ESTUDIOS e INFORMES de f& /CEPAL%:

INTERNATIONAL ECONOMIC
RELATIONS AND REGIONAL
CO-OPERATION IN
LATIN AMERICA AND
THE CARIBBEAN

ECONOMIC COMMISSION FOR LATIN AMERICA AND THE CARIBBEAN
UMTED MATIDNS
Santingo, Chils 1387



LC/G.1422
September 1987

This document was preparaed by the ECLAC International Trade and Developmeat
Division.

UNITED NATIONS PUBLICATION

Sales No.: E87.I1.GA

185N 0256-9795.
ISBN 92.1-121136-0




Summary ANA CONCINBIONG +vvrnernreeerereeenssssnesesnonas

Part One

mmm AR E R R AREEAL LR ERERERENRNEERRE-ERIENEJSIEIEJERJEHR]

I. THE DEVELOPMENT OF THE WORLD BEOCNCMY AND ITS
IMPACTS N IATIN AMERICA AND THE CARTEEEAN:
Ommmmm LIU L BL AL BN I I I I

A.

B.

c.

D‘

INTRODUCTION .essvascesncssnssrssnsssnassnrans

THE INTERNATICHAL PANCRAMA AND ITS
IMPLICATICONS FOR IATIN AMERTCA AND
mm..0...“...C.......‘..‘......‘..

1. changes in world econamic trends ..........
2. Latin Amarican export progpects ...cevevees

FROSFECTS FOR THE WORID EQONCMY AND
THEIR IMPACT CN IATIN AMERICA AND
mm".‘.'.........‘..........'....‘.

1. Structural maladjustments in the ecanowmy
ﬁmmmm E R N N NI N NN N R NN R
2. Uncertainty concerning future scenarios
and ways ard means of international trade .
3. Some ComIUSIONS .ivvivrrerinrerrrrrrssssse
4, Two camplementary lines of action for
mm'C....“......C‘...C‘......‘.“.

FOSSIELE ALTERNATIVES FOR ACTION ...cco0veenee

1. Same strategy elements: export proamotion
and import substitution at regional level .

2. mim wtim R R R R T T T NN P N N N

30 mtiﬂ'lﬂl miﬂtiﬂ RN N RN ]

17
17



II. TRENDS IN THE EXTERNAL BCONOMIC REIATIONS OF
mmmmmm LA B L B L B L B B BN

A. SBRENTATION OF INTERMATICHAL TRADE .covevsess

1. Nature of the segmentation of

2.
3'

4.

Same asymmetries in world trade

Dynamic circuits and segmentation in
Econcmic processes playing a predeminant
role in the seqmentation of international

B. THE ECONOMIC POLICTIES OF THE UNITED STATES
AND THEIR EFFECTS ON IATIN AMERICA AND
m m LB AR ENERNEENNLEENRLNNEEENRENNELENNELR)

1.

The evolutien of the United States econcomy
and its mechaniums for exerting influsnce
on the courtries of Iatin Awerica and

m mjm LI L NN O B B B BN BN BN B B BN L IR N NN
Present situation of and prospects for

the econcmy of the United States ..........
An attempt to evaluate the effacts

on latin America of econamic trends in
ﬂﬁmtdm L RN NN N N NN N NN )

C. EOONOMIC RELATIONS EBEIWEEN IATIN AMERICA AND
THE EUROPEAN ECONOMIC QOMMUNITY {(EEC)....sv...

1.
2.
3.
4.

5.

General background information ............
Evaluation of econamic relations ..........
Prospects for relations hetween
minmm mm L R N B B B BN L BB N B B N )
Possible effects of the entry of Spain
mml mm L NI O IO B B B B B R N
Sujgestions for strengthening co-operation
between Latin America and EBC .evsvensvnns

III. EXECRTS OF GOODS FROM IATIN AMERICA AND
THE CAFRIEBEAN: RECENT TRENDS, FPROSPECTS
mmum 0.‘...0..‘....‘0....0.0..0......00....'

Ao m.‘0.oo.co.c‘ot.oo.oooooo.oc..o..oc.

1.
2.

Main factors behind the drop in prices ....

3s

3s

39

41

67

72

73

80

98

113

113
115

122
123

126

129

129

1



BC

. The price situation in Iatin America ard

tm m PHIIINIELINIUINIIRINELE IOt
4. Possible action in the tield

Ofm.'ltiEB I RN P R RN RN Y

IMTIN AMERICA AND THE CARIBEEAN IN THE
Mwmm LB R AR AR NERREILEEREERERRERNRNE]

1. The world Setting cicveiiiecarisnrscrennass
2. The management of the trade policy of

the main trading partners of latin America

mﬂn wm L LR L B RO BN R NI N R
3. Protectionism, latin america amd

ﬂm m LE N BN N RN ENE RN ENRE:EJNJENJEJREN:ERH:.HX]

IV. LATIN AMERICA AND THE CARIRHEAN IN THE FACE :
OF THE INTERNATIONAL DEBATE OVER SERVICES .........

A.

B.

c.

D.

BACRGROUND +sacecsnsststcacacetcsonsnrercances

INTERNATICHAL INITIATIVES TAKEN BY THE
UNITED STATES WITH REGARD TO THE
m m R T

1. The 1984 United States Trade anmd
Mftm [ E RN ENENNFNNENNE NN N NI NN NN N

2. The proposition for negotiations over

SOME MATN FEATURES OF THE INTERNATIONAL
mmwm@ C I O B B BN BN N BN N BN L BE NN N RE NN )

1. The structure of the interpational
mm R L R R R R R E RN R R E T NN N N W N Y
+ New technologies and the production
of and trade In sexvices ......evvevcrsenns
3. Transnational corporations and
the producticn of and trade inservioes
4. A new interpretation of international

IATIN AMERICA AND THE CARIBEEAN:
THEIR INTERESTS AND THE INITIATIVES TAKEN BY
THE UNITED STATES IN RELATION TC THE

mm PO P IR I AN SO RN R ORI AR AR BR R

MGATI'pmposal' extrapolation of
the Unitad States Trade and Tariff Act
mﬂﬁmltilawal m .l..‘t...‘.vt..‘t

133

135

144
144

148
150

151

161

163

163
166

les

168
170
173

175

1

177



2. Implications of any agreemert within the
n‘mkofm LICILE I B B B I B Y
3. Deregulation at the national amd
imtiml 1m L N B L L B B B B B B B B B
4, Towards a specialization of Geveloped
econcmies in the export of services and
of develcping econcmies in the export
ofm? LR N NN N N N N RN R R R B B L B B
5. m:wmm LN N N N N LN B R B )

E. mwmmm LR AR A EREENEENNERLENENENRNESENEEN]

1, The need for deeper knowledge of the role
and potential of services in the
region’s econMies civviisirirrenicreneiancs

2. Patterns of co-operation and integration
of service activities at the subregional
and regional levels, and between

3. The role of services in the operation of
the damestic economic apparatus arnd in

4. The need for a pattarn for international

co-operation in service activities meeting
the interests of Iatin America amd
the Caribbedn .e.vvtesartsrstrtnrensansancs

V. FINANCING AND EXTERMAL DEPT IN IATIN AMERICA
AND THE CARTBEEBN ..ccvvvvnscarsnnsasonsronssnsssnss

A. THE FINANCIAL STITUATION OF IATIN AMERICA AND
THE CARIBEEAN: TRENDS AND PROSPECIS .ovevsevae

B. THE ORIGIN AND NATURE OF THE EXTERMAL
m m (AR N EREERENEEENRESNEERRERERNERERINEESRH:E]

Part Two

I. NEGOTIATIONS AND INRSTRUMENTS FOR REVITALIZING
lemm RN BN RN BB N B N B B I BB L O R L

A, BACKGROUND seovevssorerrorssossrtsonsntascssos

178
178

180
181

181

182

182

183

184

187

187

152
195

200

207

200
209
200



2. The evolution of imtra-regional trade ..... 212

B. AIMS AND OOURSES OF ACTION FCR A POSSIELE
mm [E R ER R AN EREREEERLNERENNERNENES:EHN] 216

1.Wm'....’...........l... 216
2. Specific negotiating factors .....vceveeese 218

II. THE SEARCH FCR MOLES OF QONVERGENCE EETWEEN
Mwm m L B BN LRI I I B B 223

A. THE OMNCEPTS OF INTEGRATTON AND OO~OPERATION
AND A NUMEER OF AREAS OF DIVERGENCE .ivesseve. 223

B. THE CRISIS OF INTEGRATICN AND THE RISE
OF QO~OPERBTION? ..cscscescrvsscrsscscnsscvacs 226

€. CHARACTERISTICS AND OONDITIONS OF
REGIONAL OC~OPERATION .eccorocnvsvavecrnnscsss 229

