing market for other goods which the exporter country produces or
~might produce, '‘the problem, though not easy, may be solved with the help
of goodwill and imaginaiion. Thus, the analysis of the import tendencies’
in Latin American countries, in terms of their requirements for economic
development, and the probable effect of these tendencies in the future,
is not only important in drawing up programmes of economjc development,
as will be shown elsewhere but it is also important to the.plans of
exporter countries since they will be guided in placing investments in
export industries and in the changes which it would be advisable to

" introduce into these industries.

Theré are other instances in which the under—de?elOped countrics may
seck to reduce qr suppress certain imports, though not with a view to
domestic production of substitute goods, but in'drder to do without them
insofar as possible in order to increase imports of essential goods. This
point is closely connected with other considerations analyzed hereunder,
There are certain kinds of consumption, both of foreign goods and of
goods produced by domestic industry, which it would be advisabls to
discourage if investment is to be stimulated. A clash of interests ‘
might conceivably occur on matters related to foreign trade, but careful
analysis of the position and of development reguirements would probzbly

- offer the means for a satisfactory solution. _

There is still a third cass, in which a country, bccauss of’thg
reiatively large a2mount of foreign exchange required, is compelled even
to limit imports of goods which are essential for cconomic developmeht.
This is a more complex problem, the best solution for which would not
lie in limiting imports but in adapting the type of goods to the lower
purchasing power of the under-developed countries and to their very
substantial investment needs, Whilst acknowledging the difficulties
involved in the snalysis of these cascs, it has been deemed advisable

to consider them in the last chapter of this report,

/Therz is en -



There 1s an aspect of the relations between the more advanced and
the under-developed countries which was not encountered in earlier
pericds of economic development, The Latin American countries will have
- to invest substantial amounts in order to hasten economic development and
will inevitably have to import s large proportion of the capital goods
and other products needed for industrial and agricultural production,
together with the essential and irreplaceable consumer soods which
they reguire. In these circumstances, one might well inquire’ vhether
the need to increase essential imports can always be reconciled with the
demand for other imports which, while not superfluous, are far from
essential, Horeover, the demand for these goods is systematically and
constenuly stimulated by every means of collective suggestion or persuazion
‘available to modern advertising, which will assuredly includc television
in the near future.' Thus certain kinds of consumpticn, if not standards
of living, which are only compatible with the high level of income of
the more advanced countrics, are nevertheless penetrating into every

class of society, This, of course, includes new types of goods or
improvea products, created by technical progress in the more highly
developed countries, with a view to meeting present needs or to creating
new deinands, The importance of these goods in a hisher standard of living
such as that to which the Latin American countries aspire, can hardly be
denied, Yet to reach that standard of living, intensive investment is
required; certain premature habits of consumption undoubtedly hinder the
increase-of invostment and delay the achievement of its objectives.

All these problems must be considered from the standpoint of the
demands of economic development., There is feason to hope that by
cooperating in the development of the backwa:rd countries, thosc which
are more advanced will facilitate the progressive modification orf the
structure of foreign trade (essential to the growth of the pariphery),
which must be effected with a minimum of dislocations and with a
reciprocal understanding of the interests at stake,

One of the aims of this transformation is the development of trade
between the Latin American countries, Qut this has rarely been achieved,

and then only provisionally .and fortuitously. The repctition of the

/considerations
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considerations regarding this subject set forth in the aforesaid Economic
Survey would be redundant. It is important, However, to stress that
specialization in certain forms of industrial production and the
consequent reciprocal trade arisiﬁg therefrém, would obviously be
desirable. There are, however, several serious drawbacks to this. The
difficulties encountered in Latin America, in developing reciprocal trade
of manufactured goods, in the face of competition from the gfeat industrial
centres, where efficiency and productivity levels are much higher. Each
of the Latin American countries therefore finds itself obliged to produce
all of these industrial products which, because of its limited cépacity

to import, it cannoi acquire in the larger centres. The present emergency,
by laying opeﬁ the critical points of Latin American development, méy
perhaps encourage a serious study of these possibilities.

Changes in foreign investments

3.- Let us now consider the influence of the new forms of economic
development, on foreign investments, 'The widely recognised effects of the
world economic crisis on the international capital market were largely
responsible for the decrease of the traditional flow of foreign investments
to under-developed countries. However, the deep-rooted change in the
process of economic development, which was intensified by thevcrisis, has
undoubtedly restricted the field of investment in established export
activities. Foreign investments are now preferentially called upon to
develop domestic activities. Instead of expanding exports they tend to
reduce imports, even when there is no intention of neglecting the former.
However, for a number of reasons which it is not pertinent to discuss
now, private capital of foreign origin has been slow in respbnding to
this new trend of investment. This may be seen from the fact that, during
the past twenty years, the proportion of private investment in industrial
development and other domestic activities in Latin American countries, has
been extremcly low, even in relation to the scanty total investment.
Meanwhile, institutions have been organized which are becoming
increasingly active in financing certain domestic undertskings by means
of loans to the Latin American governments or loans guaranteed by these

governmgnts, .Thgre is a large field for such loans, e¢specially when they

/can be utilized in
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\
¢ be utilized in the exccution pf wide progr-wags of cconondce
development, There is, however, a growing fooling th~t these sourcis of
int.rn2tion2l financing should be directly acecssible to privats ccononic
initiztive in Lotin Americe, Industrisl credits are not so much linmit.d
by the absence of ad;qﬁate orgenizition as by the relative lock of funds .
fo: rediua cnd iodgutarm lonns, In fact, most of those countries hove a
good comzereial banking arganiz;tion, and thQrJ are 2 nuaber of relisble
and experienced estoblishments which have been cooperating with Industry
~ for sous tine, and which hove contribut.d grastly to its dovelopment,
These, hoﬁev¢r, hoves oncountored insurnountable difficultics os regrrds
" both the 2mounts and torus of the losns b:couse of the shortzge of funds,
Here then, is an int;fusting ficld for intérnatidnal cooperstion which has
bogun to drew the ttention of those in - position bust suit.d to trke
action, Thls dOcS not “pply ‘to .¢ricultuf"l eredits, since the evidunt
short;ge. of funds is generally ~ggravated by th: linit.d numbor of
organizctions which “re ad.quate to m.et the r:al nocds of :grlculturc,
with the exception of = very 1init.d numbsr of Lotin hniric n countrics,
which zrc exemplary in this connexion, Thlgé,zre c.rtzin importint
considerstions in fzvour of o co:binttion wh¢reby the .xpericnee of »
-country could be pool:d with th-t of other countrics 1n order thot 2
port of th: rossurces required by Latin facricin ¢grlcu1turp wny be
supplicd by intornation:l ccpit~l, Thisc funds would be used rns fixed
. cepital tnd to amcet the pressing necd to incroose working copitl,
thus =nabling th.sc countriss t» adopt wm.thods of cultivation thet
would spezdily roise the level of productivity, - This w;uld
naturally imply the flonting of intirn-tionnl lo:.ns,.-not 3nly t> cover
1nports of capital giods, but :lso for the purcly don.stic purt of the
1nv‘stavnts, which might oth,rw1sc be consider. d 1n"dv1s“b1c for - nuaber
of reasons, There is, howvvvr, the pos51b111ty of canbining thasc
-operations, by neking us. of thu uxchange not ruquirud for the ~forosaid
donwstic invsstments in order to import other c: pital goods, '

' This typ. of sslution might well cncoursge privite initi-tive in
thosc countries without ~ffecting the loans thit :ust be obtuin.d through
officisl chunnels, There reazins the problca of privite forcign ¢ .nital

and its roluctence to invest in Lotin fmoric., It is necessary to

/stimilate such
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stimulate suéh investment, not only because or the funds involved, but
also the technical assistance vhich it entails, and éhe extension of the
know-how which is so badly needed in these countries. The finding of a
solution is not easy, though come attempts at joint enterprise in La*in
America (domestic and foreisn private investments in industrial
gnterprise) sugfest potenticlly greater possibilitieé of finding a
satisfactory cclution tor the ¢ifficulties arising {rom double
international taxation and exchangé controls and point to other
opportunities in which experience may indicate the adeguate formula for
matual understanding.

The need for adapting productive tecnnicue

L. It is gererally rescognized that every means must.be used to increase
the volume of internztional investments in Latin America. Be that as it
may, its role in economic cevelopment must perforce be secondary, .
domestic investments having held the leading position since the world
erisis. No reliable estimstes have been mszde of capitzl requirements in
Latin America in relaticn to the rate of development which might be
obtained, givzn the resouvces, the growth of the painfully employed
population an: ity diéplaccmenp, the expansion of primary production and
of other occunztionu with a lower level of productivity than industry,
or other activities. Howevar, the fitwres are unioubtedly higher than
those reczrd:d dﬁring the past twenty years, aurin: widch the
replacement of cguipment has been seriously relarded in sever:l
important seciors, refercice has just becn made to the necd for
increasine forccisn investments; later the domestic measures required to
intensify domestic invessmeint will ce considered.  kore remzins to be
sz2id, however,

There is ore aspscl oif the problew. of investucnt which had no cause
to arise duriny tog procecs ¢f cconorie developront in the past, and
which only bccones evidont ihien wmodcern technique and the investments
necessary for ity apolication are ciftended to the wnole gconany. At
this point, & rel-tionship ercrges betwven available cupital wnd the
grinfully emplcycd pepulatien reuiring it, wvhich is Gifferent froa that
encountered in thne great inocustricl centres, whore capital is relatively

/abundant and
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abundant and labour reletively scarce. The opposite occurs in the
under-developed countries, in which only & minimum amount of capital and
a low level of productivity are accessible to 2 considerable proportion
of the population,

Technical progress in the highly industrialized centres, and
especially in the United States, has tended to develop a technique which,
though it involves a substantial capital investment, achieves considerable
savings in labour and increases production per unit of capital. Theére has
thus been a progressive expansion of capital investment per gainfully
employed person., It is evident that if the under—developed countries
could make use of the required savings to assign a capital investment
per gainfully employed person eguivalent to that of the more advanced
countries, they could obtain the same forms of production as in the
large centres (once the necessary skill had been developed). This
cannot occur, however, because of the relative shortage of capital. To
what extent is it justifiable to transfer to under-developed countries
the more advanced methods progressively acqguired by the industrial
centres as their real per capita income increases? In view of the
abundant labour supply, limited capital resources and the low productivity
level of the Latin American countriés, their scanty funds should be used,
.as 1is shown in Chapter III, to increase production as much as possible,
only making allowance for such reductions of labour consumption as can
be reabsorbed by the capital available to offer full employment, As
occurred in the great industrial centres, in the course of time, a
stage will be reached in which, once technical progress has been
extended to the majority of labour, it will be necessarily preferable to
invest larger amounts of capital per gainfully employed person in order
to economize labour costs., However, until this phase has been reached,
(and this will not be for some time to come), if an exaggeratéd proportion
of capital is invested in order to cconomize labour, it is, in effect,
wasted. Equipment is unfortunstely indivisible as a rule, so that
countries in which there is a shortage of capital are unable to take
advantage of the most expedient combinationsrof investments which reduce

labour consumption and thosc¢ which increase production per unit of\sapital.

/Consequently,



Consequently, modern technijue must be adapted to these countries,
and not merely transmitted to them, The Latin American countries would
benefit greatly from the results of technical research directed to
formulating methods of increasing production per unit of capital, and
combining these with others that would enable the necessary reductions
in labour consumption to be made. Here then is still another field for
useful cooperation between the more advanced and the under-developed
countries.

III Towards an Effective Policy of Development for the latin

American Countries

The standard of living during the present phase of growth

5. tle will :ow consider measures of a domestic order which the Latin
American councries themselves must take in order to hasten the rate of
economic growth. These measures are of vital importance,-since
developrient must be fundamentally the task of the countries themselves,
Their capacity to grow is shown by the course of events between the
crisis and the Second Vorld uwar; with a minimum of foreign capital
investment and the unfavourable terms of trade that constituted serious
drawbacks to imports of capital equipment during the fthirties and despite
the serious difficulties that arose during the Second .orld war, the Latin
Americen countries stimulated their industrial development considerably.

A glance at the events of this period also indicates that in order to
raise the standard of living substantially for the mass of the population,
and in order that it should reach the level obtaining in the great centres,
cconomic development must take place at a higher rate than heretofore. The
cffort of domestic iavestment and the assistance of foreign investments
must both be greater, and other supplementary measures will also have to
be taken.

The mere comparison of the standard of living in the more advanced
with that of the under-developed countries may tend to conceal a
phenorenon which occurs in the latter as the result of the stage of
development reached. With few exceptions, there does not appear to have
been any marked change in the way of life of Lotin American industrial
centres during the past twenty years. However, the average standard of

/living in cach
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living in each country and the per caplta total of available goods have
both increased significantly. The explanation for this is 51mple. The
population migrates from occupations in which income is low to others
where the level of real income is higher, thus raising their average
income and standard of llVlng, even though the standard of living in the
higher income groups is not substantially greater.

This phenomenon is characteristic of the under-developed countrles.
They are under-developed-prep&sely‘£or the reason to .which frequent
reference has been made, namely;.tﬁat-a;lérgewproportion of the gainfully
employed population is-workirg under.conditions of a shortage of.capital,
low productivity levels in primary production and other activities in
‘which labour costs are low, Until modern technique can be extended to °
these persons, thus modifyiﬁgtthe nature of* their occupations and
progressively decreasing the disparities of productivity and income, the
prevailing pattern of development will be maintained; Large amounts of
capital will be required in order to effect this displacement of labour,

at the cost of the possibility of intensifying the use of capital. The
consequent raising.oflthe standard of living is more likely to be the
result of such displacement than of an absolute improvement of the
standard in search of which they migraied.' Once this stage of
development is reached énd‘modern techniqde is assimilated in the various
branches of economic activity, development may acquire the intensive
characteristics of the gréat industrial countries, The increase of
average productivity may only be obtained by a more intensive application
of capital in order to economize labour and thus increase its productivity,
as was shown above, The expansion of capital will only be required in
order to employ the natural (or migratory) increment of the gainfully
employed population., This would appear to be the stage of development
now reached by Argentina.

The shortage of capital accounts fo;-the low level of productivity
of the great mass of the populatioh. The investment of capital in this
sector is characﬁeristic of the extcnsive fdrm of development that
requires such vast funds, The rapid growth of the population, which-

has expanded markedly in several of the Latin American countries,
/constitutes a
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constitutes a further drawback. The spread of public health and sanitary
services has lowered the death rate, especially that of infant mortality,
but no other reactions have yet been observed tending to decrease the
birth rate, ﬁhough these are evidently far slower in making themselves
felt., DlMeanwhile, this greater increase of the population augments capital
requirements. All these aspects of the problem are conducive to a
discussion of the possibilities of increasing investments in the Latin
American countries,

The system of taxation from the point of view of economic development

6. The conviction is growing progressively that there is little
possibility of stimulating economic development persistently by means of
inflation. Undoubtedly a number of Latin American countries have been
able to expand investments'effectively during certain phases of inflation.
However, sooner or later, consumption will react and this form of
investment cannot be pursued for long. DMoreover, frequent regressions
must occur in view of the characteristic disturbances of the inflationary
process., The social cost of this form of investment is very high, since
the increase of investments is achieved by raising the revenue of the
high income groups through inflation and the disproportionate growth of
these groups, also involvéng a substantial increment in their superfluous
consumption. ' )

Hence the tendency, not as yet widely adopﬁed, of utilizing taxation
in order to encourage private investment, to the detriment of consumption,
or to increase the resoﬁrces available to the Government so that it may
intervene directly in investments. No systematic analysis of Latin
American systems of taxation haS yet been carried out from the -standpoint
of economic development. Fiscal requirements prevail, from the outset,
and tﬁus funds which are invested or spent are taxed identically under
income tax legislation., Often, when inflationary profits are taxéd ﬁo
account is taken of the“proportion which corresponds to the consumption
of capital. ' | ‘

It is perhaps difficult to draw a dividing line between the taxes on
income, and it is preferable, in practice, po apply a direct tax on certain

forms of consumption in the higher income levels., Among the specific

/forms of such
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forms of such consumption figure certain characteristic imports, but in
some cases, when such imports have been restricted or prohibited in order
to avoid external disequilibrium, substitute products have been produced
by domestic industry, which have diverted capital that, from the social
standpoint, could be more usefully invested elsewhere. This has led to
the need for internal taxes to restrict these forms of consumption and

“stimulate better utilization of the available capital. Reference is
usually made to the practice of luxury building, freguently encountered
in many Latin American cities, - Undoubtedly; during the war, in the face
of the difficulty of importing capitallgoods, this typé of building
‘absorbed substantial . funds which might otherwise have been applied more
productively were this possible. Apart from this adventitious expansion,
there can be no doubt that this is one of the indications of inflation
that should be carefully studied ahd one in which taxation might bring"
substantial economic and social benefits., ‘

If taxation could be used to discourage certain types of consumption
and stimulate investment, it is quite likely that the proportion of
ﬁroductiVe investments in relation to national income could be raised one
or two points. This is purely conjectural and no valid conclusions can
be drawn until a detailed analysis of this subject is carried out.

In order to hasten productive investment, it is essential to obtain
the co-operation of the mass of the population. In the last resort, it
is the mass of the population that, according to the greater or lesser
capacity of the different groups comprising this sector to organize and
‘protect their real income, has enabled an increase of investment and of
inflationary consumption in the high income levels to take place. This
often occurs at the cost of the real income which accrued to the
population; at other times it tends toward a Highér income obtained by
this sector of the population in migrating to other occupations, as has -
already been explained by the increase of productivity or the raising
of the family income as the result of the employment of a greater number
of its members, Logically, it would be preferable for the mass of the
population to surrender part of its real income, though retaining full
ownership of such funds, diverting it to savings which would be used in
| /productive
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productive investment instead of being entirely deprived of it by the
inflationary rise of prices. In practice, however, the pfoblem is more
complex, especially when inflation has caused a clash of interests which
preclude solutions of this nature, Be that as it may, the deliberate
co-operation of the masses in a movement of this kind is inconceivable
unless atterided by effective measures to limit consumption and increase
investments in the high income groups.

The risk that an effort of this kind should fail, from the financial
standpoint, constitutes an additi;nal drawback. Whilst.the system of
taxation continues to stimulate private investment, this risk does not
arise, but if’it offers the government greater resources, the leading
statesmen may be tempted to improve the standard of consumption of certain
social groups *and not to increase investments., Actually, taxation is a
means of re-distributing income either directly or indirectly.. There are
certain forms of distribution of income which involve the rendering of
collective services and which are of considerable social significance.
The age-~old dilemma of placing present expediency before future
requirements, arises agéin. It is not always a question of economic
motives, nor need these always prevail in the final decision., However,
the establishment .of priorities with a clear notion ef their'sighifibéhcé
and their economic stability is, in any case, advisable, This will lead
to the striking of a better balance between certain expenditures which,
even if they are employed to cover immediate requirements, do not in any
way raise the level of productivity, and investments that do raise its
level and which can iherefore, in a not too distant future, bring about
an increment in real income and an improvement in the general‘well-being
of the population. Hence the need to consider these problems in drawing
up a programme of economic devélopment.

Drawing this discuésion to a close, the possibility of making use
of taxation as a means of obtaining better utilization of the land in
different Latin American couﬁtries should also 'be explored. Fundamentally,
in order to increase the output of the land, productive technigue must be
improved and capital must be invested. However, the land tenuré system
constitutes in many cases the major obstacle which will have to be removed

/beforé such
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before such measures can succeed. One of the most efficient means of
achieving this objective could be the use of taxation, together with

other more direct means which might prove to be advisable for the breaking
down of the prevailing system.

In agriculture, as in industry, transport and other fields of economic
activity, the problem of productivity is in the last analysis a problem of
invesfment. The level of productivity cannot be constantly raised unless
the amount of capital is.iikewise increased, However, such considerations
should not exclude the use of immediate means of increasing productivipy,
through tpe improvement of working.methods and the making of small direct
capital investments, These investments would be required in other
occupations, in order to employ the workers displaced by the increase in
productivity. These measures are very important in Latin America and their
introduction might be one of the most decisive elements in an integrated:
anti-inflation programme, Priority of attention should therefore be given
to this aspect in the first stage of a programme of economic development.,
It may be well now to consider the need for such a prosramme.,

The need for a programme of development'

7. It would be incorrect to state that the Latin American countries
require a progrémme to continue their economic development; nevertheless

a programme is needed to enable them t& attain a more efficient utilization
of their domestic resources and also as a means of obtaining foreign
assistance to accelerate their déveiopment. Though they have never

drawn up é.pfogfamme of this kind, many of these countries experienced a
substantial development during the past twenty years despite the
difficulties mentioned above and.the recent World ‘.ar, However, their
growth has probably been less than what it might have been, had their
available resources been applied more efficiently. Most of these Latin
American countries have frequently been subjected to external disequlibria,
(arising largely from their own growth), which might have been attenuated,
if not avoided, by exercising a little foresight. Instead economic
development has been retarded or halted in order to correct the
disequilibrium, Moreover, development has not always been uniform, nor

has there always been the necessary adjustment between different activities.
/Thus in some
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Thus in some cases the expansion of industry has been hampcred by
the inadequﬁte development of the sources of energy: in other instonces
the rest of the cconomy has suffered becruse investment in transport
was neglected. In several countries the shprtage of labour hos hindered
industrial develppmént, even where it is cbundant in primary occupations;
this, of course, is becouse the nccessary measures to ensure its
mobility were not taken. On the other hand, there are 2lso examples in
which cn excessive migration of workers to industry has led to a
shortage of the labour required in primery prodiuction in order to maintaih
an adequate volume of exports. It is evident thot the well-timed
capital investments éould have prevented that situation. Similafly,
there are examples of the opposite phenomenon, that is, instance of
over-mechanization of agriculture in rcgions where lobour is abundant,
when 1t would have been more profitcble to increase.the yield per
hoetore by better uiilizatioﬁ of the land avoilable, or by extending
the arca of cultivated lend. Exemples such as the foregoing arc too
nuncrous to be cited in their cntirety; however, refcrence must be made
to caégs in which exn;gcrated emphasis has been placed on certain
domestic sctivitics, whilst disrcgzrding the possible margin of
profitable development in exports.

The abscnce of co-ordination between the development of various
actiyitics’cannot solcly be ascribed to the shortage of capitél for
adequcote investments in cach of them. It is obvious that the shortage
of capital is the common dcenominator of 21l nroblems of econamic
development in Lotin Jmerica. However, the greater the lack of
available capitel, the greater the need to appl& it in such a mamner
as to obtain the highest possible increment in aggrcgate‘production.
This is, of course, thec fundamental objective of cconomic development.

Fortunately past experience has proved useful. The Latin .merican
countries have increasingly’recognized the need to draw up development
orogrommes with a view to stimuloting the most intensive growth of
their economy, whilst avoiding the maladjustments which delay -progress.
- This ocknowledgment has constantly been supported by the policy of the
International Bank for Reconstruction and Development, as shown both in
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its published documents and in its relations with Latin American
governments, of encouragement of the latter to draw up those programmes
so as to achieve a better combination of individual resources of each
country with the supplementary funds contributed by this’developaent
institution. ' '

A programme of development is not a mere series of individual
plans to expand diverse industries or branches of economic activity.
Each of these separate projects analyzed in isolation may be sound
from a technical standpoint, but this does not necessarily imply that,
taken together, they will constitube a- good programme. Neither technical
perfection nor the fact that the programme is a paying proposition
is sufficient. It is also essential to ensure that these projects are
the best solutions from the standpoint of the economic development
of the country concerned. It is necessary to aééertain whether any
alternative plan involving the same amount of investment would yiéld a
greater increment to total production and, therefore, t9 aggregate
real income. In other words, in order to draw up a programme of
economic development, the various schemes for capital investment must
be studied and the most advantageous selected in relation to the
objectives desired. The programme must therefore be comprehensive,
making allowances for all the investments required, over a reasonable
period, for the economic development of a country. It is likewise
essential to assess the reciprocal degree of compatibility between the
different ~elcments of the programme and other no less important aspects
which will be discussed in eanother chapter. -

8. This does not imply that * .rawing up a programme of economic
-development, the Sta*t- ’ Ateﬁd its functions as an entreprencur
beyond Wh/ . it by other considerations. Tt is possible
to formulat. -«+ rounded programme, including the various branches of
economic activity, in which State intervention would be limited to- a
creating favourable conditions for nrivate enterorise and exercising the
indispensable incentives which will enable it to fulfil the planned
goals. Altcrnatively, a programme may be drawn up which will place the
State in a dominant position as an entrepreneur. It follows that
/acknowledgnent
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acknowledgment of the nced for a programme.of ooonomis. develoPReng.in the
" Latin American countries is alien to the theooretical discussion of the degmee
of direct State intervention in economic matters.

As a matter of fact in ths course of Latin American history, the
State in several countrics nas influenced cconomic activity strongly
though it has not fully exerciscd tﬁe functions of an centreprencur.
Customs tariffs levied for Tiscal purposes or to cnsure equilibrium in
the balance of payments, cxchange controls aimed at the same purpose,
and other forms of taxation designed t¢ stimulate or check certain types
of investments, arce the most frequent outlets for this influence, though
a clear and cxplicit concept of cconomic development does not always
cxist; .noy arc thesce measures closcely linked to other indispensable
factors for an orderly and stcady cconomic development.

Strong government influence in the devclopment of cconomic activities
does not therefore imply that a programme has been drawn upe. If a
programc is onvisaged cnd not merely a scrics of disconncctéd and
partial orojects, it is nccessary to make a goneral analysis of all
these measurcs so that they may be made to corrcespond to the aims of
development, without intcerfering with their specific objectives.

A programme involves ootaﬁiishing order,which implics the
cstablishment of a well-defined and rati nal rvlaulonshlp between the
means or resources available, the rqulrcmbnts of pconomlc development,
their order of priority and the dlffcrcnt ways in which thcse resources
must be used to cnsurc the fulfllmont of the requiraments of development.
This type of programme is also an act of forcsightedness, since it not
only cstablishes this relatiohship in the prescnt, but 2lso investigates
'probable resourccs, requirements and the mcans of supplying them over a
period which is sufficicntly long to facilitate the attainment of the
proper scquence of mcasurcs nd projects which by their nature camnot be
carried out simultancously. These measurecs are ncvcrtheless neccssary
in order to climinate ceortain obstacles to the regular dcvulopmunt of &a
country. However, this period should not be s0 long that forec&sts of
future trends beecome so 1ndterm1nate and unCpr ain as to prevent a ratlonal

comblnatlon of these eloments.
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9.. - Latin Amcrican countries have had little cxperience in this ficld.
Yet it is sufficicnt to cnablc them to undertake the preparation of
programmes, cspce cially when intcrnational institutions (which are in
closc contact with the true cconomic reality of thesc countrics and
which have gradually penctratced more deoply into their problems of
development ) can bc relied upon for assistence. It is therefore
opportﬁnc to discuss in broad terms as will be done in the final chapter
of this rcport the nature and contents of a programme, with a view to
drawing certain useful conclusions for practical action. It is not
proposed to cnunciate rigid principles, but to outlinc methods of
analysis and to definc the implications of certain cvents established
in order to dufine the aims pursucd and to determine the most

adequate manner ind means of achicving them, within the bounds of the
unity and continuity which are esscntial to the success of such a
programme .

It must be kept in mind, however, that thosc are the first steps
of a vast undertasking ond that the methodology itsclf is still being
formulated. The findings will have to be verificd and mcanwhile a
Jjudicious pragmotic criterion must be adopted. The objective analysis
of the cxecution of the programme, the difficultics cncountered
thercin and the means of solving them, will provide a source of new
expericnce, on the basis of which the methods and principles of
ﬁractical action can bc constantly corrccted and improved.

It is usucl for thosc holding key positions in the ficld of
practical action to be so absorbed by current affairs rcquiring immediate
solution that they lack the time to systematize their experience, to
comparc it with that of others sharing similar responsibilitics and to
draw conclusions which mey guide othurs in the consideration of similar
problams, allowing the latter to profit with their crrors and
achievemunba, -

Their cxperience is nonetheless inveluable and means must be found
of utilizing it without impairing their current responsibilities. The
Economic Commission for Latin America could perhaps become the ideal
instrument for this purpose, utilizing ther rosults thus obtained and

/the knowledge of.
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the knowledge of Latin imerican problems obtained by its economists in
the task of forming sJilected groﬁps of cxperts in nroblcms of coenomic
development and in planning and carrying out these progrommes. This
problcm is discussed in the last 6ﬁapter of thc report; the cpnsiderations
contained theéroein should prove importont in view of the‘mafked shortage
of such cxperts in Lotin American countrics. '

A programme. is the conercte form of putting o development policy
~into practicc. Such a policy must. be based on principles which will
guide and give it consistoency. The Member Goverrnments of the Commission
have shown considercble interest in discussing these principlcs and
have rccommended, in this conncction, that the Executive Secrctary
should pursuc the task begun at the Commission's Sccond Session in
Havﬁna, continucd at Montcvidco, and now summarized in this rcport
for thc Session in Mexico. Discussion ond criticism of the work, as
occurrced in the nast, will be a source of ;ncouragcmont to proceed with,
ond improve these investigations on problems of economic development.

The consider~tion of sweh topics by the Commission will not only .
prove useful to the devclopment policy of the L-tin American countries,
but it will also contribute to clafifying certain international aspects
of the problem to which rcferonce was made in the carlier part of this
chapter. Intornational action in the ficld of investments is also
embodied in these progrommes, to judge by recont events. The reason
for this can be rcadily understood: the efficiency of an international
investment solicy devnends on the corrcet assessment of devcloﬁment
requirements ond on the order of priority ascribed to them, since
finanéinl ond technical resources ~re necessarily limited. A programme
sceams advisable so as to cnsure o bettor means of distributing these
resources.

The Possibility of an Iﬁternational Investment Prosranme
10. An international programme could only be drawn ﬁp if the interested

countries have defined their own development requirements with a certain
‘degree of accuracy, ond assessed the supplaaentary resources required .
from abroad, in addition to the domestic resources available. From this
point of view, an intcrnational programme must of needs be based on

. . /a series
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a series of mationcl prograimes and, similarly, the essential feature
of continuity which the latter must have depends fundamentally on the
effective fulfilment of the former,that is,of an international programme.
The rclationship between the two programmes if of considerable |
significance. \

The international responsibility of those conccrned in.a programme
of international investments fully justifies both carcful analysis of '
the investments in o country requesting this type of financial
co-operction, and the need to embody the various scctors of econohy in
the programme in order to assess total investment requirements and the
supplementary foreign dapital to cover these requirements fully. The
amount of foreign capitel must be determined in relation to a specific
orogramme and the annual grants made must be subordinated to the
execution of the programme.

" The relations between countries and international institutions
making such investments will desend on mutual understanding of one
.another's viewpoints rather than on clearly defined rules and regulations,
designed to meet all contingencies. The execution of a programme depends
not only on the deliberate intention of carrying it out, but also on
unforeseeable circuistances which must be met with a flexible criterion
and with equanimity. It would be nccessary to determine whether the
difficulties encountered in carrying out such a programme.arise, for
instance, from having diverted capital intended for one item to other
different uses, or whether a contraction in the volume of cxports may
have modified the estimates on which the programme was based, If, in
the first eventuality, it wcre Jjustifiable to reconsider the programme -
and decide whether or not to c¢ontribute international resources in view'
of the alteration, in thc sccond case, an understanding attitude towards
these difficultics, and the continuity of 1nvestments would undoubtedly
strengthen the presti e of 1nternatlonal actlon greatly, guaranteeing
the fundamental concept of a programme of development in the Latin
American countries. ) ~

Similar difficulties, from the international standpoint, call for
the same spirit of understanding. If an international programme of
investments existed at present, it would unquestidnably involve a

/readjpstment of
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rcadjustment of the. amounts previously established, and their adaptation
to the real exnort possibilities of capital goods from industrial centres,
since the maintenance of the same volume of investment woula only
intensify the inflationary pressure, which it is sought to attenuate.
On the other hand, if an cconomic reccession were being considered rather
than supply shortages, the rcduction of on investment programme would
involve adversc consuquences, not only to the prestige of international

co-operation but also for the cconomic stability of the intcrested

countries.

In examining this problem logically, it is essential to consider
anti-cyelical policy. Much could be said for tho continuity of an
international pro;rammc'of investments which remained unaffected by
cconomic fluctuations. However, if the programme were sufficicntly
flexible to compensate certain effceets of these fluctuations, its
oractical usefulness would be furthcer cnhanced. The importance of this
point to economic development in Latin america cannot be over-cmphasizeds

Principles of a Policy of Development

11l. One of the purposcs of this report is the discussion of the contents
of a programmc of devclopment. It was nointed out thot the progremue is
the expression of a policy of development which must be guided by certain
principles to be formulated after theoretical ~nxlysis, In the following
chapter, theorcforc, an effort has naturally been made to analyse some
aspects of the phenomena of development. The theorctical interpretotion
of thesc phcnomena is not incompatible with the general conclusions of a
concept which is still in cvolution, but it is nccessary to explain

their chorecteristic occurrence in the periphery of world economy.
Thercfore certain instruments utilised in this analysis and applicable

to the industriol cenbtres cannot, ~lwavs be used successfully in the
periphery, as we will attempt to show. Though all thesc theorctical
cxplanations share this common objective, there is nevertheless on
atmoéphere of incohercnce which can only be dispelled by analysing and
giving consisteney to those ideas. Hence their being included in this

preliminary revort.
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‘CHaPTuR IX, TICHNICsL PROGRESS, INDUSTRIALISATION AND DISEQUILIBRIUM

Technical Progress in the Industrial Centres and Demand for Primary
Products

1, 1In the interpretation of the process of growth contained in the
Economic Survey—/ of last year, several theoretical prop051tlons were
put forward whlch because of their effects on the policy of
development, must now be more fully discussed,

One of these propositions asserts that technical progress compels
the Latin american countries (which make up a part of the world
periphery)'to resort to industrialization as a means of development,
'Anbiher proposition holds that in this form of economic development
there are certain inherent and persistent tendencies to external
disequilibrium,

The origin of these tendencies to disequilibrium lies in the
bhanges brought about by technical progress itself, These coéonsist,
on the one hand, 'in alterations of the productive methods and in
demand and, on the other, in the distribution of the gainfully -
empleoyed population in order to meet such demand within each country
and within the sphere of world economy as a whole,

The elimination of external disequilibrium is essential to the
achieving of a regular and ofderly form of economic development, '
Thus far, the Latin American countries have sought to correct
disequilibrium once it occurs, at a considerable cost, as may be
deduced from the experience of the past twenty-five years. However,
this experience provides valuable lessons in the means of avoiding
the phenomenon, or, alternatively, of attenuating it, if it cannot be

circumvented,

1/ Economic Survey of Latln fmerica 1949, Economic Commission for Latin
America United Nations (Z/CN.12/16L/Rev.1).
/Before considering
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Before considering these practical aims, it is nscessary to
analyze the nature'éf the phenomenon gf disequilibrium, which must be
souéht in certain aspects of the technique of production that are of
greaf importance to primary producing countries, In a broad sense,
technical progress has been reducing the Share which the value of
p;imary products represehts in the value of finished goods, In sther
words, the share of primary products in the real income of the -
population has been declining, especially in the great industrial
centres, There are various reasons for this tendency, among which
the following should be cited: .

a). Technical changes, by constantly creatlng new products, fing about
a progr6831vely more complex or rvflned claboratlon of the raw materials
required in the productive process, thus dlmlnlshlng thnlr contribution
to the value of the finished article. In relation to the total value,
the proportlon of prlmary matvrlals employed in the manufacture of an
aeroplane is therafore lower than in a locomotive, which is again

lower than in a horse-drawn vehicle;

b) Teqhnical progress facilitates a better utiligzation of raw materials,
sub-products aﬁd by-products, so that the same amount of primary-
products is now equivalent to a proportionately greater value of
finished goods than herétofore. Though there is no reason to assume
that cotton piece goods contain a smaller quantlty of cotton than one
hundred years ago, generally speaklng in our times the same amount of
raw material provides industrial by—products or sub-products which

make the total value of the finiéhéd pfoducts considerably greater

then previously; and

c) The materials made by synthetic processes, such 3s'synthetic :
nitrates, artificial fibrés and plastics, replace a number of natural
products in spheres of industrial activity which are becomlng

increasingly important, Y

1/ After the -completion of this Report, we learned of similar-
conclusions arrived at by Dr, H.W, Singer, and contained in lectures
delivered in Brazil, Sce Revista Brasileira de Economiz (September
1950) and zstudos Economicos (September-December 1950).

/New forms of
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New forms of productlon and certain alterations which techniczl
progress brlngs about in the structure of consumption, thus contribute
to lowerlng the intensity of the utilization of primary products,
Technical inventions ére undoubtedly the dynamic factor which hes
brought about the greatest changes in demand. Aorgover, the increment
in productivity and per capita income which these inventions entail,
has enabled demand to seck new forms of satisfying human needs.  Thus
it is a well-known fact a) that when the level of income rises, demand
is diversified;'and whilst ther: is only a relatively smell increment
of the demand for ordinary foodstuffs, the demand for various articles
created by'ﬁodern technical inventions rises sharply aftcr a cgrt§in
..point, Furthermorz, these inventions imply an increasing ' ‘
industrialization of foodstuffs, in order to obtain higher standards
-of hygiene, preservation or convénienqe, thus widening still more the
gap between the rate of increase of the primary product and real
income; and b) that within the tendency of total demand to diversify,
the demand for personal services increases, therefore lowering the
proportion of primary products in the supply of concerted demand of
the population,

The combination of all these factors, arising from the evolution
of the technique of production, has an.effect of utmost importance to
the periphery, since it causcs imports of primary products in the
industrial centres to expand at a lower rate than rcal income, Thus
the income-inelasticity of primary imports in the centres tends to be
lower than unity,

Other‘}ccts must also be mentioned which are partly the result of
technical progress. In the industrial centres the increase of
productivity m2y also be perceived in primary pfoduction, and it often
enables them to compete satisfactorily with the periphery on foreign |
markets, despitec the low salaries prevailing in the under-developed
.countries. In other cases, where thls does not occur, the industrial
centres resort to the appllcatlon of customs tariffs in order to
mintain or stimulate their primary productlon, thus protecting ths
domestic market against competition by the periphery. This is another
of the consequences of the unequal distribution of the increase of

/productivity in the



E/CN,12/221

Pngc 31
productivity in the various domestic activities and in the various
countries, and it also springs from a low internztional mobility of
labour, 2s was pointed out in lasi &earfs Survey;;/
' As a result of the protection of primary production in the great
industrial centres, the proportion of the population gainfully employed
in these activities has not decreased to the extent it might otherwise
have done, and consequently the increase of the population gainfully
employed in industry, serviceé and other activities has not been as
great as it might otherwise have been, Likewise, in the periphery
there would not be such a pressing need for labour to obtain employment
in secondary and tertiary occuﬁations when it is unavailable in primary
activities. The protective tendencies of the industrial centres merely
accentuate the coﬁpulsor& migration of the peripheral pepulation from
primary into éecondary production and services, since ultimately this
displacement is occasicned by the extension of technical progress,

Imports of primary goods in the centres tend to increase
.proportionately less than real income, Hence, if the Latin American
oountries could only expand by means of primary exports, as was usual
befors the world economic crisis, their rote of economic development
would be consiaepably lower than in the industrial centres,

However, these countrics appéar to expand at the same rate, if not
more rapidly, than the centres, as a whole, owing to the stage of
development which most of them have reached, The rate of growth of
the population is much greater, and productivity, because it is
relatively lower, has therefore a wider margin to rise,

A study of the twenty years preceding the world économic crisis
shows unquestionably that the export activitiss of the Latin American
countries, even a2llowing for their exceptional development in Venezuels,
have been insufficient to offer full employment to the vegctative
increment of the gainfully employed population and to the cxcess
populztion created by the extension of technical progress in primary

production.2

1/ Op. cit. pagcs 84 - 97
2/ Op. cit. pages 15 to 45,
/Hence the
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Hence the dynamic need for industrialigation, in order thot
economic development may take place zt a higher rats than the expansion
of primary exports, Industrialisation absorbs z part of ths available
population, en2bling another part to be absorbed by associzted
activitics such as transport and trade, which expand together with it.
The increment of 2vercge productivity springing from -the process of
industrialization, togethsr with the increase of productivity caused
by technical improvements in primary production, raiss per capita
incomec and lexd to a growing demand for services, thus creating nsw
sources of employment,  Industrialization is 'linked with various
phenomena inherent in economic development, and if reference is only
made to this aspect, it is for reasons of brevity and not beccuse the

importance af othasr phenomerz has been overlookad,

Technical Progress in the Periphery and the Demand for Impofts
2. During the courss of development, when thé new methods of
production estzblished in the more advanced cogntries were being
progressively assimilatced by the under-developed countries, similar
changes took place in the structure of demand in both arcas, As real
per capita income surpasses certain minimum levels, the demand for
industrial products tends to grow more than that for foodstuffs and
othef primary products, However, the position of the under-developed
countries is very different from that of the more advanced countries,
since the latter import primery products from the former, the income-
slasticity of which is much lower than that of the industrial products
which the periphary imports from the centres, In order to increase
their real incoms, the peripheral countrics must imbort capital goods,
the demand for which increases at least as much as rezl income, whilst
the rzising of the standard of living is reflected in the intense
demand for highly elastic imports, which tend to rise more than income,
The dynamic difference between demand in the centres ond in the
periphery is of such importance that it would be advisable to analyze
it more carefully,

/It is well known
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It is well known that industrialization causes the Latin American
countries to develop at a much greatur rate than their exports, Since
the capacity to import depends fundamentally on such exports,l/ it is
evident that real incomeAin these countries generclly tends to rise at
a.greater rate than the capacity to iﬁport. The substantial volume
of imports, which cxpands at the same or a higher rate than real income,
could not be obtained if other 1mports were not limited, so as to
prevent total imports from per31stcntly exceeding the capacity to
import, except when the gap ¢ n be’ coqered by foreign 1nvestments.

Little foréign cﬁpitai has besn invested in Latin America since
the world economic crisis. The Latih American countries have only
be;n able to develop in’'a measure corruspondlng to the essential
changes which have taken place in thé structure of thelr imports,

when income rlses morc sharply than the capac1ty to import, the
need to modify the composition of imports springs from three different
causes which, in fact, are closely rclated to one 3nother. '

a) Let it be assumed that income 1ncreﬂses in relation to the
populutlon, whllst the level of per caplta income remains constant and
no alteratldn occurs in the structur= of demand,

Assunlng an initial 1ncome of 100, of which 4O are applied .to
imports, and are compensated by an equlvalent amount of exports, this
initial income increases from 100 to 150, i e. 50 per cent, whcreas the
capacity to import rises from L0 to 50, that is, only 25 per cent,

~ Even when the composition of demand has not alterad with the
increase of income, the gtructure'of imports will have to be modified,
In fact, when income has been increased to 150 4O per cent of this,
that is 60 will be’ spent on goods which were formerly imported,
However, ‘the capacity to 1mport continues at 50, and therefore the
_ difference of 10 must bs produced by domestic industry, It is evident
‘that if domestic production is not developed, income could not increase
to this extent, since fhe corr§sponding‘increment of demand could not
be supplied by imports,vwhidh would have permanently surpassed the
capacity to import, Once mgnetary reserves had been exhausted, the
situation would have become untenabla. |

1/ It would be redundant to review the problem of the terms of trade,
which was dealt with at length in ths Economic Survey for Latin
Amerjca, 1949.
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It is hardly likely that this increase of 10 in domestic production,
with a view to replacing imports, will occur proportionately in all
thesé goods. Generally, the goods which can be moét easily produced,
or the production of which can be most easily increased, will be
selected, Thus imports of certain goods will be suspended or reduced
and domestic production of these correspondingly developed, whereas
imports of other articles wiil continue in a measure corresponding with
the'iﬂcremént to demand, ut there will be no expansion whatever of
domestic production of such goods., An alteration in the structure of
imports will thus have been effected. The distribution of the 50 now
imported will differ from the 4O formerly imported,

b) Let it be assumed that per capita income increascs and that at the
same time the structure of demand is altered.