D. SOME EXPERIENCE OF OO-OPERATION seovcvnssnsses 234

1. SAlectad CADBE ..csvsarsvrssosccsrnrrnsenss 234
2. Experience of a general NALUD® s.veeeesenes 245

E. mmmm.....l..l...'. 250
F. MEANS OF PROMOTING REGIONAL CO-OFERATION ..... 253
III. THE SERVICES SECTCR IN INTRA-REGIQMAL TRALE ....... 259

A. THE SERVICES SECTCR IN THE BAIANCE
wmoo...o.o‘.oooooootoooooootoooooooo 259

B. TRANSPORT AND INSURANCE ..cccceccarcacsrecsses 260

m [ EEREENENEEREEEEENEEEEESENEEEE R EENE R EENE RN EENNENNE] 2“






mmm,thammismthismsimnﬂ:mitﬁm’a
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are analysed. .
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repercussions of this segmentation, all with a view to
explaining how lLatin America and the Caribbean may best
perform in the world economy. In section B, consideration is
given to the behaviowr in recent years of the domestic and
foreign sectors of the United States econcmy in an attempt to
appraise the way in vhich impulses of varylng intensity amd
transmitted along many different chamnels have increasingly
af.fectadthecamtriesofthamg:.m.mofﬂnpmapects
forthaecc:micrelatmbetmentlwregimandtlntlniteﬂ
States are then examined, and suggestions are made concerning
ways of improving the position of Ilatin 2merica and the
Caribbean within the framewcrk of those relaticns., In section

ifth and final chapter of Part One of the study
danlswiﬂapmhlmmlatingtoextmml'fhmingam&btin
Iatin America and the Caribhean. Consideration is given to the
financial trends and prospects in the region, projections
made up to the mid-1990s; an analyeis is wade of tha
and nature of the extermal debt of Iatin America and
the Carikbean, and finally suggestions are made with reqard to
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such as, for example, the drop in the demand for most
comodities, the crisis in the industrial sector and the
izbalances in intra-regional trade.

As for the search for modes of covergence betwean
irterregional integration and co-operation examined in chapter
II, it has been shown that co-cperation initiatives in Iatin
America and the Caribbean are often promoted inorganically, as
in some notable cases of concerted action (for example, action

as custams tariffs and co-ordinated tyade palicies.

28 a result of the two facts just mentioned, it 1s
intended to systematize the promotion of and follew up on co-
operation initiatives, by creating or strengthening units
specializing in co-gperation within the integration
W by

necessary to extend the analysis of each country in order to
dotain more detailed conclusions., Similarly, in order to

be grouped togather
in so far as transport 1s concermed.




Part One

THE INTERNATIONAL ECONCMIC RETATIONS OF LATIN AMERICA
AND THE CARIBEEAN






I. THE DEVELOPMENT OF THE WORLD ECCOHCMY AND ITS IMPACTS
ON IATIN AMERICA AND THE CARIBEEAN:
OPTICHNS AND POLICIES

A. INTRODUCTION

In this chepter an attempt is made to provide a frame of
reference for an analysis of the develomment of and prospects
for the warld econcmy and their impacts on the economy of
latin america and the Caribbean and also to throw light on
sowe watters which will undoubtedly affect the outlock for the
regional econoumy.

Today's international economy appears slower and more
unbalanced than it did in its pogtwar setting, that is to say
in the pericd 1950-1970. The recessive econcmy of the 1980s
has not given way to a vigorous recovery in the centres,
except in the United States econamy, and even it is showing
signs of weaker expansion. The two sharpest feabures --which
have, morecver, persisted throughout the 19580s— of the
sibaatimofdisequilibrhminnhidaﬂueintermtianlmmy
is set, comgist first in the tremendous lack of adjustment in
the United States ecoxwy and second In the hurdensome
indebtedness of some of the developing econamies, including
those of mearly all the countries of latin Awerica and the
Carinbean.

T™he slov growth of the world econamy and hence of
international trade is set against the need of the indebted
ecancmies of the region to expand their exports. Similarly,
the macroeconcmic ibria of the United States eocnomy
(fiscal deficit, high real interest rates, trade deficit)
mmmmwammumctmmm
America and the Caribbean in view of the region's close
reciprocal trade relationship and magnitude of its
indeikedness with private banks in that country. Consequently,
the prospects for expanding exports to the rest of the world
are closely linked not only to the general dynamism of the
wrld sconomy but also and in particular to the way in which
the United States sesks to resolve or correct lts deep-seated
extarmal macroeconamic disequilibria.

The loss of balance and tha growing disequilibriim of the
wrld econamy has not only deceleratad the pace of

17



international trade but is also the rules in which
trade is carried out. The formlas

camtertrade,micha:emtalwayamﬁblewiththemles
and spirit of the General Agreement on Tariffs and Trade
(GATT), are proliferating in North-South trade and also in
relations awong countries of the North, as a counterpart of
the protectionism which is being practised at naticnal level
by the big industrial centres in order to preserve their
mtianlmrhstsarﬂgxmrdﬂnirlwolsofmticactivity

At a mre inportant structural level, changes are
ocourring in the camposition of internaticnal trade and in the
relative participation of different countries and regions of
the world, These changes are not unrelated to the econvmic
restructuring of the centres (growing importance of production
and trade in services) or to the emergence of new industrial
producers and exporters in the countries of southeast Asia ard
other regions of the world.

A careful sounding of this changing and complex world
soenario gives rise to questions vhich are difficult to
answer. The prospects for the economy of Iatin America are,
however, strongly influenced by these processes. This chapter
represents an attempt to provide a frame of reference for sme
of the thinking in this respect.

i
:
i
g

B, THE INTERNATIONAL PANGRAMA AND ITS IMPLICATICNS FCR
IATIN AMERICA AND THE CARIEEFAN

It is in fact caomon knowledge that the 19708 produced some
facts and processes which had a particular impact on the world
econamy. As regards production, the growth of the econamy of
the centres ockserved in the period 1950-1970 slowed down,
although the Japanese econcmy showed great dynamism --far more
than that abserved in the United States and the Purcpean
Econamic Comminity. During this peried, what are known as the
newly industrialized countries also expanded. The loss of
dynamism of the centres and the ewmergence of new and vigorous
campet:itors in the world economy helped, in particular towards
the end of the 19708, to prowcte new forms of protectionism
withregudtoﬂnmmfacbnesmtedbyﬂnmlopm
regions, and that in addition to the traditional

with regard to farm products practised by the Commmnity and
the United States.

Within the framework of these trends of a structural
nature in the realm of production and trade, there were also
scme singular occrvences in the monetary, coommercial and
financial field to which attention should be drawn. The
saplus of US dollars In the rest of the world and the
diminishing gold reserves in the United States caused the

18



dollar to be declared inooewertible in 1971, In 1973, the

oil-exporting comtries succeeded in impoeing the first
rise in petrolesm prices. Mtradammplmesofﬂnlargala?i:

exporters were recyclad throagh intermational private banks
and camerted into substantial loans granted in particular to

partially
Iatin Mmerican exports during this phase.

This dynamism was maintained, with a few upe and downs,
throughoat the 15708, both for exports and for importe; during
this pericd intermational prices also followed a relatively
favourable course in respect of the products exported by the
ragion. In the second half of the decads, financial
mimmwigmmmﬂnprimmmﬂwin
aditioral affluence the external sactor of the latin
mimnmmtriesmﬂhalpadtommeprooessof
indebtedness characteristic of this period. Nevertheless,

imports

average. Tms, the acoumlated deficit
gocds account in those five years amounted to about
$5.2nﬂ1immilatmdefiodtmammm
accumilated for that period totalled cloge to US$ $0 billion,
vhich was mostly ascribable to financial factor services. It

myﬂmfw.booanhﬂadtmtﬂuextmldebtmudits
own self-mwtaining dynamic based oan high real interest ratas
and reschedulings because of the imposaibility of servicing
tha

, the trend towards opermess and expansion in the
region's intermational trade came to an abrupt halt at the
begiming of the 19808 following a relentless reorientation of
the econcomic policy of the United Statea. With the cbjective
of owbating inflatiopary pressures and promoting ecenamic
reactivation, a restrictive policy with a monetaristic slant
was initiated in this country in comibination with a slackaning
of tax pressure in accordance with the supply-eide philoscphy

.%
3
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vhich, as this process was set into motion, tended to
amorg the efforts towards reactivation, The
restriction of the money supply, which was aimed at
the inflation, together with the growing fiscal deficit due,
among other things, to the tax reduction and financed out of
private savings, caused a rise in interest rates and a
substantial inflow of financjal capital to the markets of the
United States.

To balance their own financial markets and aveid
inflationary pressures, the remaining OECD economies raised
their interest rates, thereby increasing the financial cost of
investment in production in the entire developing world and
helping to generate recessive pressures. As a result, the
world market decelerated and later on stagnated, setting off a
collapee in commodity prices which knows no equal in the past
50 years, The drop in levels of activity and employment in
industrialized oountries exacerbated the
pressures which had been building up in the 1970s and became
particularly notable in connection with agriculture and some
merufactures which the developing comtries produce with
omparativeadvan’cages.