The foregoing example will be used. but instead of szeking to
increass income in 2 measure with the growth of the population, it ‘is
increased as a result of a 50 per cent improvement in the level of
produciivity, and therefore in real per capita income,

In this case, the changes in the structure of damand, giving risc
to a modification of the structure of imports, differ from those of the
preceding exemple. These changes occur in a measure corresponding to
the varying degrees of inéome-elasticity of demand for imported goéds.
Whereas in some cases there will be no increase, or only a very slight
one, in othefs the increase of 50 per cent in income will cause a much
greater increment of demand.. ’To the extent that the increased demand
will havé to be satisfied with imports, it will be nccessary to reduce
or suspend other imports., Thus the new structure of imports and of
domestié production will diffcr from the previous example,

c) Let‘i£ be assuned that ﬁotal or per capita income does not increase
but that the structure of demand is altered,

An income of iOO will again be 2ssumed, of which 40 are used for’
imports as in the foregoing examples. The remaining 60 will be
employed'in.adquiring domestic products. Income does not increase
but the structure of demand is modified; demand for certain imported
goods grows 2t the cxpense of domestic production. Inports increase,

’ /say to 45,
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say to 45, whilst demandhfor domestic goods falls to 55, A double
disequilibrium of the seme magnitude thus oceurs, of which one part
is external, resulting from the exeess of 5 in imports, and the other
is gomestic,.and is caused by an equivalent deficiency of 5 in‘the
demand for domestic products,

This position of disequilibrium cannot be maintained; income
must either be reduced permanently, to a level where importé nay be
adjusted to the capacity to import, or the level of income is
maintained by -substituting imports with dorestic products. It is
necessary to reduce 5 from formier imports and to replace them with
domestic production, in order to allow for the new imports, as =z
result of the changes brought about in the structure of demand,

This may occur either because of a change in imports of consumer
goods or becausc savings are increased, so that a greater volume of
capital goods is imported, But it cannot take place without affecting
the level of income, unless a change is made in the composition of
imports, '

s was pointed ocut, these three causes are closely bound to one
another, The populction grows, per capita income increases, and the
structure of demand is altered not only becaus of these increzses but
also because of the persistent efforts of enti 'preneurs, within a
country and abroad, to modify the pattern of expenditure of the
population in answer to continual innovations in pfod&ctive technique,

The need to modify the structure of imports thus arises from
essentially 'dynamic factors which are inherent to the process of
development. Unless substitutions and changes take plzce, there

can be¢ no development,

The Maximum Real Income, Exgorﬁs and Industrialization

3. If will thus be scen that besides absorbing those sectors of the
population which incresase and migrate from other activities, industry
also supplies a dsdveloping country with the manufactured articles that
ip cannot obtain abroad, owing to its-limited capacity to import,

/The ultimate
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The ultimate objective is the attainment of the maximum real
income, that is, the goods and services which the population requires,
according to its pattern -of demand, _

Two problems arise in the obtaining of this maximum, They both
involve the beet method of utilizing the productive factors. The
first consists in determining to what emtent the avadlable,factors in
a growing economy should be employed in increasing exports. with a
view to expanding imports, and to what extent agricultural and
industrial production for the domestlc market should be expanded,

The second problem lies in ascertalnlng which goods can most
advantageously be imported and which should be produced internally
{given optimum gquantities of imports and domestic production), in order
to maximize real incame, )

The first problem will be examined in the light of total primary
production in the Latin American countries, A

The total volume of primary products depends malnly on the level
of income in the 1udustrlal centres, on the state of productive
technique, on the structure of demand, and on the degree of protection,
Export prices in reletion to those of manufactured goods generally
appear to exer01be, only a secondary influence on the volume of exports,l/
they seem to influence, though, the proportion of income which the
industrial centres must allocate to the acquisition of primary products,

Thus the volume of exports is not determined arbitrorlly. Because
of its low prlce~elast101ty, the concerted effort of the primary
producing countries to increase the volume of cxports substantially,
without regard to the rise in incame in the industrial centres, would
be attended by so great & price decline that the.valuc of exports
would nof increase and might even be lower .than previously.

This would not prevent a relatively small and isolated primary
producing country from increasioé jts exports to the detriment of other

competing countries, -by means.of slight price sacrifices, It is

1/ Op. cit, pages 25 - 27

) /nevertheless evident
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nevertheless evident that if one considers the cxtensivc problen of
peripheral developuent, this is no solution for the arei as a whole.l/

Prinary producing countries as a group are fzced with the vory
limited option of either empioyiﬁg the increment of their productive
_facﬁqrs in increasing exports so as to acquire supplementary imports,
or iltgrnatively, of increasing production for domestic consumption,

i brief explanation would help to elucidate the problem, Let
it be assumed that'countries producing a spac¢ific article obt=in 100
doliars'annually per worker caployed in exportable production, and
that they =mploy tﬁis amount to ébfain an equivalant volume of imports,
Another assumpﬁion is that one million Qorkers sre employed, in other
words, that the valﬁe of total product is 100 million dollars, and that
there are a further 100,000 workers and capital available, which can
be enployed either iﬁ incpeasing exports 2nd obtaining additional
imports, or in the prodﬁctibn of these goods domestically.

Let it ﬂe further aésumed that the productivity of these 100,000
labdurérs in domgsﬁic'production is merely 70 dollars per capita,g/
which is lower than the value accruing from export activities. It is
evident that if expofts could be iﬁéreased 10 ber cent by making use
_of these 100,000 workers, without allowing per capita yield to be
loweré¢ by the féll of prices, then it would be more profitable to
emﬁloy the labour force in export activities rather than domestic
.production, On thz whole, however, this is hardly likely to occur,
Aif the increase of production exceeds the inéreﬁent to consumption
in the importer countrieé,'in terms of the expansion of income and
other faétors, which duterjine the volumc of demand, ~ It would be
sufficieht for prices to féil;9.l per cent, thus reducing the yield
per man to 90,9 dollars, for the totzl value in dollars to be decreased
to the 100 million prevailing earlier, despite the increase in the

volume of goods,

1/ All generalizations of this nature should take into account certain
individual cases, Given the stage of its technical utilization,
there are many characteristic features of petrolewa which place it
in a very different position to any other primary products,

2/ Computed according to the value of imports of identiccl goods of
foreign origin,
- /It is evident
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It is evident that instead of increasing production for export
‘it would be more convenient for primary producing countries to employ
these 100,000 labourers in production for domcstic consumption, despite
the fact that the yield per worker (90,9 dollars in export activities)
is greater than that accruing froa domestic production (70 dollars),

This simple conclusion is of intorest, since the current
contradictory theory unight be cited, namely, that the optimum solution
lies in a distribution of productive effort whereby the marginal yield
per worker in export activities is equal to the m~rginal yield per
worker in activities supplying the domestic market, taking into account
the differences in skill required by these activities,

If the industrial centres amd the periphery are viewed as a whole,
this latter theory would be correct since it would thus be possible to
obt2in the maxdmum volume of goods or of real income, However, because
of the price-inelasticity of demand in the industrial centres, the
latter would have been favoured in the distribution of thess goods, to
the detriment of primary producing countries,

Undoubtedly, in the case of absolutes mobility of the factors of
production, income or the reamuneration of these factors would tend to
be uniform in a given country and is between several countrigé. Thus,
providzd uniform skill throughout, the same wage level would obtain,
Consequently, if in the foregoing example the yield of export activities
declines, together with the wage lovel, théfe would be a displacement
of the productive factors from these to other activities, Since these
fretors could not be cmployed in addition;l production for domestic
consunption, where, bucause of the lower yield, wages would similarly
be lower, excess labour would migrate to other countries, until wages
were equalized.

It is thercfore evident that an example such as the above could
not occur, if the assumption of absoclute mobility of the factors of
production obtain, But itiis unrealistic,~whéfeas.the example
reflects conditions which are very similar to thosé found in a country
in an active phase of development.

/Let us consider
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Let us considbr the example 2gain for a moment, In order th-t
the inerement of exports should be 1dvantaéeous to the periphery, export
prices should not f?ll bclow a per caplta yield of 97,3 dollars, Thus,
the increment to the value of exports and, therefore, to additional
imports, would amount to 7 million dollars, which is the same increase
in value to be derived from production of thesz goods for domestic
consumption, Beyond this neutral point, it would be idvantageous to
utilize the productive e¢ffort in domestic activitiss,

It should be noted, however,  that the cost of production for
domestic‘consumption would be considerably higher than thet of the
imported article. If at the neutral'point a worker engaged in export
activitics could obtain 97.3 dollars worth of imported products through
trade, in donestlc act1v1tlbs he would obtain only 70 dollars worth of
the samsg .:oducts,' t,ha.t is to say, the cost of the latter would be 28
per eent higher,. Domestic production could not be fostered unless it
were protected. against forsign competition, Yy

of the Bconomic advantage of Industrics whare thu Leve
Product1v1tx is: Lower than _in the Centres

4., It his been shown that in view of the factors which influence th:
demand for primary products in the_lndustrlal centres and the very small
margin of international mobility of the factors of production, it might
be expedient for a peripherdl country to employ the increments of the
lébour force in domestic production, even when the cost of such

production is higher than that of competitive imported ~rticles.

;/ It is necessary to realize that the freec interplay of economic forces
might give rise to another solution which would render protection
unnecessary, It would be sufficient for the excess population to
cxert pressurc freecly on the wage lsvel, until it wis lowered to
such an oxtent that the cost of domestic production would equal that
of foreign production.,” However, this would involve a sgrious
detcrioration of the terms of trade znd it would be greatly
detrimental to total production, further to involving other
considerations which are alien to the main thesis of this work,

There is considerable theorctical interest in this particuler
example of the free interplay of factors in the peripheral countries,
associated with their low mobility as between thesc countries and
the industrial centres,

/1f complets
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It complgte nobility existed, -this proposition would be
inadmissible. Givzn the tendency for wages to equalize, the economic
impossibility of incrcasing exports beyond a certain limit would cause
the gainfully employed population to szek higher incomes in other
countries, It could therefore be shown that it logically follows
that the total volume of production and of real income for ths whole
world would be an optimum if certain other conditions-obtained which
need not be mentioned here, However, actual conditions differ from
this theoretical model, and they are influenced by other nore important
factors than the purely economic, The eeconomic development of the
periphery is therefore not compatible with this theory,

The costs in 2 great number of Latin american industrics and in
large ssctors of agricultural production are, in fact, higher than”
thosz of imports, The prevailing low incomes cannot offset the
relatively low productivity in these activities, This does not. imply
that such activitices are necessarily uﬁécénomic. It simply-means'that
goods which cannot be imported bzcause of the limited capacity to
export and to import rwust be produced by domestic industry, at a higher
cost than if cxports could be exsily increased in order to provide the
" means of obtaining the necessary imports.,

The concept of economic advantage should be based on the total
available supply of goods for the population, It has been shown that
a-greater volume of goods is obtaiﬁed despite higher costs, But it
is evident that this volume could be increased proportionctely with
fhe raising of Latin American productivity to a level approxincte to
that obtaining in the great industrial centres,

This general proposition is not incompatible with individual

solutions, In a given country and in given circunstances, it uight

/be possible
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pg pos§i§le to gxpand the :xports constantly and morkedly,

out of proportion with the rate of increase of income in the
industrial centres, Thé Mission sent under the zuspicas of
the Intern-tional Bank for Reconstruction and Development, to
study problemg of aconomic development in Colombia,l/‘investigated
the advisability of increasing exports before undertaking an
iron ond stecl industry, making use of the substantial mineral
deposits in that country, The discussion of'this concrete

: problém would be out of place here, but attention should be
drawn to the fact that the réason.givsh for considering it
inadvisable to establish such an industry was that its cost

of production would be greater than that of imported products,
.c.i.f. in Célombian ports, On this basis, it would Bu ‘
practically imposéible for industrialization to devclop in
‘L%tin america in its present stage of economic growth, Hence
the cvident necessiéy of draﬁing up a theory of davelopment in
ordar to establish clecrly defined principles for practical

action,

1/ Bases de un programa de fomento para Colombia (Basis of the
Development Programme for Colombia), report of the Mission
headad by Lauchlin Curric, It should be remembered that
though the International Bank gavce its support to the
Lauchlin Curric ifission, it doss not necessarily support’
the vicws expressed in the Report, The Bank has, in fact,
also provided funds, with & view to substituting imports by
dome stic production, without strict regard for this concept
of costs, : : :

/Optimum Distribution
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Optimum Disteibution of the Factors in Differcnt Sectors of Domestic

Production
5. Attention should now bc given to the second »roblem proscnted.
In view of the optimum volumc of imports on which a country may rely
under given circumstances, and the incrcased cdpiial it could muster,
it is necessary to ascertain in what scetors of production investmonts
should bc made so as to maximize recl income.

The pr1nc1ple of marginal productivity would ~ppear to meet this
requirement fully. The incruncent of cnuit~l should be utilized so as
to maximize production, which is only possible when the marginal
producfiﬁity of the diffcrent investments is equalized, production being
calculated at import prices, in order té avoid the illusion crecated by
customs toriffs, exchange controls, or producer combines in regard to
such estimates.

This criterion offers a bosis on which to detcermine the best
maons of utilizing the limited capocity to import, that is, which
nroducts that were formerly imported should be replaced by domestic
production, ~and which it is more advisablc to continue importing.
The advantage of developing ~n iron ond steel industry instead of a
he~vy chamical industry, or of developing domestic production of nll
the footwear requirced by the population, or of the cultivation of ~11
the wheat at prescent imported will depend on the comparative increases
of production which can be obt~ined in the diffcrent -ctivitiocs,
according to the diverse ~ltcrndtives open to the invustment.of the
available capital besides othor conditions influcncing productive
efficicncy. If the same zmount of copitol as is required by an iron
and stecl industry gives risc to higher productivity in that industry
than that in other act1v1+1us ruplw01ng nnports its development will
be economic, despite the f*ct thet its cost moy be higher thon tht of
the imported product. It may be higher, but ndt so high as in other e
cases, given the aver~ge level of productivity in the country. ‘

These considerations nre also applicable to n~gricultur-l productlon,
which, in some Latin American countries, may be. rolatlvcly easy to
increase. In other countrics, however, the inercasc in ngricultursl

/output
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output involves cxtensive irrigsmtion works or other improvements. If
it is expedient to reploce éertzin imports by agriculturcsl production;
or by the development of industrial production, how the two may best
be combined, can only be determined by comparing the levels of
nroductivity.

However, the maximization of productivity in the form described
previously does not always imﬁly that o satisfactory mcans of maximizing
income has been found. Certain productive ~ctivities, in which the level of
productivity is lower than in ofhufs, may nevertheless be eminently
advantageous, owing to the fact that they diminish o countr&'s
vulnerability to foreign fluctuations'“nd contingenciecs. The expericnce
of the Latin Americon countries is very instructive ot this point, and
jt is casily underst-ndable that this type of consider~tins may prevail
in certain concrete cxamples. liore will bo said later in this )
connexion. N )

The fect thot tho.theory of morginal productivity may assist in
solving the practical problum sut forth above lcads one to cnquire
whether, in view of the possibility of obtrining the optimum lovel of
production by murns of free competition, it would not be better to
permit the uncontrolled play of ccon.mic forees, in order to >btain
the best solution. This might be tﬁc;caso, were it not necessiry to
r~ise oroteetive barricers in >rder to substitute domestic production for
imports, -nd if, in certain cascs where future domand must be estimoted
long bef re-hond ond laorge invcspmcnts‘m:dc,.privzte cnterorise olons
were n~t incapable of solving cert~in vitnl problems of ceon mié growth.
This being s9, it is nccessary to adopt cert~in principles, on the brsis of
which the sclection of the vori us £ ras £ investment can be m-de.
Growth, Disequilibrium .nd Inflati.n

.6, In its bare \utlipe the thesis f cconmic development sob- £orth

herein is the f Mlowing: oxp-ort ~ctivities in the Lotin Americon cohuntrics
are incapable »f nbsorbing the ~dditins :f the labour force arising frm
technic~l progress in primary ~ctivitics ond the vegetative growth f the
population. Industrializatim plays ossentinlly the dynamic role f
abscrbing directly the redundant lobour £oree and -f stimulating other

/activitics
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activities including agricultur~l producti-n for doumestic consumption,
which contribute t- thu pr-cess .f ~bs.rption. Thus, tot~l income
inercases, ~nd per capita ineome impr.oves, as o result f tuehnical
progress ond industrializati n. As income riscs .nd the structure ..f
demand chonges it bec.mes essentinrl t5 m.dify the compositin of
imports ond develop domestic productin of substitute go.ds, so 1s to
enble other imports to cxpsnd intensively. |

If imports are not adequately rendjusted, the exponsion of income
gives rise to extérnal disequilibrium: imports rise frster than the
capacity to import. ‘

No instrument exists in the econ-omic system of the periphery which
might- provoke the spontaneous readjustment of imports, in order to
prevent such‘aiéequilibria. Hence, as income increases more rapidly than
exports wnd thon the capacity to import, a persistent tendency to
external disequilibrium develops, ~s w~s nointed out above.

Inflation likewise cnuses ext.rnnl disequilibria. Since, in the
L2tin Americon countries, the nrocess of growth is usually linked closely
to phenomena of an inflationary nature, it may be assumed that this
persistent tendency to disequilibrium in the process of development is
merely the result of inilation. '

Disequilibrium may nevertheless oarise in the obsence of infl-tion.
The lack of this spontoneous instrument of re~djustment in imports is
sufficient for ~n excess of imports to occur at 2 given moment, due to
déficient develOpment in the »roduction of substitute articles. It
should be remembered th-t if the structure of income expenditure is
modified and ~ larger proportion thereof is applied to imports,
disequilibrium must inevit~bly follow, os wns shown ~boves

The charncteristic fom of generating disequilibrium in the case
of nor~-inflationary development hns becn cencountered in the'dyélicai_
upswing of some of the Latin American countries. Real income increases,

industry nd other domestic nctivities expand ~nd no obstocles core

/placed in the
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placed in the way of expansion of imports, because of the Cycligq;
expansion of exports. However, when exports and income diminish, it
is found th~t the pattern of income cxpemditue is not compatible with
the structure of imports, especinlly when °n attempt is made to
moint~in the e~rlier level of income by resorting to credit exponsion.

Development c~nnot continue for long. under a non-inflationary
situ~tion if disecuilibrium prev~ils, since it would drain monetory
rescrves ond, ot the same time, there would be no stimulus to continue
growth, because external disecuilibrium is attended by on insufficiency
of domeostic denand. as will be shown in the following chapter.

The diffcrence between this type of limitoed development and
th~t of ~n inflation-ry order does not cxactly lie in thc fact that
inflation ¢nables the proéess of development to continue, dospité the
prevalence of diseqpilibrium; but in th-t it corrcects the4insufficiency
of domestic demnnd and gives rise to cert-~in fezciiéhs which modify
the composition of imports, cnabling their continucd growth, provided
other conditions (which will be diécussed later) prevail. Those
then ~rc¢ the results of monctify depfeciwtion or direcf import’
restriction to which infl-ation gives rise.

Inflation thus plays a dynamic role in the Lotin Amcrican
countrics. If, on the one hand, it cmphasizes the diséquilibfiqh
inhecrent in .the nrocess of dcvclopmcnt; it ~lso tends to correct it,
but ~t a substontial social cost. In certoin cases, this cost is
disproportionate to the limited dynwmic effects of inflqtiohary
.measures. One of the fundamental problcms‘of economic development in
these countries is the stimula%ing of expansion without provoking
inflation, ~nd-the preventing of disequilibrium by chonging the

composition of imports.

/ GHAPTZR III.
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CHAPTER III. THE PROBLEM OF PRODUCTIVITY AND THE RELATIVE SHORTAGE
' OF FACTORS OF PRODUCTION

The Two Aims of Technical Progress and the Density of Capital

1. In the preceding chapter, the validity of the principle of the
yield or marginal productivity of capitai was acknowledged in
connexion with the planning of an investment policy for the Latin
American countries. Accordingly, if the distribution of savings

is carried out so that the praductivity of the ;nargi.nal increment

of capital per gainfully employed person is the same in all branches
of economic ac':t;ivity, production will be maximized., The optimum
degree of capital dens1ty per gainfully amployed person in each
branch will thus have been attained, that is ’ the exact amount required
in order that total economic activity ‘shall yield the maximum
production poséible .

The mere statement of thfgs principle does ndt suffice for the
analysis of the concrete problems of investment encountered in the
economic development of the Latin American countries, Outstanding
amongst such problems is the determination of the most suitabie
denéity of capital per gainfully employed person, in relation to the
amount of capltal available, .

As a result of technical progress, the optimum density of capltal
per gainfully employed person.has tended to rise continuously in
the great industrial centres., Thus, a constant increase in productivity
has been achieved which, by raising per capita income and expanding
the margin of savings, has facilitated the intrjociuction of new
technical methods, thus increasing further the density of capital,
the process being repeated successively,

This process has different aspects in the under-developed
countries. Technical improvements do not appear gradually, as

/they did
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they did throughout thé course of development of the great centre-,
nor do they evolve through the successive stages of evolution

as did their capital goods. In .carrying out their investment
programmes, these countries find that they must import the same
equipment as is used in countries which have developed over a
long period. Thus, equipment which represcnts a high density of
capital per gainfully employed person and which is compatible with
the high level of per capita income in the industrial centres, is
e xally available to the under-developed countries, in which per
capita income, @nd thersfore the capacity to save, are evidently
lower.

In other words it is theoretically possible for the Latin
American countrics; considering their relative scarcity of capital
and abundarce of human labour to have a density of capital lower than
that of the mcre advanced countries, but in view of the nature of
the ‘technical process, and its irreversible character, the
under-developed countries have a very limited possibility of
attaining in fact their optimum density of capital. It is a fact
that in some cases they arec in a position to use less complex
cQuipment, whereas in others they may adopt backward methods which
invoive low capital investments., However, if they seek to modernmize
the ¢quipment, dus to the very low productive cfficiency ~f the
methods in use, they are often faced with the neces:ity of
acquiring machinery with a high capital density, since given the
nature of the productive technique utilized, each unit of equipment
is generally indivisible, and therefore its density cannot be
reduced, to bring it in line with the density which is compatible
with & relotively sm.ll volume of available‘capital.