The staggering of tariffs, quantitative restrictions,
variable surcharges, safeguard clauses, compensatory duties,

but also as part of thelr reciprocal trade.

Such protectionist measures have been resorted to by the
Buropean Economic Commmnity and Japan in particular, The GATT
regulations appear to be losing their foarce and are
increasingly viclated in this new setting. The
circumstances are also giving rise to new foreign trade laws
in the developed world. One of these is the 1984 Trade and
miffwtofﬂannitedStatesofAmericamimgivesthe
executive branch new functions arxd also clarifies the terms of
reference of the United States negotiators with respect to
services, high-level technology and investment in trade.

It is common knowledge that the impact of these new
trends ard processes onl the region has been devastating., The
rige of interest rates, the reduced demand from the centres
due to recessive and protectionist trends, the ocllapse of
comodity prices and the withdrawal of intematicnal £
are same of the major factors responsible for the stifling of
the region extermally. The ratic between debt servicing and
value of exports has reached limits which are hard to sustain,
and the situation has grown worse due to the above-menticned
reduction in the inflow of capital, especially that of private
origin, to the point where the region has become a net
exporter of capital.

The recessive adjustment made in an attempt to meet the
debt camitments by producing an adequate surplus in the trade

20



situation which existed with respect to comparative
advantages, not only betwesn centres and periphsries kut also
among the centres themselves. 'Ihispmcesstalpstogmerate
tepsion and friction in connection with intermational
campetition, which militate against the liberatien and
miltilateralization of commercial practices.

In the long run, during the next century, the development
of the centres will be affected by profoud internal
structural chenges, which will certainly alter intermational
productive specialization and change the framework in which
comparative adventages now coperate and therefore change the
compoeition and dynamics of world trade.

Secordly, within the industrial sector, there has been a
long~term reduction in the coplementarity which existed
batween the industrialized and the industrializing countries.
Thas, the structures of industrial producticn have become more
competitive, in particular because of the emergence of the
"new industrial ocountries", whose wmwamifachives are of
appropriate quality and price to coampete on the markets of the
centres. These structural trends cbstructed the
re-establishment of open, miltilateral trade of the kind
advocated by the Havana Charter, which gave rise to GRTT.

Third, the countries of latin America and the Carihbean
are in a different position from that of the other developing
comtries. On the ane hand, their economies are much more
diverasified than those of the pocrer countries of Asia and
Africa, and they cannot hope to participete with them cn an
ecqumal footing in certain types of official development aid
intended for the poor nations. Nor do they benefit from trade
concessions, such as those provided for in the Lomé Agreement,
vhich the Eurcpean countries tend to grant to their former
colonies.l/ On the other hand, however, their econamies have
not achieved  large-scale, highly diversified industrial
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production capable of competing on the markets of the centres,
such as happens, for example, in the case of goods available
for export from the countries of southeast Asia.

C. PROSPECTS FOR THE WORLD EQCNCMY AND THEIR IMPACT
ON IATIN AMERTCA AND THE CARTEBEEAN

The prospects for the world economy are uncertain, and it
would be particularly risky to attempt to forecast them. Nene
of the many causes of this uncertainty is particularly
relevant for latin America and the Caribbean; i.e., the future
trend of intermational interest rates and of the value of the
region's potential export eamings,

In general, these variables are affected by the rise or

requction in dynamism of the industrial centres and their
consequent dewand for imports from the periphery and by the
pattern of protectionism, which will determine whether these
import demands are met. The econcmic recowery of the centres
will be beneficial for Iatin America: i) if it is acoompanied
by a reduction in protectioniam; ii) if it actually makes it
possible to increase the volume and unit wvalue of Iatin
American exports and iii) if, it also involves a reduction in
real interest rates, which have a harsh impact on debt
servicing.

It is not possible in this introductory chapter to make a
detailed examination of the factors underlying the behaviouwr
of these variables in the central economies. This task is
tackled more systematically in the chapters which follew, A
few observations are, however, called for concerning the
present trends and prospects of the United States economy
because of its decisive impact on the behaviour of the
intermational monetary and financial field. In addition, the
course followed by the North American economy has, as everycne
knows, a particular impact on the regicnal ecancmy. As has
been repeatedly stated, there is a cause-and-effect
relationship between the magnitude of the daficit of the
United States, the high level of real interest rates and the
fragllity or inadeguacy of the economic recovery of the
centres. On the other hand, the strong dollar, which goes
along with high interest rates, sustains and increases the
encrmous trade deficit of the United States, which helps to
stimiate exports fram certain countries of the cemtre, in
particular those of Japan; fram the newly industrialized
countries and also from latin America and the Caribbean.

What is the likelihood that the fiscal deficit of the United

22



States, vhich is a decisive factor in keeping interest rates
up, can be brought rapidly under comtrol? It would be
hazardous to attempt to reply categorically to this question,
but several altermatives can be seen which would have varying
effects on the economy of latin America and the Caribbean,

The first of these, which was advocated by the so-called
"mpply side” econcmists of the United States, assumed that
econcmic growth would result in increased tax earnings and
that greater earnings would be achieved with lower tax rates.
It wvas also assumed that the high interest rates would be
offset by an increase in domestic private savings, under the
impetus of those high rates and the tax reductions. This
increase in dewestic private savings would, for its part, alsoe
exert presoure to drive the interest rates down. As it
happened, however, the recent growth of the United States
economy did not reduwe the size of the deficit or
significantly relieve the pressure on interest rates. On the
other hand, damestic private savings have mot lived wp to

, and external savings constitute the major source
of financing the fiscal deficit of the United States at the
present time. For the first time this century, the United
States has become a debtor eoonomy. In addition, the strength
of the dollar hae led this country into an unprecedented trade
deficit. Tms, the expectationsz to which this scepario gave
rise have not materialized, and instead we have the present
situation, which, in the case of ILatin Amarica and the
Caribbean, is characterized by high rates of interest which
create a debt-servicing burden, and by a notable increase in
exports towards the United States.

Ancther scenario worthy of note might hypothetically
include a classjical structural contairment of the fiscal
deficit (reduction of public spending, increased tax earnings
or both), which would have recessive effects on the North
American economy due to the drop in doawestic spending., On the
other hand, these recessive effects could be partially offset
by the reduction in interest rates and by the gradual
devaluation of the dollar which would increase the
compéetitiveness of United States products, Where the region is
concernad, this alternative would be favourable because of the
reduction in interest rates and the possibility of a partial
Hgettlement” of its debt, but it would have an unfavourable
effect on the sale of lts exports in a depressed United States
market. On the other hand, it would increase the
competitivensss of commodities quoted in dollars and exported
by the region to Barope and Japan.

Another projection might embody the expectations of
foreign investors now purchasing dellars in the rest of the
world in order to invest them financially in the United
States. If these sizeable savings were more ar less radically
redwed as a result of the proverbial wolatility of the

oglcal factors involved, the main source of financing
the ¢fiscal deficit and making up for the deficit in the
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balance of payments of the United States might be weakened. If
the money supply rewained restricted and real interest rates
rose even further, as the result of an effort to recover the

external savings lost and even to aveid a sudden and excessive
weakening of the dollar, this altermative would be
particularly harmful to the indebted countries of Iatin
Mmerica. Of course, if this process took place too intensely
and abnuptly, the very stability of the intermational
financial system might be affected.

2. i future scenar
and means of international trade

The above digressions, incamplete and superficial though they
may be, are, however, useful in that they demonstrate the
weakness of the region in the face of external factors and the
impossibility of forecasting the future world scenario. The
alternatives briefly cutlined above are only a few of the

possible scenarios, They may be put together in many
cambinations, may materialize at different rates or may
enbrace possibilities which have not been considered here,
such as, for example, inflationary financing of the United
States deficit.

The vulnerability of the world economy to financial
speculation and the political options adepted in the developed
world, especially in the United States, are the factors which
cause the most difficulty in forecasting the future. However,
in view of the widespread uncertainty which exists with regard
to growth and in the light of the tremendous disequilibria
which now prevail with respect to trade, payments and
indebtedness, it seems reasonable to adopt prudent and
cautious strategies which do not rely too wmuch in the dynamism
of the intermational economy or on the receptiveness of its
markets,

Variocus factors are responsible for the collapse of the
prices of ocomodities exported by Iatin America and the
Caribbean (a decline of over 32%, excluding petroleum prices,
in the period 1980-1985). The first of these was the
overvaluation of the dollar, which had a generally harmful
effect on commodity exports quoted in dollars, causing them to
beccme less oonpetitive on the markets of Euwrope and Japan,
The second factor was the rise in interest rates, which on the
cne hand increased the cost of maintaining enormous stocks of
commodities and on the other reduced the overall prospects for
eooncmicgrwtha:ﬂtherebydanpenedhopesforaru@rarise
in the prices of the commodities affected. Third, the
agrioltural protectionism practised by the United States and
EEC not only caused a drop in imports of farm commodities by
the OECD countries but also made it necessary to compete with
increased supplies in other markets. Fourth, the technological
changes and new patterns of consunption caused an even further
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reduction in the product elasticity of dewand for some
industrial imputs (steel, oopper, etc.) and the inocome
elasticity of demend for same foodstuffs (such as sugar-cane)
in the oowtries of the centre. Finally, in spite of the
recovery made by the United States in the 1983-1984 biernium,
the econanic growth of the CECD oxuntries in the first five
years of the 1980s was lower than that maintained in the past,
in particular where industry was concerned, ard, as everybody
knews, omditypricesalwaysﬂmtamﬂmndoesﬂae
econcnic growth of the centres,

The slow econcmic growth of theoee ocountries
vhich tend to trade the most with Iatin ica and the
Caribbean and the disequilibrium characterizing the
intermational markets are the main factors which militate
againgt the liberalization and miltilateral aspact of trade
policies, Goverrments participated more directly and
effectively in trade negotiations as their hopes regarding the
stabilizing effects of the mwarket forces fell. As long as the

characterize free, miltilateral trada.

The clearest and best known example of this new bias in
the direction of “managed trade” is to be faurnd in the new
Tradeuﬂmiffnctrewﬂypassedbym-gmss pt into
practice by the Ewecutive branch of the United States, which
strengthens the facilities opened to the President to berd the
rules and legislate with regard to trade in services,
Attention should also be drawn to tion 2641/84 of the
Ewropean Economic Comminity relating to the strengthening of
thecmmontradapolicy.hmthercmspimeampleofthis
trend towards managed trade based on the principle of
reciprocityarﬂmdiractbilateralmgotiatia'sisme
increase in ocounter trade and, in particular, in counter

. Counter trade is aimed at alleviating txade
ibria, the shortage of foreign curency and market
redqrctions and losses due to these factors, It is a

traditional form of trade between East and West, which has

amd direct participation of the goverrments concerned, and may

not only bilaterally but also miltilaterally when
practised within the framework of regional or subregional
integration and economic co-cperation agreements.
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3. Scme conclusions

This restrictive scenario based on an unstable financial
picture and the increasing prevalence of managed trade and
counter trade, is likely to beccme more important in the
remairder of this decade for reasons which may be summarized
briefly by way of conclusion,

First, the loes of dynamism of the world econamy, and in
particular the current slow growth of the centres, will
probably contimie in the short and wedium term, creating
aploynent problems in the centres themselves and thereby
giving rise to protectionist pressures, which will operate
selectively, side by side with the mechanisms and expedients
of managed trade. It should be noted that this dbservation by
no means excludes the possibility in the longer term of a

sharp resurgence of the dynamism of the centres, as a result
of the new technologies which are emerging,

Second, the shift of the product and of employment
towards service activities in the cemtres is part of a

thorough-going technological transformation (accampanied by
advances in  microelectronics, biotechnology, energy
diversificatlm,etc),wh.ldnsmwinfullswn'g This great
structural transition causes additional friction as regards
employment in the goods-producing activities, and the
emergence of new industrial activities as a result of the
technological progress made in the centres is begiming to
change the framework of comparative advantages inherited from
the past. While this transformation is coccwrring, the
protectionist pressures on the more traditional sectors of the
econamy are increasing.

Third, within the structure of mamufacturing at world
level, the relative shares of the contribution of heavy and of
light industry in the generation of the industrial product
have been leveling off, Many peripheral countries at an
intermediate stage in their development, and in particular the
"new industrial countries" have bsgun to compete on the world
. market using goods produced by their heavy industry. This

could strengthen comercial competition —=—in the short and

medium terms--, particularly in the cases of the larger amd
more highly developed oountries of the region, which ave
already verturing into these fields. In the longer run, it is
to be expected that the exportable production of the centres
will shift in the direction of activities in which higher
technology is used, which are now in the most active stage of
their development. But the revolutionary technological
alternatives which are emerging cculd also be used to revive
the competitiveness of industries at present obsolete in the
centres,

Fourth, within the framework of these restrictive
scenarios, the region is in a special and different position.
On the cne hand, its industrial products --and this prabably
excludes the products of Brazil—- will not, in the short term,
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reach levels of campetitiveness in the world market comparable
to, for example, those which the newly industrialized
countries of southeast Asia can offer. On the other hand, the
diversification of the region's production and its mid-level
standerds of living keep it, at least to same extent, from
enjoying the “comarative advantage* associated with the low
wage costs, which tend to prevail in the poorer countries of
Asia and Africa. Nor, on the other hand, does its position as
a semi-developed region allow it to aspire fully to the credit
assistance and trade preferences granted within the framework
of intermational co-cperation.

Fifth, in the comtext of the North-Scuth type of vertical
relations, the region as a whole cannot hope to participate in
tlnprefermmidxthemajornmpeanmmtnesacw-dto
their former colonies or to benefit from the special
commercial and financial ties which Japan has been
establishing with the countries of scutheast Asia, The primary
orbit of its relationshipe has its hub in the United States,
which has provided no special commercial preferences with
respect to it. The recently established Carikbean Basin
Initiative seems to have made a number of its concessions and
benefits conditional upon a certain type of behaviowr and on
political guarantees on the part of the recipient countries in
the subregion. On the other hand, it should be reiterated that
the recent increase in exports towards the United States is
due to the economic recovery of that country but that the
short-term forecast is for a weakening of the growth trend in
the United States and that in the medium term, its trade
deficit appesrs to be approaching limits at which it will be
difficult to sustain.

In light of these factors and of the general exacerbation
of protectionist pressures, it will not be easy for the Latin
American countries to achieve a fluid and dynamic expansion of
their exports to the markets of the centres or, in general, to

at intemational level. The future plans for the
region's external trade activities should give consideration
tomisrestrictiveintenatimﬁlscenariomﬁchthmatmsto
throoghout this decade, therehwy affect:l.ng the
:I.ntematianal financial situation of the region.

Adherence to two central quidalines may, perhaps, help to
orient the action of latin America and the Carikbean. They are
complementary, and each one strengthens the cther. On the one
hand, the need is emerging to organize and exert stromger
ba:gaining which can stand up to the rest of the world
and, in particular, to the developed countries. On the other
hand, it has become imperative to check the deterioration of
m—mimmwmmmmmmms
which can be applied intensively to its revitalization by

strengthening regional integration and co-cperation.
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These two basic approaches are based on gquiding
principles which are permanently valid but take on new
significance in the present world and reglonal econcmic
scenario. Awareness of the current crisis has been expressed
in political and institutional frameworks of such importance
as the Iatin American Econamic Conference held at Quito in
Jarmary 1984, The joint consideration of the problem of the
debt alsco gave rise to a series of meetings held under the
Cartagena Consensus, in which emphasis has been increasingly
laid on the close relationship between debt and trade in the
present regional crisis.

D. POSSIBLE ALTERNATIVES FOR ACTION

1. stral elements: ion
and import substitution
at regional level

The cbjective of pramoting exports is clearly understood by
the Iatin American countries at the present time, and there is
no nead to dwell on it in this document. The unusual reduction
of imperts during the first five years of this decade was
associated with the all too well-known and painful recessive

to which consideration has already been given. The
social cost of the policy responsible for this reduction is
difficult to sustain in the medium term and mist be replaced
by a policy of import rationmalization and selective
substitution in order to supply the basic needs of the
population and satisfy the urgent requirements for irputs and
equipment needed to reactivate domestic productive apparatuses
and to resume econamic development.

The development and pramotion of exports and the
selective rationalization and substitution of lmports are two
camplementary and indispensable ways of generating the trade
surpluses needed to relieve the external asphyxia due to the
debt burden now borme by the region. This does not mean
overlocking or underestimating the need to continue the
struggle, in the financial realm, for a more ecuitable
distribution of the tremendous burden of the external debt.

The foreign economic policy of each country of the region
is affected by a variety of factors peculiar to each of them
which are associated with the nature and composition of their
exportable production and their absolute and relative econcmic
size and also with the demands and problems which arise out of
the econamic situation (inflation, unemployment, etc.) which
doviously differ significantly in:each case. Each cauntry's
camercial policy provides for foreign trade instruments, such
as subsidies, tariffs and exchange rates, many of which also
reflect, at least partially, conditions due to the damestic
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econamic situation, 'mis,l'mever,mtmrtasmobsmleto
the exploration of areas of covergence and co-cperation
within the general structure of the cammercial policy which
the various courtries may adopt in the future.