Were sufficient caupital available for investment in all ‘the
branches cof economy, no such brobleﬁ..would arise. It would only be
necessary 1o assimilate the technical msethods of the more advanced
countrics in order.to obtain approximate, if not eguivalent, Jlevels
of productivity. This, however, is hot the case. The problem of
cupital density arises preciscly because ther: is a shortage of

capitel, though its terms viry considerably from one Latin American

/country to
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country to znother. In some of these countries, 60 per cent of
the guinfully enployed population is working under conditions of
very low productivity and mcoger capital, where.is in others, capital
availabilities ond productivity resemble those of the more advanced
countries, Hence it becanes necessiry to qualify the following
generalizations, in observing the varied range of concrete facts.l
2. The diffusion of modern productive technique thus gives rise
to & p.r:dox. Coﬁntries having an <bund - nt labour forcc «nd a
sc.rcity of capital, are faced with a fom of productive technique
of which one of its predomin:nt traits, e¢speciully in the United
States, is the savings of as much labour as possible, by means of
increcsing the cupital outluy per worker. Undoubtedly technical
progress 21so seeks to increass the volume of production per unit
of capital, whilst reducing the4amount of lubour required. Howcver,
though these two aims cill for incrensing capital investments per
goinfully anployed’person, and though in the abstract they may be
considered separately, technical development has linked them in
such . way thut, as a rule, it would be impossible to break down
investments into the part which is zimed 2t increasing production
per unit of capital and th:t which is dirccted toward saving libour,
Undoubtedly sufficient capital has been available in the great
industri.l centres to realize both of these wims progressively. In
other words, these objectives have been combined in a manner znd
measire compcetible with the accumulation of c.pitzl, Thus, with
the exception of brief intervals, investments to reduce labour
consumption have tended to be made in accordanc: with the availability
of the capital necessary for this purpose and, at the same time,
for the absorption of the labour thus disploced,

Tn view of the fact that these 2ims have been achicved
simuliarcously and considering the indivisibility of equipment, in

1/ Ancther aspect of this problem lics in the possibility of intensive
utilization of the equipment aveil:ble, assigning two or even three
shifts to its operation, The averzge capital investment per
gainfully cvmployed person would then be reduced, and c:pital
requirement 8 thus lessened. However, 2 study of this aspect in the
course of this brief analysis would cause us to deviatc considerzbly
from the purposc of this report,
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which technical progress is embodicd, the combinations adopted in
the economy of a highly industrialized country, with 2 high per
ccpita cupital density, canmnot be undone arbitririly and tr.nsfomed
into other combinations which conform more closely to prevailing
conditions in a less developed country, where per capita capital
‘density is much lower. It is logical that-if the combinations
prevalent in the former were to be transplented to the latter, there
would not be sufficient cupitzl to absorb the amount of labour saved.
In order to avoid this sclf-defc.ting consequence, it would be
necessary to obtain a typc of cquipment in which investment is made
with a view to increasing production rather than to reducing labour
consumption per unit of capital.

This, then, is the problem which faces countries in which there
is a relative sc.rcity of cupital since, as a rule, the characteristic
indivisibility of c¢quipment prevents the adoption of any combinations
other than those resulting from the evolution of the great industrizal
ceantres. Despite this, let it be assumcd for the moment that cech
of these aims could be achieved independently, with two different
types of equipment and by means of separate investments.

In order to cl.rify this idea, it will be assumed, in the example
éontained an the attached table, that there cre two types of
equipment, namely, A und B, which are being improved by successive
capital investments so that an amount of 4,000 has be.n invested by
the fourth stage in the evolution of each'type of squipment.

However, whereas in equipment A the increase of capital only expards
production, without reducing the number of 100 workers engaged

since the first stage, in equipment B production remains constant
whilst the amount of labour, namely, 100 workers, in the first stage,
is reduced to % by the fourth stege. In order to approximate
reality, let it also be assumed that both typces of equipments can

be pooled in a third type C, in which both objectives are attained
simultaneously. Lastly, let it be assumed th.t there are only 8,000
units of capital available. The problem consists in determining

the plan of investment whereby production can be maximized, From
the figurcs in the example, it will be clearly seen than an investment
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Successive Investment in the Development of Equipment

Stages Number Incremént Totzl Increment Total Production Production Capital
of develop- of to invest- invest- of produc- produc- per worker per unit per
ment workers ment ment tion tion of capital worker

nA" Production Increasing Investment

1 100 1000 500 5.0 0.50 10.0
‘ 1000 1000

2 100 2000 1500 15.0 0.75 20.0
1000 1500

3 100 13000 3000 30.0 1.00 30.0
1000 2000

4 100 4000 5000 50.0 1.25 ° 40.0

\ np®  Labour Saving Investment

1 100 1000 5500 5,0 0.50 10.0
1000 -

2 80 2000 500 6.2 0.25 25.0
1000 - ' :

3 50 3000 500 10.0 0.17 50.0

~ 1000 T |

L 6 4000 500 83.4 0.12 666.7

| y nen Total Investments -

1 200 2000 1000 5.0 °  0.50 10.0
2000 ' © 1000 ‘

2 180 4000 2000 1.1 0.50 22.2
2000 1500

3 150 6000 3500 23.3 0.58 40.0
2000 2000

4 106 ' 8000 5500 51.9 0.69 75.0
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in combination C yields the maximum production per worker, but,

on the other hand, only'iOé workers will be employed and total
production would be lbwer than if all the capital availible were
concentrated in equipment A, In the latter, the 8,000 units of
capital enable 200 workers to be- employed, yielding a highgr volume
of production, despite a lower productivity per worker.

If the availability of capital were sufficient to enable
cquipment C to be furnished to 200 workers, a much higher volume of
production than before would obviously be obtained, But in this
instance, 14,800 units of capital would be required.

Between these two positions, there would -be a wide range of
intermediary alternatives, vary.ng ir relation to capital availabilities,
and provided that 1nvestme its in equipment A could be combined with
those in B, in such a manmer that all the labour displaced would be
entirely absorbed. In other words, there would be a series of
combinations of A and B in equipment C; in accordance with the
greater or lesser amount'of'capital,:bétwesn'the minimum of 8,000
and the maximw of 14,800 mentionéd above. . Undoubtedly, if the
capital available'ﬁerg fot limited to this latter amount, but
continued to ;ncruésv, it would be nedessiry to find new combinations

~with a relatively ldrger amotint investdéd in equipment B.

In prACtLVd, howevbr, it is not possible to apply these differert
combinations according uO the’ degree of scarcity or relative
abundance of capital in ‘relation to the labour force aviilable,

Most of the gguioment is manufactured in countries where the per
capita capital der Lity is”ﬁigh and as a rule the less . developed
-countries haic no alternétivé other than to adopt the combinations
of the fbrmqr; exr.epi: insofar azs they can be modified. Since in
these combinaﬂio:s a large proportion of the investment is designed
to save labour, the paradoxical situation referred to above rises.
Thus the under- developud comtrics are compcelled to use an excessive
.. amount of their oav1ngs in displacing l:bour which is thus added

to the existing reserves that cannot be absorbcd with a satisfactory
level of productivity, due to the shortage of siv1ngs. '

3. Let us rnow examine this problem from another standp01nt.

Combinations C has besn considered in the fourth stage of evolution
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of the equipmént, and in the hypothesis thzt there is not sufficient
capital to azbeorb displaced labour, as has just been pointed out.
However, it might be decided not to enter upon the fourth stage '

but to remain, let us say, at the third, in order to apply half the
capital per gainfully eaployed person, thus employing twice as much
lebour. However, this solution would mot be advantageous in the
aforesqid example since the murginal return in the third and fourﬁh
stzges is greater than the the marginal return of respective increment
to capital in the first and seoond stages, owing to the form in which
production increases as the equipment improves. In other words, when
the merginal return of capital increases, it is advisable to continue
inereasing the per capita density of capital, instead of lowering it,
and to employ more labour. On the other hand, if the marginal retum
decreases, it would be better to stop at a lower density of capital,
this obtaining. the maximum return pér unit of capital and conseqQuently
the maximum increment of production., However, the opposite might
occur and it might be advisable to remain at the preceding stzge,

in view of the'decreasing mérginal yield obtained subsequently. In
this case it is conceivable that combination C is the optimum. It

is quite possible that, in certain cases, equipment with a lower
density of caﬁital might be more advantageous, whereas in other cases,
the utilization of such equipment involves a definite technical
regression, Very little information is available in this conexion

in the Letin American countries and we are therefore confronted with
one of the most promising fields of investigation, both from the
theoretical point of view and that of practical results,

L, In order hot to render the example used too compléx to illustrate
in its bare outlines a problem of such vital interest, it has been
.dec;ded to limit the amount of available lzabour, the employnent of
which calls for new capital investments. These workers may
constitute a real or virtual surplus of the geainfully cmployed
populetion, aos w2s pointed out in the Economic Survey for last year.l/

/The excess is
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The excess is real in that it is not unusual in these countrics to
find workers who, though not unemployed, work intermittently or,
clternatively, in occupations with a very low remuneration, a fact
which can only be explained by the relative abundance of labour,
No additional capital investments zre required in such circumstances
to free this l.bour from their present occupations. The only
investments required zre ‘those which will absorb these workers into
industry end other occupations with o higher productivity. On the
other hand, when a virtual surplus of labour exists, it is essential
that the investmerts free labour from occupations in which the
technique is primitive and productivity low, transferriné the workers
to other activities with a higher level of technique und greater
productivity. Thig gives fise to the surplus which can only be
employed by the making of additional investments,

In the latter example, which is typical of primary producticn,

it is essentizl to combine the investments directed to save labour

~with those aimed at increasing production per unit of capital,

Viewing the problem from the standpoint of the total cconomy of
an uncer-developed country, the following considerations =risc, .
How best can the scaree capital available be distributed in order to
(8) sbosorb, in the first place, the real surplus of the guinfully
employed population, for the releasing of which no investmént is |
required, and (b) to reduce labour éonsumption or free workers
gzinfully anplcyed‘in primary production, so that they nay be
fully ébsorbed by industry .und other activities, in such 2 way th:.t

‘maxinun production be atﬁained, with the optimum investrnont 6: thé

avzil ble copit:l, .

It is vvident that if there is a real surplus of populztion
with great mobility, it will not be convenicnt to invest capital
to inerease further the surplus in prim.ry production, but instead
the original surplus should be absorbed. Once this process hes been
completed, it would be <qually inudvisable to create 2 1l rger
surplus in primary production, or even in industry, than could be
absorbed with the avuilable czpital., This would be better invested
in enploying labour rather than in freeing it.

/Technical unemployment
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Technical Unemployment and the Role of Capital Industry

5. Turning again to the saving of labour, which is generally
entailed by equipment of high capital density, it should be noted
that this problem isvtypical of the under-developed countrics. This

Cocs not imply that, in the large centres, the introduction of such
squipment has not occasionally given rise to a surplus of labour.
However, the problem is not the same. The form of technical
unemployment which generally occurs in these centres, <spscidlly
during the cyclical downswing, is not super-imposed on a structural
problem of large labour force, with little capital and & low
produceitivy, as occurs in the under-developed countriss., It is

a traensient phenomenon, which will occur as long as new investments
do not reabsorb the uhemployed. If this process of absorptidn does
not tcke place rapidly, it is not due to a deficient capacity to save,
but to flaws in the operating of the system. On the other hand,

in the under-developed countries where capital is inadequate for the
inteneive absorption of low productivity labour, the excessive
reduction of labour, by means of new capital investments or the
replacenent of equipment, intensifies the structu;al problcm,

In the growth of the industrial céntres, squipment o% high
capital density had been incorpor.ted into productive activity
because sevings were sufficient to introduce it to all branchés of
the cconomy in which the entrépreneurs found it advantageous. The
equipnent, therefore, Eorresponds to a high income ana 2 high
capacity to save, On ther other hand, in the under-developed
countrics, these equipments are out of line with the rclatively
low income and low capacity to save which characterize them.

The fzct that certain entrepreneurs mgy be in a positioﬁ to acquire
such cquipments does not by =ny means inmply that there is sufficient
cepital aveilable to gencraliée their usc., It is necessary tc
distinguish betwecp the interest of the entreprencur ond the generzl
intercst of the econcny. The éntrepreneur is only concerned with

the minimization of his costs of broductioﬁ and the increase of his
profits. As . rule, the .anner of combining the increase of '
production snd the reductiocn of labour conswnption per unit of

/capital in order
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capitel in order to achiave his objective is merely a secondary

and cttimes unimportaint consideration for the entreprencur., If his
action causes technological unemployment and the unemployed cannot

be absorbed because of the scurcity of capital, the entrepreneur w1l
ncvertheless have inereascd his profits even when the capital invested
in suving lebour instead of increasing production involvés a misusc

of capital from the sfandpoint of the country's ecoﬁomy, aparf from
the suvcial repercussions of the phenomenon., ‘

This phenomenon is not so evident when the reduction of labour
consumption entuiled by the introduction of this equlpmbnt, instcad
of causing technological unemployment,; prevents the absorption of
libour displ:iced from occup:tions with = lower productivity. This
absorption might have taken place if the p:rt of the capital required
to suve labour had been utilized in increasing productinn,

However, in the casecs in which there are no better alternatives
from «n econcnic viewpoint in the under-developed countries, the
latter, as was pointed out, are compelled to employ this cquipment
or they have to fall back on technical methods which imply a nisuse
of cepital by reason of théir very low yield, In other words, even
though equipment with high capital density does not cffer the best
soluti »n to the problems of developnent, in countrigs where there is
surplus lubour, they may ccnstitute thé leust hirmful amongst all
practical meaﬁs,af increasing productivity within the reach of
entreprensurs,

6. There are still other differences betwzen the under-developéd
and the more advanced countries. In the latter, technological
unemployment tends to disappear ..s a result of new inVcstncnts. Tﬁe
developmynt of cupital goods industries must tho provided the
stringest elem»nt of abserption, since employﬂent in ‘these 1naustries'
hus nxp.nucd nore intenscly than in consumer Boods industriecs,
Moreover, the 1ncreased profits accrulng t“ entreprencurs as a result
of the reductlon in costs, which sten from the 1ntroduction of ‘these -
technical innovatlons, are to o large extent used for new inve strments
thus stlnulgtlng demund for capital goods. It was pointed out’'in
mehﬂhmmmc&wqtmtm»m®m®whmdmeRmlwhu

/capital goods
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capital guods industries, except in their initial stages, find
themselves in 2 very unfzvourable positi:n from the point of view

of their internal development, because the profits aceruing from '

the cost reductions mentioned ubove, when employed in acquiring
capital equipuent, cre transferred to the great irdustrial centres
producing the équipmunt, thus stimulct.ng employment there =nd not

at homs. Consequently, in countries where no capital industries exit,
the investoent of profits dous not tend to re-absorb uncmployment

as in the gfeat centres, but only in i measure in which it is

invested in building, znd in thc small criount of equipment manufactured
in these countries. ‘

It night be urgucd that these countries have vost possibilities
for absarbiﬁg technological unemployment in existing consuner goods
jindustries or in those which riight be wstablished with 2 view to
substituting impsrts. 'That is"a fict. This, however, brings us
back t. the initial point of capitel scarcity. If the investment of
profits in capital equipment purchasec abroad offered a means of
absorbing all the surplus labour technologically unemployed from
which these profits arise, thHé problem would be relaiively sinple,
But this is not the cusc. Therc is a considerable difference between
the profits accruing frou the displacemwant of 2 single wérker and the
capital required in crder t9 re-employ that worker., Profits
accumulated during the course of several years would be.required for
his reabsorption. In this as in other aspects of cconcmics, the
influcnce of the time' factor is of the greatest importance.
Substzntial gaﬁital investnents are necessury if time is not to be
wasted., Undoubtedly the existen&e of profits with. which to =mortize
investments over a period is & favourable fattor in stimulating the
latter, However, in order to absorb uncmployed workers, =n irmediate
increnment of capital, several tiucs grezter than the wages saved,
would bs nccessary.

The foregoing consideraticns sheow th-t thé problem =f investment
in the present stage of Latin American de%elopment has severdl
distinctive feitures which make it impossible to‘generalize the
conclusizng drawn drom the experience of the great industrial centres,

/We do not
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We do not propose to cxamine these characteristics indifidﬁally;
but merely to draw étténtion to the more imp&rtant of them, the
first of which is the density‘of capital analyzed above, and its
obsélescerce, which will now be considured.
Obsolete Equipment and the Shortage of Capital

7. The persistent utilization of certain forms of absolete equipment
in combinution with other highly efficient materials, is often
sncountered in Latin Améfica. This is generally accounted for by the
habits of the enfreprenéurs, and in-many cases this explanation might
be acceptablé, if it had not been frequently observed that the same
entrepreneur. uses concﬁrﬁently and at the same factory ebsolete and
nodern equipment, oﬁ that he aecks, which is even more significant,
new investments in other fields of productive activity and acquires
the most advanced eqpibmenf obtainable instead of investing his
prafits in dlsmantllng his old machinery. There is undcubtedly an
explanation for each concrete example., At the root nf the whole
problem, however, the comnon denominator was found to be the shorte ge
of capital; not ¥hat any individual entrevrenecur lacked capital, but
‘a general shortaggnin the country in which he pursues his activities,
From the acoﬁomic standpoint of an undefudeveioped countyy, if
despite its Bbéolescénce, capital equipment is ina sufficibntly good
c.ncditjon tuo continue operating, the soluti.m of the prcblen lics in
an analysis of tﬁe alternatives. Evidently, the introductisn of modern
cquipnment to repluace sbsolete forms will cause an dppreclablu increnent
to total productd .n, dlsreglrdlng'mwmentarlly 1ts labour siving
effeccts, However, it could well be the casc that the samé amount of
capital invested in other secturs of economic act1v1ty 1n which..
capital resources are llmlted and productivity 1s low, would’ lead
to .n even groater rlSu in productlon.. It 1s ultlmately a question
of ascertaining in what manner . gre:iter incremont to total prc lucti-n
in the ecunomy as 2 whole may be procurced by the investment ~f a

[

/given amount
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given amcunt of available capital; whether this may be achieved
bﬁ replacing equipment which, though old, is still productive, or
whether this capital should be invested in order to absorb the
real virtual surplus of the gainfully occupied population. In
many cases, it would possibly'bé-pééférggie“ to retain the
antiquated eguipment in‘production, since its elimination would
involve the destruction of existingcapital, when capital for new
investments is scarce. This possibility is nevertheless limited,
since the productivity of obsoléte equipment might be reduced to
such an extent, in the course of time, that by substituting new
equipment for it the net increment in total production would .be
greater, in which case this increase would exceed tﬁat.which
might be obtained in other branches of the economy,

| In other words, in countries where the scarcity of capital
gives rise to the employment in.pyimary position of a sizable
part of the labour force with little capital and low ppoductivity,
as well as to concealed unemployment in other occupations, therc is
no reason to destroy existing capital, if despite its obsolescence,
it is more productive there than in other activitics, and if the
increase of productivity which new investments’would bring
about in the latter activities is greater than that which might
result from the replacement of obsolete equipments., If, in
addition to the increase of production, the labour saving effect
is also taken into account, the problem becomes more complex.
bven though there may be more suitable ficlds for investment from
the general cconomic standpoint, the entrepreneur may find it
advantageous to discard the obsolete equipment, replacing it by
modern equipment eimply because he will thus be able to obtain
a substantial saving in labour costs,

Problems of this nature will continue to arise in the

/under-developed countries,
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under-developed countries, whilst there are still substantial
internal differences in the density of capital and in the
productivity of different sectors of the economy. Therefore,
a policy of investment should make a clezar distinction between
the inderests of the entrepreneur and the general economic
intercst.

In the more advanced countries, where technology and
productivity have develope& gradually and havg been extende§
to all branches of economic activity, the problem does not
arise in the same way. There are no vast sectors in which the
scircity of ciapital offers a wide field for investments, the
rate of growth of the population is lower than in the
under-developed countrices and the high level of income detcrmines
an appreciable margin for savings.' Consequently, there is
sufficient cepital to replace equipment norma2lly; secondly to
shorten its narmal span of usefulness in order to introduce
technical innovations that increase productivity and thirdly
to absorb at the same time the labour thus saved, This does
not imply that this phenomenon never occurs in the more advanced
countries since, in the great centres, there ure familiar
cases in which obsolete cquipment his been retained ih certain
scctors which, for specific reasons, such as the recession of
exports, have not progressed commensurately with technical

improvements.

/The special case
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he Special Case of Export Activities

8. Since it is‘not our purpose to make a complete analysis of the

problem of froductivity~and the consequence of a shortage of.capiﬁal,'but
rather to stimﬁlate discussion of these topics, there are imporﬂant aspects
. and specific situations which cannot be included in this brief outlihe;
However, the question of export activities must be considered separately.
The introduction of labour saving equiment in these activities may be
essential in order to enable them to compete favourably on the international
market and in order to expand exports themselves. There is, of coufse, no
need to stress the fundamental importance of exports in economic dévelopment.
The reduction of labour consumption in primary export activities ﬁost
certainly intensifies the problem of the real or virtual surplus of‘the
labour force which should be absorbed by industry and other activities,
therefore increasing the amount of capital required for economic
development. On the other hand, exports may procure a wider margin of
savings and better means of transferring such savings in order to

facilitate imports of capital gdods. The measure in which this may be

done depends on the extent to which both the effects of a reduction in
labour consumption and of the increase in production per unit of cépital

can be retained within the coﬁntry, in the form of increased income, rather
than be transferred ébroad, to the detriment of the terms of‘trade.

The Problem of Investment in Agriculture.

9. The duality of the aims of technical progress, mentioned earlier in
this chapter, is clearly perceptible in the case of agricultural investments,
but, in practice, it is simple to distinguish the purpose for which
investments in agriculture are made. Some investments are designed to
increase the volume of production per unit of land, whilst others are
aimed at reducing labour consumption per unit of land and per unit of
production, bj introducing technical methods in the different stages of
the work,ranging from the utilization of the best implements to that of
the most advanced mechanical equipment. Despite this division, there are
certain relationships between'both objectives which, for reasons of '
brevity, will not be taken into account in the following general

. observations,

/The increase



E/CN.12/221
Page, 61

The increase in the yield of land is a general necessity in the
Latin American countries in which, with a few notable exceptions,
.foodstuffs production is relatively low. There is also a general need
for mechanization, since, in the course of economic development, it offers
a means of obtaining a labour surplus which must be productively absorbed
by industry and other activities.

From the general economic standpoint, both aims have a very
different significance though for the agricultural entrepreneur, both the
reduction of labour consumption and increased yield per hectare achieve
the same results, namely, the reduction of costs and the increase of the
profits accruing to him, '

From the same standpoint, and independently of the individual
advantage of the entrepreneur, the degree of agricultural mechanization
which it is desirable to attain depends as it was stated before not only.
on the capital availatle to purchase equipment and thus to free labour, -
out also on the capital available to absqu the surplus labour in
industry and other activities. If mechanization is extended beyond the
capacity to absorb this surplus labour, a problem of technological
memployment is created similar to that set forth in the section dealing
vith the example about equipment. Moreover, in aériculture it is easier
to avoid this problem, since the investments are divisible and in order
0 increase production the' self-defeating reductions in labour consumption
1eed not be made, ,

This is a very important aspect of the extension of technical
rogress in Latin America and one which has not yet been given due
sonsideration. It is likely that, in view of the scarcity of capital with
vhich to absorb ﬁhe labour freed by the mechanization of agriéulture, the
reduction of labour consumption in some cases may have given rise to
soncealed agricultural unemployment or in the dense concentrations of
sopulation in the ufban area. ’-

There are nevertheless examples in which the absorption of surplus
-abour by industry has been very intense whilst mechanization has lagged
sehind, In other cases, the opening up of new cultivated areas in
icarcely populated regions has led to intensive mechanization, since the

‘ /latter has
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latter has proved to be more economic than the transfer and settling of
large groups of the population which would otherwise have been required,
There are also cases in which mechanization has become necessary in order
to cultivate foodstuffs on what was formerly pasture land, rather than
with a view to eliminating human labour, or to shorten the period of
cultivatibn and thus reduce meteorological risks.