Import substitution amd  export promotion are twe
interdependent and oaplemerrtary strategies with a regional
dimensicn, which can be viesed in combination with the efforts
mu.dleamm:ymstmakeatnatimllmlinthlsfield.
Mary individual coomercial policy instruments may be used
together at regional level with the dbjective of export
proootion and import substitution.  In this connection, it is
noted in an BECIAC document that "potentially the growth of
intra-regional trade has a dably dymemic effect. Over the
short temm, it allows for the utilization of installed
capacity by inreasing exports. Moreover, as far as imports
are concermed, the efforts made by individual countries to
substitute them can, to a large extent, enhance the productive
capacity of the region as a whole, thus substantially
diversifying the oppartunities for substitutian. In order for
this two-fold effect to take place, it will be
simltanecusly to strengthen regional trade and finmancial
arrangenentsinosrdertomakeltpossjbletommeuseof
internationally convertible currencies. To the extent that it
did not affect exports to third countries, the intensification
of trade and of the concomitant effort to substitute imports
at the regional level would free resources that oould be used
to import from the centres those goods which latin America is
not in a position to produce™.2/

Anuportaahstimtionpmssestabliatm at regicnal
level works in combination with and provides a necessary
corplement for export promotion at national level., If all
Latin American oomntries increase their imports from Latin
America and the Carikbean, they will all, as a logical
caunterpart, be pramoting their exports to the region. In this
connection, the docoument quotad above goes on to make the
following observation: "There is, however, a group of
countries that ate in a better pasition to proancte both the
Import substitution process and the intensification of
irtra-regional trade. These are the large countries and same
of the medium-sized contries which carry a great deal of
weight —or could so-- in intra-regional trade. Some of them,
such as Argentina, Brazil and Mexico, export a relatively high
volume of manmifactures to the region, In the case of
Venczuela, its high puarchasing power is due to the fact that
it s an oil exporter. These countries could increase their
saless within the region if they first increased their
parchases from the region. Their more highly diversified
productive power enables them to offer a much wider variety of
gocds to the region®.3
. Those ocountries which are relatively less well developed
aconanically and produce a smaller variety of goods for export
may have to pay a certain additional cost on purchasing
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marufactures from the more highly developed countries of the
region, by comparison with what they would pay for the same
marufactures imported from the centres, but the possibility of
making such a sacrifice would be offset by the savings made in
carvertible currencies and the intermal econcmic reactivatien
realized as a result of paying for merchandise with exports of
other merchandise,

Viewed in this way, import substitution on a regional
scale operates like an export-promotion policy for each
country participating in it, and a process is conceivable, or
in any case lies within the realm of possibility, in which the
region provides substitutes for imports at such a rate that
its coefficient of trade with the rest of the world declines
while at the same time each country within the region
increases its trade as a result of its opermess to trade with
the other countries in the region. However, the strategy
outlined by no means calls for a shift, even in relative
terms, in the region's econamy since, strictly speaking, the
reduction in imports has been caused by the recessive
adjustment. The approach proposed is aimed rather at
rationalizing imports from the centre countries. In view of
the current reduction in our import capacity and at creating
conditions mere apt to favour an increase in esports cutside
the region. The latter would result fram the increased
oampetitiveness which the region's goods would gradually
aoquire on the world's market through the well-known econcmies
of scale amd the specialization achieved as the regional
market expands. From this point of view, the imward-directed
development and integration process also promotes the region's

and bargaining power yvig-A-vis the cutside world.

Within the framework of these general guidelines, mention
may be made of same mechanisms suitable for use in the
attairment of such cbjectives.

These instruments are, in general, able to function on

illustration of the fact that everything which increases
regional cochesion, alsc increases the region's autonowy and
bargaining power vis-d-vis the rest of the world.

2. Regional action

Concrete measures for increasing the economic links within the
region amd solving the pressing problem of the external debt
include, first and foremost, those already agreed to ky the
at the Latin American Economic Conference held at
Quito and the second meeting of the Council of Ministers of
Foreign Relations of the latin American Integration
Association (ALADI) and in the Cartagena Consensus.
Measures which might help to bring intra-regional trade
back to the levels at which it once steod include:
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_ enterprises, average,
4o%ofu1ﬂnmportsorlatinmimnmtriesinthe
exterior. It is alsoc a significant importer of capital goods,
fuals and foodstuffs. Negctiatiaubemstatemtitiesmﬂ
-mberprisesajmedatdivertingmoftlmeptmdasea(m

parhaps) towards the region would have an immediate effect
tha of regional trade, It showld be berme in mind
a rumber of State-controlled bodies are exempted
the payment of custons duties and other charges levied on
imports which make such megotiations difficult. Furthermore,
if state purchases are made primarily in the econcmically less
well developed countries of the region, which find it more
difticilt to realize their export potential on the world
market, it will be possible to do away with soame trade
imbalarnces which are largely respensible for the paralysis in
world trade;

1i) freezing non-tariff restrictions on regional trade and
proceeding towards their gradual elimination, in view of the
fact that swch restrictions seriously Jjeopardized the
achievement made in reciprocal trade after a great deal of
effort. latin American countries suffer major imbalances in
their economic relations with the industrialized centres,
particularly in those balance-of-payments items which
to services, so that there is no justification for applying
non-tariff zastrictims to regional trade as rigorously as to
trada with third-party countries:

iii) extension of the regional tariffs preference beyond
its present symbolic meaning. The real effectiveness of this
mechanism depends on its application in conjunction with cother
measures, such as the elimination of non-tariff restricticns
on regicnal trade, the actual application of tariffs to State
parchases and the lifting of the wmwany provisions for
exceptions which exist in Iatin America and the Caribbean;

iv) systematic exploration of the possibilities for
counter trade in bilateral and multilateral approaches to
reciprocal trade, making use, wherever appropriate, of the
institutional frameworks and mechanisms contained in regional
and subregional economic  integration — arrangements.
Oonsideration of the usefulness of this mechanism in trade
relations with developed countries and thelr transnationals
and in trade with other regions of the world;

v) joint consideration of the prospects for and viability
of a scheme whereby the more highly developed countries of the
region, which are usually the most active participants in
regional trade, would form nmltinaticml marketing entarprises
aimed at promoting greater fluidity in the recycling, within
or outside the region, of products purchased under counter
trads agreements, in particular products from Latin American
and Caridbean countries vhose eportable production is not
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diverse. The presence of such marketing enterprises,
organizedmﬂmemmmrofthoseinﬂuedevelopedwld would
favour interregional trade, the formalization of counter trade
agreements and the possibility of selling, in the region or
abroad, products which the least developed countries in the
region are able to export;

vi) erhancement of reciprocal payments and loans
agreements by extending the real payment periods, increasing
creditmarginsazﬂmamellmgalargeshareofregianltnda
through such agreements; at the same time trying to link this
mechanism to counter trade agreements in so far as the
financial and monetary part of the payments is oonoerned and
exarining the possibility of extending initiatives such as
that representad by the Andean peso of the countries in the
Andean group to the rest of the region;

vii} strengthening and develogment of export credit
financing and insurance mechanisms, in particular with regard
to manufactures of durables and to capital goods. In
comection with the latter, it is possible that, in view of
the large variety of possibilities offered by the capital
goods produced for export among the countries of the region,
it would be preferable to use export subsidies for same of
those Latin American countries which are farthest ahead in
this branch of industry instead of gqrantirng tariff preferences
in the less well developed purchasing coumtries. Thas, the
cost of the subsidy in local currency would be borme by tha
exporting country rather than by the purchasing coutry, which
would pay in foreign currency a price equivalent to that which
would be paid for a product from an industrialized courttry;
viil) exploration of mechanisms designed to ensure that the
surplus countries of the region --usually those of large size
and further ahead in developmert-- would use scme of the
foreign currency derived from their trade to prumote joint
investments which would diversify and increase the products
available for export in their deficit trading partners;

ix) consideration of the advisability of sponsoring
negotiations among entreprencurs in the public and private
sectors and imluding the importers arnd exporters of the
region for the purpose of setting up new trade links on the
courtries and holding disoussions with the agents most
dirvectly imvolved concerning the potential and chstacles of
intra-regional trade. Initiatives aimed at those goals have
already been taken in the Andean Group. It is also
to create a flexible and up-to-date system of information on
pessibilities for reciprocal trade and regional import substi-
tution, which would facilitate the formulation of policies
designed not only to increase intra~regional trade hut also to
co-ordinate the bargaining power and negetiating efforts of
Latin American countries which are purchasers or exporters of
a product commonly traded in the rest of the world. There are
ofcmrsec:nlyafewofthemeasu:ceswhimmaybeappliedto
activate the econamic links among the countries of the region.
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At the instituticmal level, stress should be laid on the
need to strengthen regional and subregional integration ard
co-operation bodies and make them wore operational, since
those are the entities which can implement the agreements and
guidelines issued by goverrments at the highest political
level. There is need to find cut how to narrow the gap between
political will and the implementation of decisians, which are
in many cases watered down or are far removed from the purpose
for which they were originally designed.

One particularly significant issue is the i
of the links within AIADT hetween the Andean Group and the
other mewber cowtries, since this oould provide the
Association with a new dynamic apd at the same time strengthen
the Andean Group itself.

3. Intermatjonal neqotiations
a) The external debt
The tremendous size of the external debt and its

hurdensome servicing is one of the most seriocus problems with
which the region has had to cope. It has created a thormny
gituation imvolving an external bottleneck and clearly
demonstrates the dependence of the countries and the
limitations on their freedom to adopt the econcmic policy

decisions which they regard as most appropriate when viewed in
the internal ard external contexts.

There can be no doubt that the management and
renegotiation of the external debt has engaged the efforts and
capacities of the soomomic authorities of the region to the
hilt, in particular over the past two years. In spite of the
fact that the renegotiations were carried cut separately for
each country of the region with IMF and the creditor hanks,
progress was also made in the direction of agreeing on some
basic criteria and establishing a flexible and effective
consultation and follow-up mechanism through the
onsensus., These basic criteria were laid down by 26 Iatin
American and Caribbean countries in the Quito Plan of Action,
while ten ocountries members of AIADI (Paraguay was not
present) and the Dominican Republic participated in the
Cartagena Consensus.,

The external debt will continue to be a crucial issue for
the large majority of contries of the regicn for many years,
in particular if the high real interest rates and currently
fesble and inadequate financial flows are maintained.

The scenarics which are swgestad, if there are no
decisive changes in interest rates and in the access to new
financing which is less burdensome than at present, reflect
situations imvolving a sericus bottleneck in the extermal
sector of many Latin American countries, at least for all that
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remains of this decade and inte the 1990s, which will
wdcubtedly have a negative impact on their rates of econamic
development.,

The altermative of carrying the discussion of the ILatin
American debt into the political arena of the industrialized
countries seems to have taken shape in the proposals recently
made by the Secretary of the Treaswry of the United States
(the Baker Plan). The contries of latin aAmerica have,

however, made the inadequacy of this proposal clear, in
particular through the Cartagena Consensus., Moreover, the
accumlation of factors which are negative for the region,
such as high interest rates, the curtailmwent of financial
flows, the deterioration in the terms of trade, the growing
protectionism practised by the industrialized centres amd
certain structural maladjustments in the world econcmy which
have still not been corrected, can induce —-and indeed are
inducing—- countries to take a more categorical attitude than
they have so far. Thus, for exanple, the recent sudden and
very prenounced drop in oil prices will doubtlessly force some
of the region's large exporters to change their negotiating
position where the debt is concermed.

International co-cperation continued to be necessary for
solving many of the problems besetting the world economy. The
North-South dialogue has deteriorated in the 1980s, Its
indispen=able revitalization calls for a new strateqy and for
approaches to negotiation, in which the groundwork and rules
of play used in the past are ewchanged for others which will
allow the developing comtries greater participation amd
weight in intermational negotiations.

i) Content of the negotiations. A lesson which can be
usefully drawn from the experience gained in North-South
dialogue in a mmber of forums involves the restricted anmd
segmented content or climate in vhich these negotiations have
been carried out,

For the developing countries, this segmentation of issues
and of the negotiations in general has been very costly,
basically for two reasons. First, it has made the process of
co-ordination and joint action more difficult for them, and
second, it has brought their bargaining power to very low
levels.

ii) S alrgl modes SCIOT ] A o) f RPEOCe 1|
E:q:eriame with previms rounds of mltilatea:al trade
negotiations, in partionlar those conducted within the
framework of GATT, has shown that a global negotiation has
limitations in so far as an attapt is made to co-ordinate and
integrate the interests of all countries.

Given the asymmetry in the powers deployed by developed
and developing countries, it has always tumed cut that the
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negotiations are focused primarily on solving the trade
preblems besetting the industrialized countries, and the
United States, the Buropean Comunity and Japan in particular,
in their reciprocal relations, =0 that the interests and
cbjectives of the developing countries are confined to a
marginal position.

The alternatives t0 a new round of miltilateral
negotiations with global participation by developed and
developing countries could be either a basically North-South
negotiation or an arrangement vhereby the developing countries
enter into these negotiations with each of the main
industrialized countries or groups of countries separately
rather than with all of them at once. Ancther alternative or

poesibility which might be worth exploring would
be to seak to hold a special regional negotiation on problems
which coenfrant it more specifically in its dealings with the
developed market economy oountries and with countries with
centrally plamned economies. Without abandoning the
negotiating platform which the region has constructed with the
other developing regions (in particular, the Buenos Aires
platform adopted in 1983), negotiations could be scught with
thesa groupe of countries on prublems and issues of particular
importance in their international econamic relaticns.

It should, however, be stressad that a basic prerequisite
for developing countries being able to enjoy and benefit frem
any of the types of negotiation suggested above will be the
strengthening and enhancement of the mechanisme for
concertation and co-ordination among them in organizing a
reply to the challenge represented by the stagnation of
intermational co~cperation and a joint strateqy for dealing
with it. Ooviously, the preparation, co-ordination and
implementation of this ambitious and difficult task weald be
mich easier if the Group of 77 had its own specialized

secretariat, such as CBECD represents for the industrialized
countries,

: The main requirements for the success of a new and more
eguitable, healthy and dynamic system of trade have already
been noted by UNCTAD and are briefly outlined as follows:

i) The trade system of the future has to support the
procese of Qynamic growth and structwral change of the world
econamy. Protecticnism and its discriminatory aspects in
particular are to a significant degree a reflection of the
structural rigidities which characterize the world econamy.
The hypothesis that structural adjustment woild autamatically
take place if the market forces were brought freely into play
has proved historically incorrect. It is therefore necessary
to regard structural adjustment policies as a new dimension of
the future trade system.
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ii) There is need to create a satisfactory system of
safequards in order to be certain that the problems and
difficulties which will inevitably arise at times are solved
in a transparent, predictable, non-discriminatery and
ecuuitable marmer.

iii) It is necessary to pay attention to the way in which

artside the present system of trade or not absorbed
adequately by it are dealt with in the future. These processes
include restrictive trade practices, a large share of fam
comodity trade, trade in services, and the transactions of
transnational ocorporations and of State trading enterprises.

iv) The trade system of the future mist provide a
framework in which the development of trade relations among
subsystems can be provided for satisfactorily. Net enly do
integration and economic co-operation graupings, such as EEC,
the Burcpean Free Trade Association (EFTA) and the Council for
Mutual Econamic Assistance (OMEA), exist in Europe, ut there
is also a growing tendency towards such subsystems, at the
s.lbm;ia'nl regional and interregional levels, in the

oping world.

v)mwﬂieriuportantaspectofthenwsystmm
the treatment which should be granted to developing comtries.
The Generalized System of Preferences meets this issue only
partially. Apart from the fact that it has still not been
permanently incorporated into the trade system, its scope and
impact have been weakened by the dntroduction of new concepts
such as those of graduation and reciprocity. The future trade
system should resolve all these shortcomings and establish a

meamngfullinkbetmmtradea:ﬂdevelm
vi) The muitilateral trade system which was created in the

the cbjectives of full employment, currency stability amd
transfer of sufficient rescurces to developing countries.

It is obvious that the achievement of the objectives
referred to, which are geared to a New Intermaticnal Economic
Order, will not depend exclusively on action undertaken by the
developing countries in this connection.

An important oconsideration which will have to be

ted in future negotiation is that the present order
does not work for the developing countries. The changes and
reforms which mast be negotiated must be aimed at weeting the
interests of all the parties to the benefit of the
intematicnal commnity as a whole,

d) t and rew 1 of

The action which could be agreed upon at regional level
is basically of two kinds. The first kind of action is
basically of a preventive nature and is aimed at aveiding the

application of new measures, and the second kind is aimed at
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to protectionist measures which are applied to the
region and affect its interests.

It would alsc be of great importance for the region to be
able to obtain accurate information concerming the cperation
of mechanisms for taking protectionist decisions in the main
industrialized markets so that they can attempt to take action
vhich prevents injury and does not result in interminable
processes of reprisal.

With respect to measures taken in response to
protectionism, Iatin America should be better prepared to
apply retaliatory measures to exports to the region from
developed countries. A symmetrical treatment could also have a
preventive side in that industrialized countries considering
the application of protectionist measures would give careful
consideration to the negative impact which the retaliatory
measures which the countries of the region could adopt might
have on their econcimies or enterprises., At the same time, the
use of such measures would put the negotiations ‘on a more
pelitical footing: broaden their scope in that they would no
langer be confined to a single sector or cammodity once the
range of commodities covered in them was extended, amd
increase the participation of various intereste affected by
such measures, This would make it easier to look at the
problem as a whole and could result in more appropriate and
rational eclutions from evervbody's point of view.
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II. TRENDS IN THE EXTERNAL EQQNOMIC REIATIONS OF
LATIN AMERICA AND THE CARIBEEAN

The concentration of the large trade circuits inwolving
certain countries to the exclusion of cthers and certain types
of products (services are not considered here) and not the
rest is a phenamencn which may be termed "segmertation of
internaticnal trade".

The segmentation of trade may have its origins in ancient
historic, econamic and political scurces, some of which are
related to past colonial or political ties binding nmations
vhich are now independent. Nevertheless, our main oconcern in
this paper is to examine the processes which have heightened
this phencmencn over the past 15 years.

Foremost among such processes are those rooted in certain

integration constitute the most typical example.