However, given the abundance of human labour on the land and the
scarcity of capital, mechanization should be §efy carefully studied in
programmes of economic development, especially because the scanty capital
available might perhaps be far more advantageously employed in increasing
production, particularly when a limit is reached beyond which surplus
labour might not be absorbed. .

10, Investments to increase production must also be considered from the
general economic viewpoint. The land which can be utilized at once to
expand the volume. of production is likewise scarce throughout most of
Latin America, with several notable exceptions; this factor, together with
the scarcity of capital, constitutes one of the most serious drawbacks to
economic development. ' ‘

It is therefore necessary to use the scarce capital avallable 80 as
to obtain the maximum increase of production from the land. Investments
fqr this purpose may be divided into two main groups: those which tend to
1ncrease "the yield per hectare, by technical 1mprovement of the methods
of cultlvatlon, 1nclud1ng seed selection and the utilization of pestic1des,
and other investments, de31gned to increase the arable area by irrigation,
drainage, deforestation and recovery of areas wasted by eposion,'or which
provide the means of preventing erosion from reducing the arable area and
from diminishing the actual volume of production. ‘

The relatively slow growth of agricultural production in these
ceuntries, together with the general low levels of nutrition, emphasize
the need to stimulate the former type of investment, especially in cases
where this represents the more economic of the two methods, given
immediate possibilities of increasing the yield. In all cases where a
persistent effort had been made, substantial results have been obtained,
compared with the relatively small amount of capital per hectare needed
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by such investments., Undoubtedly little has been done in comparison with
the magnitude of'the‘task.which the experts maintain must be carried out,
as may be seen from thejsmall amounts spent by most of the Latin American
countries on agricultural research and expériments and on agricultural
extension, in relation to their total public expenditures.

Nevertheless, the improvemeﬁt of the methods of cultivation may also
involve the opening‘up of new land, in order to achieve satisfactory
results. In many countries, land with sparse rainfall and which has been
exhausted by secular methpds'of'cultiyation, or impoverished by the type
of culture, or by erosion prevails, However, where it is possible, large
amounts of capital are required, not only to open up new land but also in
order to introduze mechanization there, for the above-mentioned reasons,

’ "It'will be seen that hére, as elsewl.ere, gencralizations mist be
prudently made, Each couniry, and even the different regions within a
country, have individual prcblems which must be consideréd separately in
order to understand the concrete problems of economic development.

Not infrequeﬂtly, there are cases in which the increase of
agricultural production depends largely on improved utilization of existing
a#ailable resovrces father than on new capital investments. There are
regions where the land is used uneconomically, nob in relation to the
improved methods of cultivation which might be adopted, but to the
prevailing technique in that region or country. Thus, among others, there
are cases in which, beferc undertaking costly, programmes of irrigation,
which might be justified at a later date, i* is necessary to make better
use of the water in lands which are inadeduately irrigated; in other
instances. land is wasted in areas of abundant rainfall, and in still other
cases, natural pa;@ure is used 1n land appropriate for artificial pasture
of higher yield.

11, Thus, increased investment is not a panacea; the rational utilization
of actual resources must also be considersd, Tnez solution encounters in
many Latin fmerican countries a serious obstacle in the system of land
tepure. In scme . parte; there are vast stretches of well-cultivated land,
whoreas in others & pocr or average utilization of a fraction of his land
allows the large 1axdcwﬁ§r to_derive & substantial income from it., This
/oroblem is
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problem is too familiar to reyuire further consideration. There would be
no reason for the industrial entrepreneur to allow a part of his capital
to remain unproductive, except in periods of reduced demand. But, as a
rule, the productive value of land does not deteriorate if it is not
worked; in some cases, on the contrary, it may even improve, and its value
is enhanced, in the course of time, commensurately with that of cultivated
land, especially when inflation helps acceleraté the normal process of
increase of the income derived therefrom. In ﬂany Latin American countries,
this feature, together with other social factors, causes a considerable
portion of arable land to remain in the hands of a relatively small mumber
of persons, This system of land tenure and the high value of the land, in
relation to its present return (because of the advanced capitalization of
future increments of its value), makes land almost inaccessible to the
landless farmer. He is thus compelled to invest his limited resources in
excessively small plots of land, in order to attain a higher standard of
living than the very low which the agricultural workers have in most of
these countries, Hence the unusual phenomenon of the minute subdivision
of the land into numerous ;mall uneconomic holdingsthat constitute a small
part of the total area, whilst an unsignificant number of landowners holds
the greater part of available land.

There is little doubt that this problem may be solved as industrial
development continues to absorb agricultural labour, but the process is
slow and can only be speeded up by a sharp acceleration in the rate of the
development of industry and other activities, Ultimately, it is a problem
of investment, aside from other considerations, to be mentioned shortly.
Substantial investments which will increase the demand for labour in
activities of considerably higher productivity will compel the large
landholders to mechanize and to increase the yield of the -land and it will
lead the small holder to abandon his narcel in order to obtain a higher
return for his efforts.

It will readily be seen that the solution to the problem of land
tenure is only a part of the gencral problem of economic development, if
the considerable proportion of persons gainfully employed in Latin
American agriculture is taken into account, Whatever the solution, little
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progress can be made in raising the standard of living of the agricultural
population, especially in areas where the soil is poor and where secular
methods of agriculture prevail, unless the surplus population can be
displaced by technical progress, and unless that bortion not required for
work in the new areas opened up to cultivation can Be reabsorbed into
activities where productivity is-high.

This does not imply that the problem:of land tenure in the Latin
American countries can be postponéd: On the contrary,‘it should form an
integral part of programmes of economic development, once an objective
and, impartial consideration of the different aspects of the vital problem
of increasing agricultural production has been carried out. In regions
where the land tenure system itself is noi at fault in retarding progress,
-but rather the lack of investments and of technieal. action on the part
of the Government, a different solution will be required from that
applicable where %2> land tenvre systea consiitu*-s th2 major obstacle, It is
surprising that s=o little investigation in these,con§fete terms has been
undertaken in this field, in contrast with all that has been written and
planned with regard to the problem of land tenure.. In other words, when
there is a possibility of assimilating modern productive technique,
extensive holdings may offer the most economical means of raising the
level of productivity, Attention should be drawn to the recommendation
of the Currie Mission ;/ as regards the better utilization of land in
Colombia, It was proposed that land sheculd be taxed in proportion to
its productive caz..city, so that landowners using their property
uneconomically Shquld not be in so favourable a position as those who,
cultivate their land economically. Evidently such a system would entail
an adequate classification of the soil, which is not a simple task. This
suggestion.is of interest in that it indicates possible measures which,
in addition to dividing up large tracts of land or preventing their
subdivision into minute holdings,especially when the form of land tenure
i§ an obstacle w0 the improvement of productivity, should be seriously

considered in a prograrme of economic developuent,

1/ Op. cit,, Part II; page 46
/Immigration and
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Irmigration and the Surplus of Human Labour
12. In this brief outline of some of the aspects of the problem of, |

productivity in Latin America, refercnce has been made to the real or

virtual abundance of human labour, in relation to the shortage of capital
and of arable land, It would now be of interest to ascertain if, in
these circumstances, there is any point in discussing the possibilities
of immigration, especially in countries where the disequilibrium of these
factors is greatest. It.is evident that if the productive capacity of
these immigrants were comparable to that of the population which economic
progress tends to displace from primary to secondary production within the
country, then there would be no call for such immigration, since it would
affect the process of migration within the country, intensifying unnecessarily
the problem of the relative shortage of capital., However, if the productive
skill of these immigrants is higher, then the case is different. In
countries which must assimilatc better methods of agricultural or
industrial technique, immigrants with such skill would be of considerable
usgefulness, as has been shown by past experience., This experience has
also shown that within the mass of immigrants not only arc¢ there efficient
labourers who tend to raise the average level of productivity, but that
many of these labourers have since become entrepreneurs, exercising
considerable influence in the orientation and the rythm of economic
development., However, immigration likewise essentially involves a problem
of increasing capital, as do all problems of economic development, The
cmployment of every workers generally calls for an increment in capital
and, if the present capital availabilities are inadequate to effect a
gatisfactory rate of absorption of the surplus labour in primary production,
this samc¢ capital couid hardly absorb immigrants, Immigration therefore:
depends on a greater prior increase of available capital if self-defcating
rcsults are to be avoided., It should be remembered, at the same time,
that the capital requirements for foreign immigration is lower than that
gencrally necced for internal migration, since in the latter case
capital is required not only to free labour from primary occupations,
but also to re-employ it in the secondary activities. The cost of freeing
labour does not arisc in rcgard to foreign immigrants. Morcover, if the
/productivity of
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productivity of the immigrant is higher than that of the domestic worker
end contributes to raising the gencral level of productivity, the
"resulting increase to real income will exercise a favourable influence
on the formation of & greater volume of capital, in the future, to the

evident édvantage of economic development. 1

;/ The problem wil! bYe dealt with at greater length in the Report on
Immigration and Economic Development, which is being prepared by the
Comnittce. for Economic Development and Immigration of ECLA, United
Nations.

/CHAPTER IV
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CHAPTER IV, PRELIMINARY DISCUSSION OF THE
ELEMENTS OF A PROGRAMME OF ECONOMIC DEVELQPMENT

I, Contents and Aims of a Programme

Division of this Chapter
1., The general considerations contained in the preceding chapters will

now be set eside in order to discuss the concrete elementsof a programme
of development which will be divided, for clarity, into two parts.

In the first part, it is proposed to examine the contemts of a
‘programme, It will embrace on the one hand the examination of 21l public
Anvestments and the assessment of the investment requirements of private
economic activity. On the other hand, it will alsc be necessary to
consider the government measures directly connected with the execution of
the programme, together with others which, though not so directly linked
exercise considerable influence on economic development .,

An snalysis will then be made of the aims which a programme should
have in terms of the obstacles which hinder development, the disequilibria
which perturb it and the other economic problems which require urgent
solution, The immediate 2ims should be contained in an initial programme
(covering a gpan of four to six vears) which would enable a country to
strengthen its economy and give it the necessary consistency to enter
upon 2 second phase of orderly economic development, This latter stage
also calls for the drawing of s programme, only the broad outlines of
which may be established when the initial programme is studied.

Having discussed the aims of the initial programme, its relation to
individuasl projects which must be combleted will then be analyzed,
together with any likely 2lternatives., This does not imply that before
these aims can be taken into account they must be definitely determined.
There is always a series of pending projects and ideas tc meet these
obstacles, disequilibria and other problems which arise in a country's
economy; the objectives could not be determined without considering these
pending préjects as a possible means of practicel action. However, it
would be unwise to examine any of these in detail, before determining
whether their inclusion in the progremme is Justified,

/The second part
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Thé second part of this chapter deals with the programme of investment
and the assessment of its effects, " Reference is first made to the estimate
of the necessary investments, of the availeble domestic resources and of
the essential foreign investment with which the latter must be supplemented.

Subsequently, the effects of 2 programme of public and private invest-
ment on the growth of production, real income and demand, will be considered.
Tt will thus be possi%le to escertain the degree of consistency of such a
programe , With this object in view it will likewise be necessary to
consider the compatibility of development in different bfénches of economic
activity, both from the domestid’ point of view, teking into account their
reciprocal relations and the eﬁployment of humen labour, and from the
foreign standpoint, in the relationship of thése activities to the Bealance
of Payments, Where the desired compatibility does not obtasin, the necessary
readjustments, which must be made in order to schieve it, will be discussed.

Next, emphesis is laid on the need to mske a genersl assessment of the
programme, in order to determine to whet oxtent and in whet menner its
fundamental aim, namely, the raising of the standerd of living of the
population, has been achieved.

Lastly, the duration of the initiel progremme will be considered -
together”with its reletionship to » subsequent programme and the measures
which it would be advisable to adopt in order to hdve sufficient time to
draw the latter. ’ '

Among these measﬁres, special attention is given in a third part of
this chepter to the investigetidén of natural resources, to technical
resesrch, the preparation of instrurents of analysis for the préblans of
development ond the training of economists to study and carry out the
programmes,

Universality of thé contents of 2 Programme

21 The diécuésion‘of these varioué aspects will begin with a
considerastion of the contents'of the progfamme. It was pointed out that
a progremme should include 21l public and private investments but this,
as has already been shown elsewhere, does not imply thet the Government
should intervene in the meking of the 1ntter; There 2re various popderable
motives for attributing this quelity of uni&ersality to the programme.

a) It is essential
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2) It is cssentisl to detemine the totel cepital rcquirements for
the period covered by the initis) programme of development and to compare
this totel with the probable amount of rvailable resources, which ere
necessérily limited. Whilst not interfering with the more detriled
anélysis to be made of the aims of the progremme, this will give 2 general
idea of the relationship existing between the verious types of investrents,
especielly between those diverted to public works ond which do not ~ffect
production directly and government investments, designed to_incre:ée
production and those which it is believed should be met by privete sources,
in view of the incentives and onportunities offered by the progremrme,

Were the total of investments not envisrged in that menner, the
execution of the whole programme of development itself might‘be seriously
hempered, If certain Strte investments were not foreseen in the programre,
.their subsequent fulfilwent would draw on resources required for other
purposes to which the programme cscribes considersble importance., The
same applies to public investments since not infrequently, in some Latin
Americon countries, it has been observed thrt some of these investrents
heve been made to the detriment of other privete investments which,
because of their economic significence should have been granted priority.

b) It is essential to foresee the consequences of these investments
on the different aspects of the country's econory in order to determine
the degree of consistency of the progr-omme. This is not only because
certnin investments not included in the progremme might absorb resources
intended for other investments, but by not fulfilling the aims of the
latter, either disequilibrium or certoin domestic or foreign mal-
adjustments may be created or allowed to prevail which are in cbﬁﬁradiction
with the objectives of the programme.

c) The aforementioned rensons would be sufficient to justify the
universality of the programme from the national point of view, There are
other considerations of an internationél nature, however, which must also
be teken into asccount, In order ﬁhat the economic development of Latin
Amcricen countries may progressively reduce the wide differences between
the preveiling level of their real income »nd that of the more advenced

countries, 2 substential amount of foreign investmoent will bc required.
' /If the nceds
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If the needs of the other under-devsloped countries ~re considered, a

very high sum will be obtained, which, oparﬁ from other considerations,
c2lls for strict criterir of distribution, in order to obtain the best
results possible in the economic development of the various countriés.

It is evident that » country which does not heve to resort to this type

of loAn does not need to adjust its own investments to such criteria,
However, once it becomes a question of internctional co-operation, it is
evident thot the contribution of irternational resources will have to
depend on a well-drewn plan, There would be no justification for the need
of such resources if » portion of dome stic savings were invested in
activities of very doubtful collectiv: utility or if the »ims of the
projected investments were other thcon those of economic development, or,
alternatively, were not directed to eliminsting the difficulties
encountered 4dn such development,

Linking up of the Programre with other Govermrient Measures

3. The following considerotions must evidently be limited to thé plan of

investrent in the programme. It rust on the one hend alsé include the
offieisl measures whi¢h should be adopted in order to execute this prograrmme
‘end on the other it must determine the compatibility of the aims of the
progrimme ond the means of cerrying it out together with other onspects of
government cction, ’

Governricnt measures are principrlly commected with private economic
activity, The Stete mry determine exactly.which direct iﬁvestmcnts it is
ready to meke directly, but as regnrds privote enterprise the St-te must
limit itself to taking various messures which will stimulote investment in
certsin sectors nnd discoursge it in others, These measures will have to
correspond closcly to the gorls of the progrpmme, At ﬂll events, 1ts
pl-nning offers an opportunity of reviewing ~11 the me<sures whlch dlrectly
influence ecoriomic rctivity, suspending some ond modlfylng others, besides
estrblishing ~dditicn~1l measurcs which would appeear desireble, Accordingly,
it is necessary to consider: R ’ .

a) ‘The tariff and exch-nge policies, ~nd the manner in which both affect
the development of nroduction, espccially of the suctors with which the
programme deals spécifically;
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b) The =ffect of taxotion on investments;

c). The different medis of intervention which directly influence economic
activity, especially in regrrd to price controls and the direct regulation
of ﬁroduction.

. In order to cssess the effect of these measures, it is necessery to
consider the verious forces which in frct operste, in order not to lose
touch with acturl conditions, The co-operation of private economic
rctivity is thetrefore indispenseble, both in the discussion ond plenning
of the progremme ord in its ultimate completion,

Other aspects of government action, even when. thcy do not affect any
branch of economic ~ctivity directly, mey have considersble effect on the
direction and intensitv of development. It is true that by reason of their
n~ture, these ospects crn herdly be included in the progremme, but the
plonners must trke into ~ccount the possible effects of certain govermnment
measures, in order to ascertrin whether those measures.r~re compatible ‘
with one another, ond with the objectives of the progrrmre, Public
expenditure is one of the most signific-nt fectors in-this connection; it
is obvious thot the domestic resources, c~lled upon to cover the investment
set forth in the progr-mme, are not indepcndent of the volume of pubiic
expenditures; on the contrary those resources presunpose a given rete of
increase of the latter. If the Stete proposes to increrse public
expcenditure it will necessarily be to the detriment of these private -
investments, and it is therefore necessery to ~djust the latter's smount
and distribution in order thot they should be compstible with public
expenditure, unless thesec rre rendjusted instead. One of tho beneficial
effects deriving from 2 programme in the course of time is precisely the
definition of the limit wﬁich the rezl resources of » country set on the
various possibilities of expenditure and investment, /‘nother of the
beneficisl effects is the demonstration that beyond certsin limits, the
meking cf certrin investments necessarily implics the postponing of others,
It is evident thet when n progremme is decided upon it is necessary to be
fully awnre of its significance =nd its consequences.,

' /The Determination of the Goals
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The Determination of the Goals

L. A line must be drawn between the immcdiate objoctives of economic
development in a country and the goals to be achicved in the more
distant future. The former should be contained in an initial programme;
designed to solve the more pressing problems of development and to
prepare the country to undertake, at a later date, a‘programme of ‘regular
growth in which its natural resources will be utilized in an orderly
manner, The duration of such an initial programme may vary from four
and six yecars for rcasons sct forth below.

" During ‘the past two decades development in nearly all the Latin
American countrics which has been subjeccted to the formidable prossure
of intcernational cvents has given rise to a- scries of critical problems
in the various sectors of cconomic activity. Exhaustive analyses of all
the aspucts of a country's ucoﬁomy and its possibilitics arc not
gssential for drawing an initial programmc directed to solution of
these problems. The lack of uxtensive knowledge regarding the natural
rcsources of a country, the inadequacy and inaccuracy of its statistics
and the shortage of experts to plan and carry out the projects often
hamper the drawing of a programme, if the latter is considercd as a
precisc and very complete statement of what must be done in cach branch
of economic activity; but even the more advanced countrics would encounter
difficultics in attempting to draw up such a programmc. Whet is rcquired
is & plan in which thc common sensc of those experienced in technical
mattcers and cconomics in cach country must cxercise a pruponderant'
influence,

In the majority of thuse countrivs, a serics of ideas, undertakings
and projects which have sprﬁng from the critical situations of real life
itself, arc in fact pending. It is logical that solutions have been
sought in terms of resources, oryrecognizcd possibilities, rather than
in a complcte analysis of possibilitics which will nccessarily entail
the¢ spending of considerablce time in their proparation. These ideas,
undertakings and projcets, representing the devclopment requirements of
a country, may constitutc valuablc informative elcments for the eébnomisps
entrusted with the cstablishing of fundamentol goals of the prOgramme;

Oncce these have been defined, engineers and other experts should

] u/gxamine the
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examine the undertakings and projects, from the technical standpoint,
to ascertain whether they are in accordance with the aforesaid
objectives, This docs not imply that the work of the cconomists and
technical experts must be entirely separate; on the contrary, it is
cssential that concerted and constant control be cxercised in regard
to these problems, in order to avoid delays and expensive diversions.
It may be that certain objectives which appcar desirable to economists
qrc'htterly impracticable from the technical point of view, by reason
of difficultics which they cntailed, or that certain technical solutions
prescnted by the engineers my involve difficultics or economic
repercussions which makes their.adOption inadvisable;

Certain concrete conclusions can thercfore be drawn which,
though théy do not cover all the aspects that should be included in a
future programme of rcgular development, arc nevertheless adequate for
the establishment of an initial programme, For instgnce in order to
meke certain investments in hydro-elcctric power, it is not nccessary
to know accurately all the potentialitics of a country in that ficld,
It is sufficient to know that in the economic region under consideration,
this is the best project, that from thc technical standpoint it has been
well drawn up and that it solves a rcal problem of encrgy, or of water
supply for agriculture, and that at the samc time, it is effectively
contriputing to diminish thc pressure on the Balance of Payments., In
the samc way, when a country has a persistent disequilibrium in its
Balance of Payment§ and when therc is a possibility of substituting
cortain imports, at a recasonablc cost, by using domestic raw material,
there is no nced to study all the existing possibilities of substitution
and it is not nccessary to make an cxhaustive investigation of the
country's rcsources before making any decision, Common sense should
prevail in this case, together with a consideration of great psychological
value: nothing is so encouraging to the men e@trusted with the task of
drawing up a programme, or of carrying it out, as the clear conviction
that their efforts have not becn in vain, that the initial programme
will be put into operation without the need to spend several years in
preliminary study. The old saying that '"the load settles itself on
the way”;{s of great practical value in this connastion, provided that

l/ .Argentine proverb "lLa carga se arregla andandot,
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the point of destination is known, that is, providcd the goals of an
initial programme of deveclopment have been detcrmincd,

Moreover, once these goals have been established, it would.be,
possible to begin work on certain isolated projccts related to them,
even when the drawing up of other projects and the initial programme
itself have not yet been completed. There is, however, a danger which
must be avoided. The undértaking of certain projects, before completing
the general outline of the initial programme might suggest that such a
programmc is dispensable and that it would be sufficient to add new
projects in order to attain the aims pursued, This would be a grave
mistake, If this method were adopted, without taking into account the
critical requirements of an cconomy, that is, the nceds which alrcady
exist and those which are likely to arise in the course of a few years,
as a result of development itself, the same maladjustments and
disequilibria would occur as have marked thc course of economic
development in the Latin American countrics, to thc detriment of their
greater economic expansion,

In order to avoid this danger, cven when the initial programme
has not yet been completed, the urgent projects, to be undertaken
without delay, must be considcred together with other government
investments and with the more important mcasures affecting private
economic activity. It will thus be possible to obtain a preliminary
selective idea and to establish a basic order of priorities for the
best utilization of the scarce resources cvailable. Whilst this is
taking place, the work of research must bc actively pursued in order to
establish the general programmce, which ‘should include all the investment
projects and measures influencing’ the course of private economic activity,
as has bcen stated above. .
5. It has béen pointed out that the aims of the initial programme should
be determined in tcrms of the most pressing obstacles to the regular and
intensive economic growth of a country, and in relation to the difficultics
and disequilibria encountered therein, To judge by the recent cxperience
of the Latin American countries, the following points should be considercd
in establishing the aims of an economic programmc, to the exclusion of
other important aspects, such as Public Health, for instance, for which .

provision should be mzde in anothcer scerics of measures and which, in a
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well concerted programme, should not be overlooked, as has already
becn indicated elsewhere,

Fundamental obstaclcs in basic sectors of the economy, principally
concerned with encrgy and trensport, which hinder the development of
other activities. -

& deficicnt capacity to import capital goods and other producer
goods required for development, boesides the cssentiel articles required
by the country, and the resultant tendency to external disequilibrium.