However, discrimination with regard to trade flows from
and among oountries not participating in such grogpings has in
recent years been expressed in new ways which have tended to
promote the segmentation of intermational trade. These new
forms of discrimination have heen related in particular to the
kind of protectionism which has predominated in the trade -
policy of the industrialized countries amd its
outside the purview of the rules and abligations asscciated
with the application of the GATT regqulaticems.

The protectionism which has emerged particdlarly in the
past decade is essentially bilateral and is increasingly
foreign to the use of the principle of multilatarality to
resolve current problems. Agreements with voluntary restraints
based on bilateral reciprocity have beccme more commcn, and,
what is more, new schemes of preferences have sprung up as 2
result of this process.
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The various kinds of counter trade (barter, counter
parchase, bkuy-back deals, or bilateral, tnangularard
miltilateral payments agreements) have bheen
prowoted by public authorities, and might now embrace 20% to
25% of world trade, according to estimates made by UNCTAD.

The accentuation of the commercial and financial
disequilibrium cbserved in international economic relations
may have glven rise to the increase in these discriminatory

comection that when market machinery appears to be
illusionary or nonexistent in so far as its ability to keep
the balance is concerned, and the mechanisms of intermational
co~operation demonstrate their inefficiency te check the drift
towards structural disequilibrium (or even their total failure
to operate), it is then that the new rules of play based on
reciprocity come into force. The deficit and debtor countries
are urgently compelled to seek equilibrium by exercising
vigllance over their balances of payments at bilateral level
or with the main surplus countries as a whole.4/

The large marketing enterprises have played an important
role in arriving at these counter trade and managed trade
agreements. They have also taken very significant action in
other cases to create trade circuits or to activate circuits
already in existence and have succeeded In opening wp or

markets for the commodities in which they trade.
me financing granted by mtenntimalbarﬂwwert‘m
past decade has also been an important factor in
and exparding dynamic trade flows in this setting of
disequilibria of the world economy, The intermaticnalization
of banking has been ancther salient characteristic of the
world econcy, especially over the past decade.

Both in the perioed of rapid expansion of intermational
liquidity to which they contributed prier to 1981 and in the
period of the debt crisis which more recently affected the

countries, the large intermational banks have
cpenly influenced the development of international trade. The
figures relating to the external debt show that it is very
mich concemtrated in a small mmber of countries. Those
courtries enjoyed advantages in the conduct of their foreign
trade by cowarison with other economies which did not have
similar access to sauwces of private financing.

The internationalization of production processes is
samething else which has gathered steam in the past 15 years
ard has contriluted to the segmentation of intermational
trade. Thus, the stages of work necessarily involved in the
production of a final good are divided from design to
termination, in various packages of cperations carried cut in

mtedmdiffemtcmmtries

The novelty here does not lie in the actual division of
the sequence of production on an international scale since
this has been traditicnal in industrial processes relating to
the use of raw materials and other inputs of agriculbural or
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nining origin. In the past 15 years, however, this practice
has been intensified by incorporating two special features
vhich affect the trends of international trade,

First, the internationalization of production processes
has been extended within the various kranches producing
marmfactures, and secondly it has been promoted by large
transnational corporations. The latter frequently produce a
given article from the design to the marketing stage, and this
sets p trade flows among different countries within the same
firm; in other cases, the corporations comtrol the entire
process through direct means, oopleting only part of it
directly. Finally, there is also the case of simple
co-participation in which there are no special control
ingtruments but all the participating enterprises have a very
direct interest in the cutput of the total process.

An examination of the growing internaticnalization of

important econcmic phencmena which, although they do not
always cause them, lie at the rooct of the new discriminatory
trade practices of goverrments and the activities of large
2 enterprises and internaticnal banks, which have
affected the conduct anid structure of intemational trade over
the past 15 years.

The intermationalization of production reflects the
degree of dynamism shown by international capital wovements,
the effects of techrnological charge on the productivity of
production factors and the differences in the cost of the
latter. Thms a cawbination of economic forces are brought into
play, and they are responsible for the basic conditions neaded
for the creation of trade flows and for the replacement of old
trade flows by new ones.

In the past 20 years, the world econcmy has been marked by
instability and growing disequilibria, In global terms of
production and trade, however, different stages are dbserved,
which are reflected in the figures shown in table 1.

In the last five years of the 1960s, the postwar cycle of
expansion ended, and in the next five years the first signs of
the corisis now afflicting the central ecorxmies became
avident. The monetary system based an the Bretton Woods
agreements broke down, and the fivst impact of the rise in oil
prices was felt, The resulting instability ended in 1975 with
the contraction of world production and exportation. This was
followed by two 4-year periods with opposing characteristics.
As table 1 shows, there was a period of revived
between 1976 and 1979 followed by ancther period of unrelieved
stagmticn between 1980 and 1983,
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Table 1

WORLD FRODUCTION AND TRADE

Chverage annysl percentage chenge in volume)
Period Production Exports Yeor Production Exports
1963-1973 6 8.5 1978 4 5.5
1$73-1963 2 3.0 197 4 6.0
197% 2.5 3.5 1580 1 1.5
%75 -1 -3.0 1981 1 0.0
1976 7 11,0 1982 -2 2.0
1977 4.5 4.5 1983 3 2.0

Source: GATT, Internatjonal trade 19§0/1981, Geneva, 1981, ond lnternational trade
198371984, Geneva, 1984.

Within this global evolution of world production and
trade, the tendency of the latter to segment has increased.
Instability, disequilibria and segmentation seem to be related
to similar phencmena which have structurally affected the
developwent of the main market economies. Scme of these
phencmena are considered below: however, the phencwenon which
is a cause for concern in and of itself ia not reflected in
the aggregated indicators shown in table 1, but rather in the
asymtriesdisplayedasitsomwﬂltputshwedeveloped

tendencies of international trade to segment are
reﬂectedinthed:angesintheompositimofhmmtimal
trade and also in performance of trade flows by types of
products ard by countries of origin and destination. World
trade trends during this period show great asymmetries owing
to the concentration of the more dynamic trade flows on
certain types of goods (it is worth repeating here that this
analysis does not take services into account) and among a
limited mmber of countries.

The most outstanding feature in the development of the
composition of world trade by types of products is the sharp
decline in the relative share of primary products, with the

of mineral fuels. Between 1960 and 1920, their share
in world trads fell from 43.2% to 23.5% (see table 2). The
sharpest oontraction recorded was in agricultural raw
materials (fram 10.8% to 3.8%).

The share of mineral fuels in commercial trade remained
relatively stable during the 19608 and the first years in the
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Table 2

SHARES OF MAJOR COMMODITY GROUPS IN WORLD ENPORTS

(Percentages)

Products (showing SITC
sections and chapters) 1960 1965 1970 1975 1980
ALl food prochscts (O+1+4+22) 19.4 18.4 14.7 13.2 1.2
Agricultural raw materials

(2 mirns (22427+28)) 10.8 8.1 5.8 1.9 3.8
Mirerals, ores and metals

(2T+EBHETHEB) 13.0 12.2 12.8 9.7 3.5
ALl mon-fuel primary

comodities 43.2 38.7 313 2.8 3.5
Fuals (3} 9.9 9.6 9.2 19.4 ar
Manufactures

(5 to & minus (AT+58)) 45.7 50.1 55.5% 52.1 51.3
ALL products (0 to 9) 100.9 100.0 100.0 160.0 100.0
Jotal value of world exoofis

¢in bi Llapg) 127.9 186,4 312.1 arR.2 19730
Excl fual
AlL food iteme .S 20.3 16.2 16.4 1%.7
Agricultural rew materials 12.0 2.0 5.4 4.8 5.0
Minerals, ores and metals 14.4 13.5 4.1 12.0 1.1
ALl primery commoclities 47,9 42,8 3.7 33.2 30.8
Manufactures 50.7 55.4 61.1 64,6 &T.2
AlL fuels 1g0.0 100.0 190.9 1000 100.9
Tota (I wor

axcluding fuele (in billions

of US dollgrs) 115.2 154.5 8.4 3.0 1508.4

Source: UNCTAD, World Commedity Trade: Review and Outlook (TD/B/C.1/238), Geneva, & May
1983,
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1970s, declining only slightly between 1960 and 1970 (from
8.9% to 9.2%). The increase in petrolam prices resulted in a
sudden change in their percentage share, which rose to 19.4%
in 1975 and to 23.7% in 1980. Since then this figure has
tended to decline.

Trade in mamufactures followed a path opposite to that
cbearved with regard to primary products. Their relative share
in total world trade rose notably in the 1960s (from 45.7% in
1960 to 55.5% in 1970).

The dynamism of trade flows of mamufactures is more
apparent when mineral fuels are excluded, as may be chserved
in the perwltimate line in table 2. The relative share of
manfactures increased steadily, rising from 50.7% in 1960 to
61.1% in 1970 and to 67.2% in 1980.