Vulnerability of the economy to external fluctuations and
contingencies.

Difficulties in the development. of agriculture.

Difficultics in the development of other activities directed to the
domestic market,

Public works requircments not yet undertaken.,

Building requirecments not yet undertaken.

Excessive concentration of the industrial population,

Deficient productivity.

Inflation. »

Now let us consider how the objectives of the programme spring

from an analysis of thc foregbing problcms,

Difficulties in the Basic Scctors of Economy.
6, On many occasions, the facts have shown more than once that in the

Latin American countrics the elimination of the obstacles to the
development of encrgy end transport is of the greatest importance to the
development of the rcomaining economic activities., Thesc obstacles exist
in most countrics and it can thercforc be understood why so much
importance is ascribed to them in plans of development,

Generally speaking, the expansion of energy cbnsumptién has been
intense though the sources of supply have not increascd at the same rate,
This may have occurrcd cither because these installations must be built
2 long whilc before they are required, the necessary foresight for this
having lacked; or, because of import difficulties, or because existing
resources were inadequate, whilst thosc availablc were employed in
solving immcdiate problamé, at the cost of future requirements,
Altcernatively, resourccs may have been applied in investments which

' /should have been
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should have been postponed, or simply not made at all, in order to provide
funds for other fundamental requircments. These causcs, separately or
jointly, account for the critical conditions‘prcvailing in many cascs.,

’ Thus, thc primary gocl of an cnergy programme should be to

climinate present day encrgy deficiencies and, subscquently, to undertake
the dcvclopmcnﬁ of these resources, so that they correspond to the
probable requircments of a country at the close of the initial progremme,
and in the follaowing years. It would then be necessary to estimatc the
brobable requircments taking into account past consumption and the increment
of demand caused by the growth of the population and the effects of the
programme itsclf, In some cascs, the programme will contain clements
which cannot be deliberatcly modified, since they depend on the measurc
'in which the development of industry, transport and other activities

has becen cstimated, and on their respective cnergy requirements, In
other cases,~howevgr, the estimate will depend upon the criterion adopted
for the satisfaction of certain prescent and futurc needs, Thus, in

some countriés, a significant proportion of increased consumption of
clectricity arises from the development of new uses, or from the undue
cmphasis laid on extending electricity services to outlying rural
populations, with the preiseworthy purpose of furthering their progress,
but with no immediate ecconomic aim, whercas adequate resources were
lacking to meet industrial necds. In other words,in a plan of energy
develbpment, it is as important to detcrminc thc most suitable forms of
expanding resources as to ecstablish the most cconomic patterns of
consumption, ‘

Having determined energy requirements, the programme should
investigate the means of supplying them, The subject is indeed complex
and various considcrations must be weighed, such as the cncrgy rcsources
of o country, the disequilibrium in its Balance of Payments, its external
vulnerability and the limitations of available capital,

In view of the above, it may be said that the problem of cnergy
generally presents the following aspects in Latin American countries:

a) Utilization of domestic sources of cnergy (principally hydro-clectric
power, coal and pctrolcum), with dircct savings in fucl imports and the
lesscning of the country'!s vulnerability to extcrnal factors;

b) .idditional savings in fuel imports by the.installation of petrolcum
refincrics, and adequate transport of the- fuel (domestic fleet of tankers
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and oil pipe-lines);
¢) Savings in the consumption of cnergy by thce substitution of one type
of energy for another (for instance, the clectrification of the railways);
d) Savings in fuel consumption by improved utilization.

" The expericnce of the Latin Jimerican countrics has shown that when
a country imports a considercble volume of fucl, forcign contingencics
can affect its econory sharply. Morcover, since, as a rulc, the intensive
rise of consumption is strongly rcflected on imports, it is ecasy to
understand the tendency to give priority to the nced for tapping domestic
sources of cnergy. 4s was statced in Chapter II, in considering the
gcononic advantage of a>domcstic industry rcplacing imports, the cost of
substitution, though of outstanding importance, is not the determining
factor, This latter lics in the rosults obtained by comparing the
increment of production attained by investing capital in a given industry
with that which might be obtained in othcr substitute industrics and not
with the rate of productivity obtaining in other countries, In the
present instance, the vulnerability of a country which imports o large
proportion of its encrgy might justify domestic production, though the
necessary investments ere less productive than othcrs which might be
made., However, this difference must be kept in mind, in order to make
objective decisions,

is to the best means of reducing imports, roferrcd to under
Section b) above, & country will remain vulnerablc as regards its supply
of fucls though not to the same extent as previously; the same criterion
must be adopted as will be seen later in solving this difficulty as in
other cases of industries producing substitutes of imports.

Questions of foreign exchaonge and productivity cnter into the
problem of rcducing encrgy consumption by substituting one source of
encrgy for another, Whoen an attumpt is made to replace foreign fuel
by the utilization of domestic energy, or to rcduce the consumption of
imported fuel, the same problem arises as before, But it may also be a
case of substituting onc domestic source for another, as, for instance,
poetrolcum for coal, or wood for any of thcm or hydro-clectric power on

the railways for any of thu other fuels, Here we have an example of

/the many
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the many altcrnative solutions which rust be studied in drawing up

a progremme, It would thus be nccessary to determihe whether the
cepital invested in electrification yields a net increase of production
or a reduction of costs which would be greater than could be

obtained by investing in other domestic activities; morcover, the
problem must be considered in the light of its repercussions on

the Balance of Payments, as will be explained shortly.

There is ample evidence to éhow that much can be done as regards
the saving of energy by better utilization of fuel in Latin .merica,
Such savings generally call for capital investments besides requiring
the extension of improved technical methods; it is likely that thé

yield of these investments will be proportionately great.

7. There are also various aspects of the basié sector of transport

which must be considered:

a) The replacement of matericl, This is one of the most pressing
needs in necarly all thce Latin American countrics, The small capacity
to import in the 'thirties and the difficultics of obtaining imports
during tﬁe war, together with the subsequent prcforence granted to
imports that would mect thc most urgent nceds, and finally the
substantial resources required for the rcplacement of material

are the principsl caouses of the prevailing situation,

There have also becn delays in the rcplacement of motor vehicle
equipment and in the expansion of this type of transport, but the

capital required for such investmonts is generally smaller,

.part from calculating the investments required to obtain normal
and cfficicnt operation of the traonsport system, it would also be
neccssary to cstimete the capital outlay required for the normal
replacements which must be made later, in order to investigate the

possible. ways of meeting this demand.

b) The cxpansion of the transport system, both to meet the increased

[traffic requirements
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traffic requircments and to extend the network to other regions,
thus' promoting their development. In this connection various
solutions must bc examined, .including the development of air’
transport, taking into account its productivity and its
incidence on the Balance of Paymehts, apart from other technical.
and economic considecrations, The studics which this involves
are generally prolonged and, except in emcrgencics, or when

the ¢stablishment of new lines is essential in order to achieve
other goals of the initial programme, it would be advisable

to include this problem in the plan for future development.

¢) The reorganization of the transport system, Such
reorganization is cssential in many cases because, due to the
deficiency of the materinl and to the overloading arising from
increased traffic, and for other reasons also, productivity
has decreased markedly and there is often an excess of labour,

especially in railway transport.

d) The manufacturc of rcplacements and certain types of
transport material, The immense replaéement requirements and
cstimates of its future increasc have led certain countries to
study the installation of plants for the manufacture of such
material, and the expansion of the existing factories, The
gucstion of vulnerability arises here, together with that of .
productivity. In view of the development of the iron and stecl
and metallurgical industries in certain countries, it is quite
possiblc that solutions will be rcached which include the supply
of replacemenﬁ requircments and transport matcrial for scveral

. countries,

V ‘/The Substitution of
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The Substituticn of Impcrts and External Disequilibrium

8, There is nc need to refer again to the external disequilibrium
r~ve-d by economic development itself, In the majority of cases, this
disequilibrium recurred after the war and even though it was corrected,
it is likely to reappear in the course of development, if meadsures are
not taken to prevent it, One of the aims of ‘an initial programme should
therefore be to ensure that at its close this programme will have
effected the complete eliminaticn of disequilibrium, The subsequent
programme should likewise ensure that disequilibrium will not occur
in the future, '

These measures should be designed to increase exports and effesct
through domestic production the required alterations in the structure
of imports both as regards industrial and agricultural imports, In the
measure in which the Latin American countries can increase their exports
without the risk of deteriorating external prices, as was shown in
Chapter II, this wculd be the most convenient form of indirectly mee£ing
the consumption and investment requirements of the pepulé”” >n, However,
the experience of these countries shows that, at best, expansion in '
these activities is inadequate for them to absorb productively surplus
labcur farce and its vegetative increment, Nevertheless, since the
efficiency of a programme of development depends largely on a country's
capacity to import and to cover the services of the foreign investments
essential for such deve’.pment, a programme should begin by a careful
analysis of the possibilities of inereasing exports. ‘
9. In view of the growth of a country, the calculation of the
future develzpment of imports is equally as important as the consideration
of possible substitutions for current imports, when the programme is
being planned,

- In a number of.the Latin American countries, posﬁ-waé
disequilibrium in the “alance of Payments has recently been eliminated
by the introduction of restrictive measures and the increase of exports.
The problem is nevertheless far from having been solved and'the(
continuity -of growth may sooner or later detormine its reappearancé.
Hence the need to consider the elimination of disequilibrium among the
principal aims of a programme,

/In drawing uy
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In drawing up such a programme, the probable expansion of
imports by the end of the -initial part must, first of all, be determined
tOgéther with the disequilibrium to which they give rise in the Balance
of Payments, This must be done before considering compatibilities,
which will be studied later, when it will be ascertained among.other
things whether the expansion of imports is commensurate to the foreign

‘résources of a couﬁtfy. In ths latter event, the effects of a programme
will have to be assessed, once it has been drawn up, but for the present,
let'us consider the clements which the programme should contain,

© An assumption will be made, to begin with, and it will be
adjusted by the method of trial and error, that is, by successive
approximations to reality. This assumption concerns the probable
magnitude of the National Income at the close of the initial period,
estimating it in function of the humsh labour which will huve to be
ehployed, the capital available to do the latter and the increase
which mqy be expected in averags productivity. Then the growth of.
imports caused by this incremsnt of income must be cstimated, taking

"into account the tendencics which are in operation in the more important
groups, It will also be necéssary to touch upon the labour required
to establish the .above-mentioned compatibility, but merely in a
preliminary manner. The resulting figure and the examination of other
1tems 'in the Balance of Payments will enable us to obtain some idea
of the magnitude of the disequilibrium, This figure is merely
indicative, since beyond a given limit, certain reactions take place
which hamper the extension of disequilibrium., However, this figure
does indicate approximately the volume of imports for which substitutas
mast be found in order that development may take place, in accordance
with the hypothesis. cbout development stated before,

It is evident that the volume of production which must be
developed for this purpose will hdvs to be greater than the volume
being replaced. If, in some cases, the entire value of goods formerly
imported is produced domestically, including the use of domestic
oapital equipment, there are other cases in which it will be necessary

1mpbrt the raw material and to renew constantly the machinery
imported for its manufacture,
/Having thus
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Having thus ascertained the magnitude of probable disequilibrium,
the forms of production which might assist in eliminating it must be
sought ., If the saving of foreign exchange is relied upon sxclusively
as term of reference, it would logically be necessary to select forms
of production which provide the greatest proportion ¢f savings in
imports, in relation to their tetal value. This would be a unilateral
solution of the problem, because the productivity of the capital
employed would have becn:neglected, It might well be that ihvestments
which produce such savings in certain’sectors of production are no#
those which provide the greatest incerement in the net product, It ‘is
possible that other.investments might provide the maximum increment,
but thHese would not effect the desired reduction in foreign exchange
expenditure, owing to the greater proportion of imports required for
production, It is therefore necessary to find « combination of diffcrent
investments which will give rise to the greatest increment.-of production
compatible with the said saving of foreign exchange. This will not be
the maximum:increment, but it will be as large as conditions permit,
However these conditions eoften vary. The assumption was'
baszd on a given amount of available capital ond human labour. If
the amount of capital were increased and more labour freed from
primary production, or were labour intended for other purposes employed
in substitutive production, an optimum increment to production combined
with the desired savings of foreign exchange could perhaps be achieved,
All thesc estimates are complex and require detailed data whih
is not- always available. It would however be advisable, at least in
the case of the more important investments, to estimate their economic
significance in this manner, taking into accéunt other available
illustrative data.
In analyzing certain industries, allowance must be made for
the fact that they form part of an economic unit and that they are
essential to the development of the unit. Even assuming that
productivity of capital and foreign exchange savings is lower than
in other investments, it would nevertheless be advisable to invest
in these industriec ir order to achicve better integration and to
render the unit as 2 whole less vulnerable to external fluctuations,
/The time factor
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The time factor must likewise be considered, Cert=zin industries,
which are established with 2 view to replzcing imports, recuire some
time Before achieving satisfactory levels of productivity, either
because greater experience is gained in them, or becaure of the savings
inherent to the increase in production. As wos pointed out in the
first chapter, o programme implies <n act of }oresight and the decisions
on ﬁhich it depends must be miade with 2 view {o the distant future;i'

In cstimating the degree of disequilibrium in the Balance of
Paymgnﬁs, in the last year covered by the programme, it was implicitly
assumed that a prior analysis.had been made of all other imports which
muét be Qﬁoilj or partially dispensed with in order to increase as
much as possible producer goods imports. Taxation can play -n
importan£ role in this connexion, since it serves the dual purpose of
reétricting imports and ebsorbing with euse a part of the expenditure
of.the high income groups, later applying this revenue to economic
development, '

Thesc restrictions might w<ll stimulate the deveiopment of
domestic production of the same articles, thus foregoing one of the
effects which it is desirable to cbtain, diverting at the same time
investments of 8 more useful social nature. These rostrictions
would therefore hiove to be supplemented by internal taxes which would
discourage this type of cctivity.

/Foreign Vulnerability
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Foreign Vulnerability

10. In the course of the first analysis of economic development
1/
made of the possibility of decreasing, if not of eliminating through
internal development the extreme vulnerability of Latin American countries

presented by the Secretariat to the Commission, a general analysis was

to external fluctuations -and contingencies. This subject will have to
be considered in each concrete example, in the light of the country's
resources and the basic elements of its economy,

From the standpoint of its cyclical vulnerablllty, a country should
aim to develop domestic production and the substitution of imports, so
that in the event of a sharp decline of exports, the levels of employment
and essential current economic activity for general consumption may be
maintained. This objective cannot be achieved if imports :of raw
materials and essential goods are not reduced to a level that can be
éovered by the m* ~"run exports which might be made during the cyclical
downswing (takihg into account other income and the financial charges
of foreign capital together with other debits). The margin of
fluctuation of imports must therefore preferentiall& include
non-essentials capital and other durable goods, and cértain essential
products, the importation of which may be postponed until better
conditions prevail. This must be done in order to ensure the minimum
volume of imports of essential commodities,

It is evident that if foreign investments are made in accordance
"with an anti-cyclical policy, these fluctuations of imports of capital
goods could be avoided, or at least attenuated, thus enabling a greater
regularity to be achieved in the process of economic development,

From the point of view of their vﬁlnerability tc foreign
contingencies, such as wars and rearmament, experience has proved'ihe
existence of many critical points in each of the Latin American countries,
such as the shortage of certain chemicals or replacements which can

affect a large part of industry and impcril its development. There is

1/ The Economic development of Latin America and Some of Its Principal
Problems, Part II, Economic Commission for Latin Amerlca, United
Nations.

/therefore
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therefore justification for domestic production of these goods, even when
the investment of capital gives rise to a lower increment of producp@gp
than in other fields of economic activity. It would be equivalent to
cost incurred in the payment of an insurance premium which experience
teaches us it is wise to hold.

Agricultural Development

11. The serious problem of the insufficient diet in a large number of

Latin American countries demands that a prominent position be given to
agriculture in programmes of economic-development, Here again, a
dividing line must be drawn between matters which require immediate
solution in an initial programme, and others of slower development, The
initial programme should therefore include the following points:

a) Measures whereby productivity can be increased in a relatively
short period, by simple improvements in the methods of cultivation and
by the utilization of more appropriate implements;

b) A better utilization of the land and water available;

c) Immediate expansion of the arable area in order.to solve
urgent needs;

d) Participation of agriculture in the substitution of imports, At
this point the problem of the alternative utilization of capital and
human labour, which arises in the fields of energy, transports and
industry, also occurs in connexion with the utilization of the land., If
there is a shortage of available land and it is necessary to invest
substantially in order to extend the arable area and to obtain a
substitutive production, it must be ascertained whether the capital
thus employed yields a greater increment in production than if it were
invested in industry, before adopting the former alternative, and
without ignoring considerations of a different order, which may also
bear upon this decisiong

e) The possibility of increasing production for export.

f) The possibility of increasing production of certain eritical
commodities for the domesfiC'market besides those mentioned-in the .
discussion of imports; ‘

g) Mechanization, in the measure in which agriculture itself and

/other sectors
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other sectors of economic activity can absorb the labour thus unemployed,
or when the efficient cultivation of new 1an&s, the shortage of
agricultural labour in certain regions or the individual characteristics
of crops render it necessary; ,

h) Investments in order to facilitate warehousing and transport of
agricultural products,

It will be noted that in the course of this enumeration, the
structural problems of agriculture have been relegated to &ufuture
programme, This has been done because, with the exception of cases which
should always be considered separately, the structural problems invoive'a
protracted investigation that cannot be effected in the relatively short
reriod allowed for the drawing up of the initial programme, Furthermore,
the measures designed to solve these problems do not generally bring
positive results immediately, but require a longer period than the
duration of the initial programme.

The Development of Other Domestic Activities

12, In addition to industrial production aimed at substituting imports,
there may be other sectors of industry, already.satisfying totalo..l

- domestic demand,which encounter obstacles in their development, thus

causing shortages of their production in the present or in the

foreseeable future. In considering them, it would be necessary to weigh

the advantage of investing capitel in these activities rather than in

others directed to reducing imports or increasing exports, On the whole,

it would seem that the latter should be preferred, since they increase

the 6apacity to import capital goods and may later develop the former

activities, Nevertheless, there may be social considerations which are

of more importance than these in certain specific cases,

Public Works

13. A mere glance at the majority, if not all of the Latin Amsrican

countries, shows that there is a considerable field for investments in

public works and explains the'importance of this topic in the preoccupation

of governments., It is therefore evident that the initial programme should

include the most essential of these projects. However, there is a

fundamental consideration which must not be lost sight of, namely, that
/the moat
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the most pressing aim is the increase of production and real income, and
that the more capital and labour are concentrated in attaining this
objJective, at the cost of other less urgent needs, the greater will be
the possibility of fulfilling the others in the future,

Undoubtedly, the degree of urgency of certain public works is
comparable to ths degree of defirlency in the basic sectors mentioned
above, In these cases, therefore, they deserve to be granted a high
priority, There are other projects, however, which it would evidently
be wiser to postpone, or at least to limit in extent for these reasons.

It has been found that certain countries having a disequilibrium in
their Balance of Payments, as a result of their £ " -6 to make sufficient
investments aimed at the substitution of imports, or because they have
undergone a scrious shortage of certain foodstuffs when investments in
agriculture were neglected; have invested an appreciable part of their
meager savings in works which, under the circumstances, were inadvisable.
Building
14, Attention has often been drawn to the large proportion of investments
which the Latin American countries make in building. This observation is
perhaps derived from the typé of luxury building which is characteristic
of the majority of constructions. In nearly all Latin American countries,
there is a serious shortage of housing, especially in the urban centres,
where industrialization and development of the civil service have drawn
a large number of people from the rural areas. This fact more than others
shows that the recent process of growth has brought to light séchal -
disparities, Whereas the people mentioned previously had more than ample
living space in the rural districts, partly compensating the precariousness
of their dwellings, they often surrendered this for the impressive
conditions of promiscuity and crowding in which most of them live in
the cities,

Therefore housing for the low income groups should be given
eonsiderable attention in programmes of development. This is one of the
most attractive and also one of the most difficult ficlds of planning and
one in which the greatest errors have been made. Because of its
magnitude this problem cannot be solved over the short run, and one is

/therefore
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therefore inclined to enquire whether the most logical course would not
lie in concert rating the bulk of the country's resources in first -
increasing real income, to attain later the margin of savings which would
permit the uﬁdertaking of an ambitious housing programme for the bulk of
the population., However, apart from the funds which can be invested
for this purpose in the initial programme, it would be advisable to
analyze the following points: ‘
a) The extent of the housing shortage; )
b) The number of dwellings which should be completed yearly, in
accordance with the programme of economic developmemt itself;
¢) The various alternative solutions and their cost;
d) A more economic organization of the building industry, with
a view to establishing a building programme;
e) Measures to stimulate private interest in low cost housing,

Excessive Concentration of the Industrial Population

15, Reference has Just been made to the concentration of the population
in the urban areas. Apart from the social consequences of this phenomenum,
the direct and indirect economic effects are of unquestionable importance,
since the displacement of the population increases investment requirements
for a series of services, such as transport, which would be much smaller
if industry did not tend to concentrate as it has domne, This problem
obviously cannot be solved by the initial programme, But the situation
should not be rendered more difficult by such a programme, An attempt
should be made to stimulate decentralization of the new activities and
especially of the industries developed under its auspices. It is
therefore necessary to begin the analysis by considering the measures
which a long-term programme should include in order to check the present
tendency to over-concentration of the population,

Deficient Productivity '

16. It is well-known that a considerable part of the increase of
productivity in Latin America was obtained by the migration to industrial

activities and other associated sectors of the labour unemployed in

primary activities by technical progress, It is therefore necessary

to intensify investment in the latter, in order to free under-employed
/labour and also
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laboar and also to increase investment so as to absorb this same labour
in industry,

This process must continue until a certain balance can be obtained
between the levels of productivity in primary production and in industry,
Nevertheless, there is within certain limits a possibiiity of freeing
labour from both activities by means of a relatively small capital
investment, The greater part of this capital would,only be required for
the absorption of displaced labour, In fact, in industry, to judge by
the conclusions drawn in the course of the Textile Study, i appreciable
increments to productivity could be made by modification of certain
working methods in organization and administration. The same might be
said of agriculture, as is shown by the results obtained from certain
technical improvements, such -as Lybrid sseds and pesticides, which are
relatively inexpensive. Thers are countries where irrigated land is
scarce, but where better utilization of water and land would give rise
to substantial increases in production., Similar conclusions can also
be drawn with regard to transport and other activities.

There is ziso the possibility of rapidly obtaining such increments
in productivity by removing the economic and psychological barriers, which
in certain cases are formidable and greatly affect productivity. It is
nevertheless essential to absorb displaced labour into new activities,
or in the expansion of established occupations. Hence, the close
relationship between this and other aims of the programme of economic
development .

The effect of this increase in productivity will enable an
improvement to be made in the real income of labour occupied in the
activities where productivity is raised, thus providing a powerful
incentive to modify working methods and also to increase the margin of
essential savings for the increment of investment wﬁibh is requiréd for
the long-term programme, The cooperation of trade uniong Wpuldibe
invaluable in achieving these objectives.

1/ "Productivity of Labour in the Cotton Textile Industry of Five Latin
American Countries', Economic Commission for Latin America, United
Nations, (Document E/CN.12/219).

/If this were



E/CN.12/221
Page 91

If this were possible, labour saving investments in the existing
agricultural or industrial units, could only be justified generally, with
certain exceptions, when the labour freed by less costly methods mentioned
above has been absorbed, together with the labour seasonally employed in
low wage occupations, |
Financing of. Development: Inflation
17. It would be redundant to repeat the reasons for considering that the
solution of the problem of inflation is one of the most important objectives

of the initial programme of development. In reality, it is only within a

programme of this nature that it is possible to include a plan to stem
inflation in the Latin American countries, since isolated measures would
prove useless and would give rise to disturbances that it would be
advisable to prevent.

If inflation is caused by the excess of investments over available
savings, it is not sufficient to offer the simple formula of reducing the
former in order to suppress inflation. Firstly, because this would involve
domestic unemployment of factors which it is extremely difficult, if not
impossible, to reabsorb spontaneously; secondly, if the fundamental purpose
of economic development is to increase investments, it would be
paradoxical to begin by reducing investments. At all events, it would be
necessary to divert investments elsewhere if they are not advantageous,
but their volume should not be diminished., The solution lies in increasing
domestic savings or in attracting larger amountsof foreign capital, so
that the- increment to real income will reach the point at which that margin
of domestic savings might be increased.

If inflation has diminished its efficiency as a means of capitalization
and it does not arise therefore from excessive investments, but rather from
the efforts of various social groups to recover lost ground'or to improve
their position, then the phenomenon has acquired social and political
characteristics which are extremely serious and their immediate solutlon
does not lie exclusively in the realm of a programme of economic
development, A relative increase of productivity, over a relatively short
period such as that envisaged above, might contribute to creating satisfactory
conditions for the solution of these more delicate aspects of the

/inflationary
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inflationafy problem,
Individual Projects

18, It has been pointed out that the plannlng and analysis of individual
projects should only be undertaken once the objectives of the programme |
of economic development have been established, since, to the contrary,
cfforts and expenditure would have been made which may perhaps have been
unnecessary. Before undertaking the programme, it would be adv1sable to
obtain some idea of the alternative means of solving a concrete problem,
in order to concentrate all efforts on the most rational of these. Costly
programmes could be ihdicated which have been examined when other more
acceptable solutions existed, involving a smaller capital outlay.,

l In all these projects, close co-operation should exist between the
engineers and the various technicians on the one hand, and the economists
responsible for the programme on the other, There is, thus, an earlier
phase which consists of selecting projects during which the work should
be carried out jointly, Subsequently, the planning of the programme
should be carried out by tﬁe aforesaid technicians, Lastly, both groups
should in&estigate the economic aspects of each project, their
relationship to the objectives envisaged, their compatibility with other.
projects and their econémic rgsults.

/Relationship between
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helationship between Different Goals of the Programme

19. The brief discussion of the various objectives of an initial
programme of development shows'the close assockation existing between
them. &8s in every programme, an analysis of-ea¢h part should be made
in-the light of the rest, and in preparing the analysis of the whole
the interrelationships between the individual parts must be kept in -
mind, '

Thus, the investments which it is proposecd to make in order to.
fulfil the various objectives of the programme must be éompared with
one another in order to ascertain whether no alternative combination-
would produce better results by adding a greater increment to the .
national product, or would not correspond more closely to the aim of
diminishing the extermal vulnerability of a country. . Reference has
already been made to this iﬁ the course of this report and the
following cohsiderations should be added in order to complete  the
analysis:

a) Certein types of investment might be fully justified
when the basic sectors are considered independently, but it is possible
that by choosing other alternatives a certain amount of capital would
be saved which could be better employed in the immediate attainment
of other objectives,

b) Investments in agriculture, with a view to replacing imports,
should be cémpared with those directed ‘to the samc purpose in industry,
in order to determine in .what manner the investment of the scarce
capital available will give rise to the greatest increment in production.
This comparison should be extended to all industrial
and agricultural investments, taking into account the considerations
regarding vulnerability formulated above.

¢) " In the same way, investments for replacing equipment, in
basic sectors and in industry, and for-the mechanization of agriculture
and other branches of primar& production, should be compared in the
light of the saving of labour'they'effect to uetermine whether the same
objective could be attained with a smaller capital outlay aimed at.
improving working methods.

d) The saving of labour thus achieved should be compared ‘with

/the amount
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the amount of labour absorbed by the investments planned in the programme,
e) Investments in public work and in building must be compared
with others designed to increase production -forthwith and their
respective degrees of urgency, from the economic and soci-l standpoint,
must be determined,
20. In analyzing the various objectives of a programme, special
attention has been drawn to the difficulties arising in the basic sectors,
to .disequilibrium in the Balance of Payments and to other obstacles
standing in the way of development, taking into account the experience
of Latin American countries in general. There are, howéver, specific
cagses in which some of these phenomena do not occur, For instance;
in a few countries, there has béen no chronic tendency to disequilibrium
cither because exports have expanded considerably, or because domestic
development has been very feeble., Evidently there will be no concrete
manifestations of development if domestic development is weak.
Nevertheless, there might be a problem of potential development, namely,
unemployed natural resdvrces and an abundance of labour, the employment
of which would give rise to6 characteristic problems encountered in most
of the Latin American countries. There is therefore a justification
for a programme of development here, though with a different emphasis
on the objectives.
21. The characteristic feature of a well-planned programme is the
common sense used in examining the various solutions possible and in
'cémparing the effort which it is proposed to make in aoczomplishing
its different objectives., 1t is necessary to ackmowledge the
complexity of the task and that the desire to obtain absolute and
exact results, and to adjust the aims to over-rigid prineiples, would -
endanger the rapid exccution of the programme. There are not sufficient
data, nor the neccssary expericnce, for this purposec to be fully
cchieved. The criteria are often questionable, and much is thus left
to be determined by personal views and differences of opinion which
cun only be solved by incvitable compromises: A programme must
necessarily be based on estimates of the future, and in this it is
likewise necessary to proceed on the basis of careful hypotheses and

/flexdbility of
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flexibildty of op’nion in order tq meet unforeseeablg,ccntingencies.
This-involves the exercise of persorial judgrent.rather than resorting
to objective methods of forecasting. Lastly, as in all practieel.
problems, consideratiens-of an .economic social and political order
exercise .an appreciable inflyence. The social ‘and economic factors
cannct be measured by t-n same sbtandards, and therefore create
differences of ovinion=~vhich can rarely be-sgelved other~than by
compropise: However, despite -this, sconomic considerations must always
be discussed with 51ngle-mindedness and objectivity by those upon whom
rests the.responsitility of taking practical action, -The value of a
programme and ths efficiency of its exetution-depend ultimately on

the -accuracy of -tiaeiy decilsions. :

II. INVoSTMENTS IN THE PROGRAMME AND THE ASSESSMENT
OF ITS EFFECTS

The Volume of Invesimenis

A e 3 A

2, . havliag de'irea the abjectives of the initial programme, it is
necessary to deternine the investments which will be required in order
to executg.tne Frogramse Wn a.peried whlch is estlmated between four
and six years,xéscp.ﬁ'lg ©o the nature of the problems to be solved,
In accordunce with these objectives, the investments in the progranme
should cover the Ioi.owing sectors: )

a) Basir gostors: energy and transport;

b) Export ~riivilieg;

&) Creztiom and development of in™ist~jaz “o cybstitute

impore ;. "

d).,Creeiion ara development of other industries;

a) Develomert of agriculture;

f) Publls imrks wncdertaken by. the Stats;

g). Priveir tuilding.

The estiuate of the investrment requirements may be made accurabaly
in the speciiis rrojucts of the programme, On the other hand, since the

programme > orly ini~.ded to offer incentives to private enterprise,

/but not make
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but not mgke. direct investments therein, the estimate of investment
requirements is humpered by the prevailing lack of rcliable statidtyes,
It will be. some years before these have bgen.perfected and mcanwhile
it will ke necessary to:resort to sambiipg, in order to collect data
that will permit an approximite evaluation of these requirements. The
analysis of data on capital goods imports, in cases where these show
aseful details, is a good basis for these estimated, especially if
additional data is available regarding.domestic_manufacture of capitél
goods,

Having cstablished the amount to be invested in the initial
programme throughout the period of its duration and the eohelohning
of the expenditure involved, it will bé necesséry to debermine to what
extent domestic szvings can be relied upon and what amount of foreign
capital will be required in order to supplement them. Experience shows
that it wbuld nct be wise to deviate from present estimates of domestie
savings in the initial programme, since both the measures ¢ increise
such savings and the increment to income will be graduél and it would
be more ‘convenient to rely .on these effects in the subsequent programme,
This.does not-imply that .these measures should not be considered in the
initial programme, but, with certain exceptions, the possible increases
of savings should be employed .to amplify the initial programme
throughout the course -of its fulfilment, rather than as a source of
funds for essential investments.,
23, The determination of the amount of supplementary foreign capital
required is subject to factors which in their majority do not depend on
the decision of one country. Nevertheless, the existence of a programme
would huve the advanvage of presenting the problem of development in .
its own terms to the .uthorities who should make the decisions, If it
can be proven that the ostimated investments are necessary in order
that the objectives which could hardly be considered over-ambitious
should be attained, and -that the programme is rutional and cautious,
insofar as the distribution of investments is concerned, énd ir 1t
can likewlge be shown that the substitution of imports and the increase
of exports is suffiecient.to cover the servicing of foreign capital, the

" /probabilities of
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probabilities of obtaining the necessary resources.will improve
considerably in contrast with the present position, when it is difficult-
to estimute the effect of isolated projects on the future course of dhe
E00NCmy . |
Moreover, in determining the initial amount of foreign investments
in a well-organized programme, it must not be forgotten that such a
programme involves an appreciable incremeunl to the income of a country,
thus placing it 'in a better position to obtain the investments with
which to carry out Iuiwre programmes, wiereby the flouw of foreign
cupital can be gradually diminished.
‘ There is n-. reascn to relieve that fcrelgn investments made
with a view to increasing the level »7 precuctivity and impreving the
pcsition of the Balance ¢ Pavmeits or maintainfng its equilibrium,
wouwld conefuitute a heavy finarecial burden Zecr the ccunbries supplying
the funds. If thn rate of in*rest ir reascnable anc th= terms adequate
to the typs of phr:ical asset obtained wit: the irvesiment, there will
be few cages in lenin ooxica in which adhili~gel ressurco 3 would be called
up~n $» cover invostrest requirenents. This dres nct include expenditufe
in technical cc-cperation where, bzcauce of the individuval pharacterlstlca
of the problem, “heo expedieicy is reccgnizea cf erplering public fUnds,
which are nov subji~ct to the rormal syster of financial +ransactions,
in order that the aims envisaged may lLe attained,
24, In the plarning of this prsgramme, progross is made by a successive
serles of trials end aprroxirations wntil the corr~ch total of the various
1nvestme1+“ is T @i and the investﬁcnts are ccmpat;ble witih one another.
However, we are 111l in the iritial phase f the prr~gramrne, The aims
have been partially ciscusseu, and the indirpensable inve~iments for
its execution have ?cer. studied., It was recescary tr auopt a point of
reference, that is, the expancirn of preducticn .1 ¢of the National
Income which thre nlticl prrgraicme vas dssigred to achieve in its last
year. The investmcubhs requived for the developasnt ¢f the basic sectors,
industry, agriculture, pukiic ard private huilding were calculatea in
tepms of this point ¢f relererce., Having acccmpi'"hod this, we are in a
positicn to enter upon. the csecrmi pharce end Getermire whether the
/d?feLcﬂmenb of the
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development of the vorious activities is uniform, and whether it has maintained
its relationship to the growth of statec services. In other words, it is
necaessary to ascertain whether their results are reciprocally compztible,

They arc hnrdly likely to be, since though the general picturc has not been
neglected, nor the relationship between the various elcments of the progromme,
the-tasks of achieving each of the objectives mist be carried out independently,
The necessary corrections and adjustments must be introduced in order that
having attcined such campetibility, the partial elements meoy be adapted into

a well concerted whole., Otherwise there would not be 2 progromme but mercly

a collection of individual projects, as has becn pointed out in the first

chapter,
The tasks of the second stage will now be discussed, In the first place,

it is necessory to determine the cffect of the investment programme on
production and income in the basic sectors, industry, agriculture, and public
and private building, during thc last year™of the initial programme, In order
to obtain the total income in the above-mentioned year, it is necessary to add
the estimntes of growth of private and state services. It will then be |
possible to establish these compotibilities, the most important of whic@':re:
a) The compatibility betwecn the bnsic sectors and other activities, It will
/be necessary to determine if the projected expansion of electric pbwef,
demestic production and imports is proportionate with the gréwth of the
.production of goods, the development of services aond the displocement of'-
fabour from rural to urban nreas, and the development of transport, In
connexion with transport it must be ascertained whether the new investments
for replocing material and extending existing nctwork correspond to the growth
of the other nctivitics. Undoubtedly, investments in these sectcrs were
planned on the brsis of the estimnted rote of growth referred to above, but
concrete deta for the probable results of the initial programme will heve now
becone avoilable to make these verificotions, It will also be necessary to
deteruine whether these investments are sufficient to meet energy and transport
requirements in the first ycars after the close of the initial prcgromme, in
view of the extent of these investiients and the anticipation with which they
rust be made,

b) Compatibility between the growth of rezl income, the form of development
of direct and indirect demand for imports, and available foreign resources

with which to cover such imports,

The developuent of the programme may affect imports in three ways:
firstly, the effect on imports of capital goods foreseen by the programme;
secondly, on imports to replace existing capital goods; and, thirdly, on
imports of capital goods required for the development of production and on
direct imports of manufactured consumer goods. In estimating the investments
for the prograrme, the part of ezpital goods provided by inmports and domestic
production must have becn determined so that it will be sufficient to consider
the other two points. Reference has clreddy been made to the import requirements
for replacing e¢quipment in the basic sectors, to which must be added industrial

and agricultural machinery.
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Therc is littlec data concerning such goods in L-tin Amcric-, so that
somples will have to bo t~ken in order-to-ascertein -approxir
requiraﬁunts. For thc reasons indicoted in Chapter III, it lso-
be necessary to distinguish botween requirements for replocene.
caused by the nbsolute usclessness of cxisting equipment and othe:
which, despite the satisfrctory service still being rendercd by the
equipment, the entreprencurs consider should be reploced.

The results obtained by the different vrojects of the prograomme
affecting raw materials and other producer goods, 'apart from capital
goods, mﬁst be examined. Some mey tend to reduce imports since they
were directed to increasing domestic production thereof; others éntail
the increase of imports because the increase of wroduction established
by the progromme calls for foreign raw materials and fuel. A similar
investigation will then hcove to be oafried out with regord to the
effects of industricl expaznsisn ond the growth of private economie
activities.,

This is one of the aspects of the programme for which better
stotistical data are available, since import data generclly cover a
sufficiently long period of time to enable an ecnalysis to be made of the
tendencies and they also meke possible-some very careful extrapolations,
without losing sight of the above-mentioned results. 4 very limited
nunber of goods embrace o considerable —oroportion of imports so that
individual cnalyses of these would be advisable. In order to avoid
useless detoils, the remaining goods could be grouped to facilitate
their study. A tentntive -nalysis nlong these lines, though only o rough
estimnte, was made for several countries in the Economic Survey of 1949.

Imports of consumer goods could be studied in the some way. Some
of these imports will be renlaced by substitutive oroduction and others
ill increase owing to their high income elasticity of demand.

For the some reasons advuced in other cases, the analysis of the
probable growth of imports should not be limited to the final year of
the initiz2l progromme, but should be extended to the years immedictely
following, ~s should ~lso be done with the analysis of the other
data required in order to outline the proboble structure of the Balonce
of Payments.

/Further to the
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Further to the estimate of imports, the calculation of the
magnitude of financinl services for cxisting forcign investments -nd
those included in the proérmmne will h.ve 10 be made togother with th-t
of 6ther débits. It will ~lso be necessary to moke o coreful cstimate
of the probable development of oxports which, together with other
crodits 2nd the ostimabed foreign investments during this period,
will complctc the pictures
It will thus be possible to cscertain whethor the oxp-nsion of
imports .nd s.rvices brought ~bout by the srocess of development is
compatible with the country's forcign resources ~nd if thc nim of
supprussing discouilibrium or »reventing its occurrence has been
achieved by the adoption of the wrogramme. If disequilibrium occurs or
cannot be dispelled during this period, it will be necessary to revise
the whole programme in order to detemine the best means of combating it.
Several olternatives suggesf thomselves. It might be possible to limit
imports of certain consumer goodsifurther, cither by suppressing them
altogethor or by stimulating a greater substitution. This increaécd
substitution will call for greater investments in industry or agriculture
which could only be met by increasing foreign or domestic investments,
if the latter were possible. It might be also possible to limit certain
-investments f domestic origin, such as public works or construction
which fhéugh useful, cannot rc¢place imports and they should be substituted
by other investments which replace imports. Cortain investments designed
to develop existing domestic production may be used to incroase '
substituﬁivc oroduction, since it is generally noroeferable that
domestic maladjustment orevail rather than forcign disequilibrium. If
‘none of thisce solutions cre possible, the ulimination of disequilibrium
can only be achicved by modcrating the rate of development, thercby
limiting demond for imports. This is sufficient to cmphasizé the need
of making-a greater cffort to obtain additional investments rather than
rcach this oxtrome.
Recourse to, new foruign loans might also be had in order to cover

a part of the incrcased imports causcd by cconomic development. This is

not advisablc, because it implics moking foreign capital pay for o part

/of domestic
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of domestic consumption, Rather thion ircrsase consumption by this meons,
and completc the initial.programﬁc without having fulfilled onc of its
main objuctives,it would be preferable to invest this additisncl ecoapital
in intensifying the substitution of imports, or the obtaining of a
higher rafe of expansion of cxports, it this were possible.

¢) Compatibility bitween the inerument of demand for agricultural
products and the development of vroduction. In this casc it will also
be necessary to resort to consumption stutistics of the principal
nroducts, over o sufficicntly long period, and to mukc several
oxtrapolations in order to compare the rusults with the probnble
developmunt of »roduction, taking into account the direet and
indircct cffocts of the programme. Among these. reference should
be made to the changss brought about in cortain types of consumption
by the displaccment of labowr from rural to urban arcas.

In considuring those incompatibilities, it.must be remunbered thot
the faet that nutritional level in a considerable mumber of Latin
American countrics is low, dous not mean that it is sufficiocnt to incrcase
production to stimulate demond for foodstuffs. Real per capifa income
must ~lso increase so thet demand can oxpand commensurately with the
degree of income clasticity of the differcnt productse. Othurwise,

+

)

he dinerevase of production beyond limits which ~rce probably narrow,

rrould couse o fall in prices. It is cvident that if productivity has
incrcascd meanwhile, as a rosult of improved methods of cultivation,
there should be no resson for o subscquent decrcase of production; but
the pricc decline might discourage formers from ~dopting improved methods
of cultivotion. This shows that agricultural and industrial development
must bc closcly corrclated. Only the extunsive developnont of industry
can serve as a powerful incentive to increase cgricultural production,
except in the specicl casc of oxport activities. This rol~tionship will
be considerced in the coursc of the discussion on lnbour,

d) Comp~tibility between the increment of dcmand'dnd the growth of
other bronches of domestic production, including substitutive production
6f imports ~s well as cgricultural production. There are a large numbéf
of industrial products which for ~ long time have fully supplied demestic
demond, and it is therefore not necessary to replace imports ‘of such goods.,
It'will not bu possible, for cach of thuse products, to cxamine the rclation

between the tendencies of demand 2nd of production, in toerms of calculated
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investments, but it would be advisable t- do this for the orincipal pr -ducts
and t - study the remaining commoaditics in large groups, ins. for as the
meager data available permits. It would be meore ~dvis-~ble 15 nllow the price
system itsclf to make the necessory ~djustments, with the exception \f the
comm>ditics stressed in the progromme as a result HSFf the d;fficultics
hampering their »r.duction. The pr gramme could nst presume t-.solve 211
these partial mnladjustments but Jnly thuse which, by rcason of thelr nature
and importonce, sbstruct econimic development ond ¢nll for deliberate
neasures by the state in order te c.rruct them.

e) Compatibility between devcelopment in the varisus ~ctivitics ond the
availebility f labour. Tou much could n>t be undert-ken in the rnalysis f
this type .f cumpatibility. sincc the unfsrtunate lock f strtistics reghrding
the é;mpositi,n f the 2ctive population ~nd its movements render ~nything
more then coenjectural estimntes impossiblcri However, the labour difficulties
existing in some countrics cmphasize the need t° study this -roblem and organize
a periodic gnthoring of strtistic~l somples in order to obtain an ~pmoximate
idea of the principal tendencies.

_Meanwhile certoin cstimates ~ppear essentinl, in order t establish
c.mpatibility f development in the varisus cc nomic activities with the
av .ilability »f lobour. The vr gromme calls for » definite cxpwnsion £ the
basic sectors, industry public wirks :nd ¢ nstruction. This cxpanéi:n will be
brought absut oartly by increased nr:ductivity per mon sbteoined in some sectors,
and partly by the increase ..f employment. Employment in civil services -~nd
private services will ~1s> increase. Once the resncctive figures have been
estimaﬁed, together with the t.tal increase ~f employment, it will be
necess-ry to determine t- what extent this increment should be met by the
vegetative growth ~f the lobour f.orce or by freeing lobour from primory
pr.ductin or fr m seas nol occupati ns (where the wage level is lew), or
by immigration.

It will “lS‘ be necessary t> ascert-in whuthor the displacement of
1ub\ur frq1 primary producti n is mercly the result -f the exodus .f o part
of the vegetatlve increase f the populutlon? or whether it ~rises from
mechanizati.n or frm the increase f sroductivity brought obout by the
improvement f the methuds of cultlvatl n. In the lattur event the cstimcte
of this displocement should be compatible with the vart of the oregromme

¢ ncerncd with "griculture.

l/ With a view to colleborating in the s-lution +f this nroblem, the .
Internatinal Lobour Office has sot up a Latin Americ~n Burccu in Sao Paulo
.(Brazil) which, ~mong other tnsks, has been entrusted with co-opernting
with G*vernmcnts in egteblzshlng natl nal employment serv1ces.
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Genoral view of thp rpsults 01 the orogramme
25.  After gx1m1n1ng the V“PlOUS comn:tlblll 1vs 1nd correcting the

inconsistuencies which ~risc thurufrom At will bu possible to obtzin a
general view of the results of the dnitial progromme, comprring the ye~r
of its inception with thu clos.ng twelve-month period.

The fund~mcent~l purposer of thu programme is the increase of real
per capita 1ncomc in ordcr to ralse the stond-rd of living of the
population. It is not sufflclpnt to est~blish a general comparison between
the growth of the populztlon snd income, since thc composition of the
population may have been shorply modified during the course of the programme.
Lot us consider this nroblem in gre-ter deta 11.

In Latin american countries, where consumption of goods is still
relatively low, it is very import.nt to cnquire how the per capita volume
of ~wvailable goods for qonsqmptioﬁ has increascd. The incrcase of these
goods hgs not the samc significance as thot of private or govermment
services. It is thereforc esscntial to determine some of the differences.

For purposcs of clarity let us first consider the oxponsion of the

2lue of production in basic scetors, in ngriculture, in industry ~nd in
building, ~nd establish its relationship to the increase of the gainfully
employed population in these activifies in order to calculate the-
average increase of productivity per worker. This first nssessment is of
considerable importance, since it gives n sumary idea of one of the most
important effécts of the progr-mme thus enabling a comparison to be

made with other periods in th-t country or in other countrics, and
estimate its reliobility. Bub cven when the figures ore acceptable, they
do not indicate the incrcase of xv.ilable goods per gainfully employed
person in the activities under observation. A part of these goods has
been tronsferred from those sectors of production to other sectors, in
exchange for the services rendered by the latter; in exchonge for the
services rcndered by private enterprise, cccording to the degree of growth
which the 1lntter has attoined and the manner in which it has modified

its structurc, in ~ccordance with the cstimates of the progromme, or #n
exchange for state services, in the measure in which the lotter has
intervened in increasing available goods by means of incrcased taxation.

The following % blb clorifies the motter:
/Table
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1/

ota Per capita
Years of the Programme 3 Yoars ol the Programme %
Initial Final (eor-) Initial  Final (¢ or-)

a) Production of goods, total and per gainfully employed
person therein
Volume of Production 30,000 42,900 43 200 260 30

b) Availability of goods and scrvices, tot~l :nd per
goinfully employed person in the totol of these

activitics
Totol [vnilable Goods 19,500 24,750 26,9 130 150 15.4
a) Consumption 15,000 18,150 21,0 100 110 10.0
b) Domestic jnvestments A,SOO 8,600  46.7 30 50 33.3
Services 10,500 18,150 2.8 7 10 57.0
a) Private onterprise k., 500 6,600 46.7 30 40 33.3
b) State 6,000 11,550 92.5 40 70 75.0
Totnl of goods ~nd
services = income 30,000 42,900 43.03 200 260 30%

2/ Assumning on annual increxse of 2 per cent for the population and a period
of five yeors for the progr-mme.

It should be noted th~t despite a 30 per cenmt increase in productivity
per grinfully employed person (200 to 260), available goods have only
increased 15.4 per cent (130 ~nd 150), since o considerable pwrt of the
increased productivity was absorbed by services. Thus. whereas at the outset
of the progr-mme each grinfully cmploycd person accounted for 70 of scrv1ces
this now amountsto 110, thnt is, ~n incrense of 57 per cent. This 1mp11es that
employment and income hos inereased more intenscly in the sector of services
than for the production of goods, absorbing a cart of the increament of '
avoil-ble goods which would otherwise hnve remained in the sector of -
production.

Those results might well lead to » correction of the nrogr~mme.

Though the ~dvrntage of increasing the volume of servicesl/is not

‘;/ It sh uld bc rumanbered, nevertheless, that in the under-developed
countries, the exponsion of services includes not only activities in
which income is rel-~tively high in private enterprise, as it is in the
more cdvanced countrics, but also in intcrmittent occupations with a low
wage level. This reflects the cbundance of labour rather thon a
diversification of demand resulting from the increose of productivity,
a8 occurs in thc aforesaid countries.

/disputed, it might
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disputed, it might be considercd thet it is of morc social ond economic
import~nce to incrensc the volume of goods available to the population.
The opposite might ~lso toke place, but at all cvents, before making
o decision, it is nocessary to cscertain its offects beforehand,’
as c~refully as possible. In the event of sclecting the former; it
would be necessary to incrceosc iﬁvestments in order to draw labour
from scrvices, where little canital is required, in order to utilize
it for the production of goods. Hence, a part of the éxpansion of
certain services may be accounted for by the lack of capital with
which to absorb more labour in activities where the level of
productivity is relatively higher. This adjustment in the distribution
of employment and in the means >f obt.ining the increase of income ‘
calls for a revision of the programme as a whole, in the estimates of
energy, of importe, and of the other sectors included therein.
Returning to the fisures in the table, it will be noted that
though the increase of available goods per gainfully occupied person
was equivalcnt'to only 25.)4 per cent, domesti~ investments increased
by 33.3 per cent, whilst consumption rose only 10 per cent. This
expansion of domestic investments must not be neglected, but it
would have been greater if services had been increased ﬁore than
production. By facilitating investments, it is possible to obtain a
greater increase of income in the fubure, at which time it would be
advisable to increase services more intensively, The:order of priority
in a programme not only concerne thé various solutions themselves,
but also the time a% vaich suwch measures must be acopted.

Duration of the iniliel nrogramme

26, It has becn pointed out that the initial ﬁrogramme tends to solve
the urgent problems und eliminate the obstacles to the orderly and
intense develcpment of a country's economy., Its duratiop therefore
depends on what is essential in order to achieve this aim. If we
are guided by the period ordinarily required to solve these difficulties,
independently of a programme, it would be difficult to accomplish the
task in a period of less than frur years whercas the ﬁature of these
/difficulties
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dlfflcultles does not require much more than six years.

However, the duration of the programme depends not only on the
order of the soluti ns, but also in external factors, alien to a
country's inclinations. In the Latin Americaon countries these factors
are of great importonce ond the progromme must_ be sufficiently
flexible to adapt itsclf to them without foregoing any of the
fundamental aims.

A rrograme must be based on definite thcories with regard to the
c rurse 'of exports ~nd the terms of trade which, if not achieved, will
change the conditions.on vhieh the programme is based. If the volume
of exports surpasses the level forccast, the complition of the
progrrmme may be hastoned or, ~lternotively, it will depend to a
lesser cxtont on foreign investment. If oxports ore lowér, and do
not incronse as ~ result of ~nti-cycliccl considerations, it will
be necessary to postpone‘the accomplishment of certain projects, or
carry them out more slowly. The programme must therefore hove a certain
degree of flexibility‘for its execution. It must be planned to facilitatc
constant readjustments. If the established aims are not constantly
pursued and everything is left to improvised measures, as a result
of the changes, there will be no mrogramme and this will involve
returning to the situation preveiling in the Latin American countrics
during the past twenty yeors.

The initinl progromme might be defined as a well concerted scries
of preparatory measures, designed to eliminate pressing difficulties
and solve urgent nroblems placing the country in o nositi-n to »len a
long-~tcrm »rogromme in w ich the projects can be echeloned over ¢
of time, during which no other emergencies should arise ‘thin those
provoked by unforeseeablc disfurbances. The development of the basic
sectors could then be continued in ~n orderly manner, commensurate
with the execution of successive projects, the generzl plans of which
were outlined in the initial progromme in order to ensure their
continuity in the longer programme, according to the careful vstimates
of the cxpansion of demond. The disequilibrium of the Balance of Payme.. .
would have been climinated and it would only be necessary to continue

" /the gradual
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the graduvual replacement of imports by establishing new industries or
encouraging certain branches of primery production, in accordance with
prior'estimates of expansion requirements. This al so applias to
agricultural develqpmqgt,,and ppat.qf publ;c works and building. The
degree in which mechanization i§lgxtepde¢ will depend on the progress
in industrial development én@_in othér aétivities. The increase of
productivity will be gradﬁél and it will be possible to estimate more
closely than at preseﬁt whaf pa;t of the resulting increment to real
income will be absorbed by consumption and which part will be absorbed
by .investments and, finally, what part would enable an expansion of
state services to take place which would be compatidble with the
objectives of consumption and capitalization.

27+ A mere reference to thése.sﬁbjecfs shows that a regular programme -
of development requires the systematic oré;nization of a series of
studies and technical instruments which should be un&erfaken dufing
the initial programme, becoming an integral part of that programme.
Among these, the most outstanding are:

a) A study of the sources of energy, of non—agrigultural natural
resources and of the potential agricultﬁral land.

b) Organization and improvement of technical studies in agricultural
and industrial questions, and in other economic sectors, with
special reference to the problems mentioned in the final part of

this chapter.

¢) The organization. and improvement of statistics and economic data and
of the methods of analysis, in order to facilitate the assessment of
the effeots of the programme on economic development and to estimate
requirements for future development,

d) The training of economists to collaborate in the preparation and
in the carrying out of a programme of economic development.

The Economic and Social Couneil of the :United Nations 1/ recently
took important decisions on the first two points under (a)s, The third
part of (a) together with the other.clauses, will be: considered in the
remaining part of this chapter,

1/ Document Ef1946. /11I, COMPLEMENTARY
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ITIT, COMPLEMEMTARY TECHNICAL ACTION IN A PROGRAMME

Directing technical investigatimn in ceuntries af scanty capital

availabilities

28, One of the most “important features of ecenomic develepment in the
Latin American countries is the technical co-overatien which is being
offered to them, both in the preparation of special projects and in the
planning of general programmes of economic development, It is acknowledged
that however wvalusble such cooperation may be at a given moment, its scope
is somewhat limited by the time facter, Experts are sent tg countries which
request them, where they do their work temporarily and thus complete their
mission, In carrying out this work, in their manner of confronting practical
problems and in the solutions which they propose, they will have stimulated
loczl expertg'to follow new trends and adopﬁ methods with which they were
not familiar, These experts will have perhéns left behind a considerable
portion of their cxperience, But that is the sum total of their practical
action,

The problems of economic development in the latin American countries
demand -much widerco—overation. It has already been suggested that the mere
transfer of capital equipment from the more advanced countries, is not the
hest manner of extending modern tecﬁnique to the under-developed countries,
The technical progress of the former, and especially of the United States,
tends principally to effect a reduction of labour congumption per unit of
capital, whereas from the poimt of view of the Latin American countries in
general, it would be wiser to direct technical research to increasing
production per unit of capitzl,

The economists csn do no more then present the problems, It is up to
the technicel researcher to determine the extent to which it can be solved,
by meking use of scientifiq and technical data gathered in the more advanced
countries, ‘in order t¢ escertain the technical methods which are best
adepted to countries with a shortage of capitel 2nd a relative abundance
of labour,

Agricultural technique offers an example of what might be expected in
other fields of production, if technical investigation were carried out
2long these lines, In this case the shortage of land, or rather its

/limitations,
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limitations have led to solutions which, since they also involve capital goods,
would have far-reashing results in the under-developed countries. Whereas
mechanization has enabled 2 considerable .reduction to be mede in the

amount of labour required to cultivate 2 unit of land, the imorovement

of methods of cultivation hes increased the yield per unit-.of lend. This
increased yield has somectimes becn achicved by meens of o rel-tively

amall cepitel investment for purposes of scicntific investigétion end the
genceral spreading of the informetion obteined, .

This improvemcnt in the methods of cultivation cells for systematic
action, continuity of effort snd persistence of purpose, both in the early
period of scientific investigstion and in the technicrl field, It is
probably of greater immediate importence thsan mechznization in many of the
Lotin Americen countries, where it is more important to increrse production
of foodstuffs then to reduce lebour consumption, . Mechanization does not
require the seme type of systematic ~ction And its introduction is not
confronted with serious difficulties, It is.therefore not surprising that
in moeny coses the stress hes been loid on mechenization, when the incresse
of production was more vitsl from the .stardpoint of economic development.

It is evident that the problem of soil productivity is different
from the increrse of productivity obtrined per unit of capital by means
of spccialized technicel rcscerch., This problem is merely referred to
in order to illustrste the nature of the problems encountered in under-
developed countries, It is nccessary fo meke savings in the scercer
factor in order 4o incresse its productivity,

There is still ~nother espzct which illustretes this problem, in.
addition to whet Hég‘already been srid regsrding industrial squipment,
Evidently, 2 country in.which therc is »'relstive shortrge of lshour and
a2 higher wrge level, together with a rolstive abundance of cepitel, will
seck new trensport equiprent with which to incrcase the speed rnd therefore
shorten the duration.of work at the cxpcense of increasing the cost per unit
of cquipment., . This crlls for increased investments in highways. In the
under-developed countries, it would be preferzble to reduce capitel )
investment in the trensport of 2 definite lord, éven when the time rcquired
for the transport and the labour per unit transported are not reduced, or

/when » smeller
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when a smrller reduction is effected that thet in the mors costlj‘
equipment’ used in the. more .advrnced countrics., .

There is rnother t-pic~l merns of saving cspit~1l investrents in
trensport which might occur in the Ieﬁin Arericen coumtries, if well
diréscted technicel fgsearch produced positive results. The import of
motor vehicles‘weighs heavily in the Belance of Pryments in the majority'
of these countries, Thz prcfénenée is obvious for the typeé mrnufrctured
in the United Strtes where the high income of the populstion, smong other
factors, ~ccounts for the evolution of the ~automobile having followed 2
different trend from what might have'sccurreq in countries with lower

.resources, It hrg been stoted t¥ t chromium goods in certrin types of*
c~rs represent sbout 10 per cent of the cost, =ccording to informetion
available. This is only one of the fectors which have mnde it impossible .
to lower the cost of motor vchicles in relstion to the reductions which
might havé been 2ffected by the substnﬁtiél progress mede in productive
technique, It is not only the luxury ana the comfort, but also the
increrse of the horse-power of the motor‘whicp have grestly influencéd
this trend. It would.be of interest to »scertain the possihilities of
producing the type of motor vehicle which,‘wiibqut hrving 211 these
sdventages, thet zre undoubtedly attrpcpiye, would -t the s~me time
satisfy the seme need but offer a considerrble saving to countries which
sre compelled to incresse imports of'thié me~rns of trensvort without
effecting investrents in other types of hrctivities, In short, from A
the point of view of the Lretin fmericon cduntries, technic~l development
should be directed to obtrining the gfcotést productivity possibie from
the scenty f=ctors rvril=ble, both crpit~l rnd soil, We have rlreedy
shqwn how this objiective csn bo scparated from the seving of labour oﬁ
the land, However, #s with technicrl oquipéont, it is not ~ cnse of
trrnsfercnee but of adeptation. Hence, the need for technicel )
Investigations to cover the-whole field of Lotin Americqn production,

Together with fhe devclopment of such rcsesrch, it is necessary to
train Latin Arericen experts in 211 the specirlities involving economic
development where thelr number is insufficicnt to meet the growing dem=nd
for ‘them,

/There is good rerson
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There is good reason to believe that technical investigation
in Latin America and the training of experts to carry out programmes
resulting from such investigations, must be effected on an international
scale, In the first place, there is a manifest tendency for some of. the
larger countries to lend.substanti=l resources of technical co-operation
to the under-developed countries, and an equally strong inclination to
divert part of these resources through United Nations. This justifies
the belief thut an idea similar to thot suggested above might be introduced
in this field, Secondly, both in technical investigation and training,
the results will improve in & measure with the sxtension of the field
from which experts are drawn, If this field is limited to a single
country, it will not always be possible to find the most efficient
experts to develop sach gpeciality. Moreover, the concentration of
resources in fundamental themes of . investigotion and practical action
is more advantageous whan effect:d on an internitional scale, Lastly,
the success of this task depends.upon a spirit of continuity and
constancy, which can better be encountered in the international field,
If such assistance were limited t a single country, once a specific
" technical problem has been solved, it is likely that th: experts would
be compelled to turn to other activities and there would thus be a
useless dispersion of effort, International action would cnable the
experts to investigéte the solution of similar problems in other
countries or, alternatively, to extend the scope of their work,
The Training of Experts ‘for Tasks of Economic Development
29, It has already been pointed out that in drawing up and carrying out a

programme of economic development it is nécessary to combine the efforts
of the different experts required with those of the econamists. Several
jdeas have been set forth as regards.the trdining of these experts and
the "development of technical investigation with a view to the specific
problems encountered in Latin America, Reference will now be made to the
training of economists co-operatiné in these - programmes, discussing at
greater length certain notions set forth in on 8&nnex to the first
Zeonomic Survey of L.tin Americea, l9h8.;/ The snme dupclity is encountered

1/ The Economic Development of Latin Americn and some of its principal
problems, Economic Commission for Letin America, United Netions,
Chepter I,

/here,
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here. In the first place, the technicrl economic drts obtrined in the
grert contres must be utilized in order to formulatz o theoretical
interpretetion of the problems of economic development in the Latin .
Americsn countrics--nd, subscquently, to train the economists who will
eventually corry .out the solution of the problems.

Fortunntely, the .tesk is morc modest then thot of training technicel
experts, rnd there sre rlrezdy verious mesns of nchieving it, both in the
research which is being crrried out by ECLA »nd that carried out by some
eminent institutions,

It mry be truthfully said thet in ECLLA's Rescerch Centre ths first
systemrtic survey. of the problems of Lotin Americnn economic development.
wrs undertnken thus fulfilling one of the primery purposes for which
ECLA wes established. The work begen bv investigating -nd énﬂlyzing the
most important events ~nd hcs been followed up by the ~ttempt to formulote
& theoreticrl interpretation and present its principal probloms., £n
orgznization established for the specific nurpose of trr~ining economists
in economic development would h~ve ‘to ~dopt the srme methods, thus crusing
sn unfortunate dupnlication of effort, -It would be preferable to mcke use
of the existing orgrnizertion, which hrs slready begun its work, strengthenirg
it so thnt the experience which it haes of Latin /merican problems may
benefit.the training of specinlised economists in problems of economic
deve;opment.

* With this purpose in mind, it would be neccssary to orgrnize scminors
in which the ECLA econemists, together with competent dirsctors »ppointed
for this purpoée, might dedicete o pert of their time to pooling their
knowledge for the purpese of -trrining other economists, It is not intended
to carry out twd‘different t»sks simultaneously, nor ts alternate the
daily investigation of concrete problems in which they ere. engaged with
the methodical work of such courses, Free from the anxieties of their
déily tesks, the ECL! economists can draw on their experience for =
systématic knowledge of the problems of economic development. This
knowledge would be the most adequete hrsis for the tr:ip.ing of competent
economists who could co-operete efficiently in the solution of fhése ‘
.problems .

/These seminers
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These seminars should be held regularly, sccording to = plen which
would include the most importent problems of economic development, from
the discussion of the methods which it would be ~dvisabls to use in
rnrlyses to the considerstion znd judiclous criticisms of progromres of
development ,

It is not intended to replrce the meny colleges or Faculties of
Politicel Sciences existing in Lestin imericon univcrsities; nor to corpete
with them, but rother to co-opercrtc with these institutions, supﬁlement
their task ond work h~nd in hend with their gradustes who, hsving slrendy
some experience of Latin Americen problems s~nd concrete responsibility in
economic plsnning, desire to specinlize themselves in problems of development.
The seminar courses envisaged would be for post-graduetes and by recason of
their nature, it is présumed that they would be limited to o relrtively
aarll number of persons,

Furthermore, these courses could =1lso be rttendéd by the sconomists ™
working in international institutes end nation-1 devclopmant corporetlons.
who ~re speci-lly interested in problems of cconomic development. Thasc
. seminars would be the ide~l contre to cxchrngs the incrz-sing ¢Xpericnce
which is being obtrined on this subject in Lrtin irericr, where corrmon
problcﬁs could be discussed ~nd ~dvemtoge could be teken of ~11 this for
the trrining of new economists. ‘

This form of co-oper~tion would be of great v-lues to the ECL. Rescerch
Centre, since it would bring it into closer contrct with the renl problems
of economic development in Lotin fmerics, ond would extend its field of
observrtion and ennble it tm fulfil its functions more ~dequrtely. In the
lrst resort, the most promising »nd impoftant field of precticnl ~ction
for this reglonrl orgrnizetion of United !N~tions lies in problems of

economic development .