This demonstrates a fact of importance for the analysis
of the segmentation of intermaticnal trade: dynamic flows in
international trade in goods occur primarily in connection
with mamufactures. In the course of the two decades
considered, marmfactures increased their share in world trade
(excluding fuels) from half to over two-thirds.

The drop in the share of trade in primary products in

has been characteristic of the entire postwar perioed,
upholding the forecast made by ECIAC back in 1950. Those
gstinates were based on consideration of the following

"a) The share of primary gocds in glcbal spending or

demand declines as income rises;

"b) Commodity substitutions are beccmim_; increasingly

widespread;

"e) As technical progress is made the share of primary

in the value of finished goods decreases;

"d) Protectionist policies and other instruments in the
industrialized countries narrew the access of
comodities to markets, !5/

These factors have remained valid, having a negative
effect on demand for primary products. In recent decades,
technological progress seems +to have intensified the
subetitution of the oommodities referred to in b) ard c¢)
above, with consequent effects on both their volume and their
terms of trade.

b} The predominance of the developed countrijes
in world trade

The many alterations which have been made in
international economic relations during the past twenty years
haveresultedinmsubstantialdmangeinthegeogramical
orientation of the main trade flows. The centre-periphery
system has contlmedtobeduaracteruedbymepredminance
of the industrialized wmarket economies in intermational
trade 6/ (see table 3).
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Table 3

WORLD EXPORTS BY MAJOR AREAS, 1963-1982

{In billions of US dollers and showihg percentage sheres)
Devel coun
Industrial Tradi tional Others Eastern Wor ld
Areass oil-exporters countries
Year
Value X value X Valye % value x Value %

ledustrial 1963 70 45.1 [ 2.3 18 1.7 4 2.3 o 84,0
areas 1968 18 9.5 [ 2.6 2 10,5 & 2.7 161 &7.0

1973 2% 5.1 16 2.8 53 9.2 18 3.2 31 68.0

1975 mn 43.5 47 5.4 a8 9.5 3 3.7 558 63.0

1978 585 .9 e 6.1 L4 .3 42 3.2 846 &4 .0

1979 7 45.0 7 4.7 151 9.2 51 31 1034 63.0

1960 845 42.5 100 5.0 184 .3 5¢ 3.0 1217 61.0

1581 796 40.6 119 6.1 o, 7 57 2.9 1196 &1.0

1982 768 41.7 14 6.2 1R 9.3 52 2.8 1135 1.0
Traditional 1963 7 4.3 0 0.0 2 1.3 0 0.1 9 5.0
oiL-exporting 1968 1 4.6 0 0.0 H 1.0 0 0.1 14 5.0
developing 1973 3 5.7 0 0.0 7 1.3 1 0.2 [ ¥4 7.0
countries 1975 a7 9.8 1 0.1 A 2.5 2 0.3 113 12.0

1978 m 8.6 2 0.1 8 2.1 3 ‘0.2 146 1.0

1979 164 10.0 3 0.2 ) 2.5 & 0.2 213 13.0

1980 276 1.4 4 0.2 o 31 H 0.2 299 15.9

1931 206 10.5 & 0.2 56 2.9 & 0.2 273 13.0

1982 159 8.6 3 0.2 52 2.8 5 0.3 222 12.0
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Table 3 (concl.)

Destination Developing ¢ountries

Inchsstrial Traditional Others Eastern vorld
areas oi |- exporters countries
Year
origin Value % Value % Value % value % value
QOther 1963 16 10.2 0 0.3 [3 2.8 2 1.0 23
developing 1968 21 8.7 1 0.3 [ 2.4 2 0.8 30
countries 1973 48 8.3 2 0.4 13 2.2 [3 0.8 68
1975 43 7.2 ] 0.7 1% 2.2 8 0. kd
1978 106 a1 1" 0.8 30 2.3 10 0.8 159
1979 1™ 8.0 13 0.8 42 2.6 12 0.7 201
1980 162 8.1 18 0.9 55 2.8 16 0.8 256
1981 166 4.5 20 1.0 60 3.1 16 0.8 268
1982 158 8.6 19 1.0 58 3.1 15 0.8 255
Eastern 1963 4 2.3 0 0.1 3 1.7 12 8.0 19
countries 1968 [ 2.6 1 0.2 [3 1.5 17 7.0 27
1973 16 2.7 2 0.3 7 1.2 33 5.7 57
1975 24 2.8 & 0.4 10 1.1 48 5.5 86
1978 k) 2.6 7 0.5 16 1.2 70 5.3 126
1979 .3 2.8 7 0.4 19 1.2 Fad 4.8 152
1980 k14 2.9 7 0.4 F 1.2 & 4.5 178
1981 ST 2.9 1" 0.4 26 1.3 Ll &.6 185
1982 59 3.2 13 0.7 26 1.4 o5 5.2 193
wortd 1963 100 64 .4 H 2.9 28 17.9 18 1.6 155
1968 160 67.4 8 3.2 28 15.8 26 10.7 238
1973 &M 9.7 21 3.6 82 14.4 57 9.9 574
1975 568 64.8 58 6.6 135 15.7 92 10.5 a7rs
1978 852 65.5 99 7.6 200 15.3 126 9.7 1303
1979 1099 67.2 100 6.4 25¢ 15.8 147 9.0 1 635
1980 136 66,2 131 6.6 132 16.7 172 8.7 1 989
%81 1248 63.7 155 7.9 342 17.4 170 8.7 1 960
1982 1167 63.3 151 8.2 316 17.1 169 9.2 1843

Seurce: GATT, International Trade 19862-1983, Appendix, Geneva, 1983.



Table 3 shows that during the 1960s, the 19708 and the
first years in the 1980s, the industrialized market econcmy
comtries maintained a share in world trade higher than 60%,
whether they were countries of origin or countries of
destination of exports. Although the rise in real prices made

1975 ard 1980 (a drop of nearly 5% on

of cver 1% on the second), there has
been no sustained drep in these trade circuits. In addition,
trade by the industrialized ocountries among themselves
represents over 40% of world exports.

Exports by the countries members of the Organization of
Petroleum Exporting Oountries (OPEC), which are designated in
the table as "traditional oil-exporting developing countries*,
have, of course, behaved in accordance with the vicissitudes
of the international hydrocarbons market. In any case, this
%rlmphasbemthemipimtofanmmglyhrgetradn

oM.

Exports fram "other developing countries® show a dynamism
which was unexpected in view of the drop in the share of
primary products in world trade. The share of these export
flows in total world trade has been rising steadily since
1575 (11.3% in 1975, 12.9% in 1980 and 13.8% in 1982).
This trend 1reflects the rapid growth in exports of
mamifactures frem a group of third world counmtries, a point
vhich will be dealt with later on.

The increase in trade among developing countries,
including those which are not members of OPEC as well as thoge
vhich are, is also worthy of note. Fram 1973 on, their share
in world trade has risen steadily --fram 3.9% in 1973, to 6.9%
in 1980 and to 7.1% in 1982, when intermational trade flows
cantracted. Neverthaless this still represents a relatively
small share of world trade as & whole and does not threaten
the primacy maintained by the industrial countries in it.

The pre-eminence of the developed ocountries in
international trade shows up more clearly in the case of
mamufactures, Table 4 shows that over 80% of export flows of
marufactires originate in the industrialized ocountries and
also that over half of the manufactures traded are traded
amcng thosle cauntries exclusively.

In addition, the participation of the developed countries
in trade in primary products, which increased in the 1960s apd
the 19708,7/ is developing in a way which strengthens the
position of those countries' econmmies in world trade as a
whole. The hefty rise in productivity, particujarly in the
United States, and the increase in protectionism in the
industrialized countries inh general, in ocorbination with the
insufficient growth in production shown in the developing
countries have been decisive factors in this phenhomencn. Thus,
the economies of the northern hemisphere have been less
strongly affected by the marked decline in the participation
of primary products in world trade menticned above.
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Table &

EXPORTS OF WANUFACTURES BY GROUPS OF COUNTRIES */

(Percentages)

Fram Developed Developing Centrally
Year Morld market warket planned
ecopamies  economies  economies

To 4} (2) (3) (4}
1. world 1965 100.00 64.34 23.46 11.43
1970 100,00 68,37 20,32 10.8
19755 100,00 61.67 25.94 11.90
1980 100.00 64,00 26.33 9.20
1989 100,00 61,52 29.28 8.6
982 100.00 61,97 28.35 ¢.00
2. Developed 1965 B4.24 60.84 19.89 3.03
market 1970 8495 63.84 ir.09 349
econoni es 1975 84 .34 56.41 22.25 5.30
1980 8z2.75 57.1 21.44 3.89
1981 81.47 54.04 23.50 3.53
1982 80.50 54.09 22.46 3.49
3. Developing 1965 4,12 2.03 1,62 0.2
market 1970 5.00 31.06 1.70 0,29
aconomi es 1975 6.33 .n 2.33 0.3
1980 .13 5.30 3.45 0.30
1981 10.47 5.9 4,05 0.35
1982 10,70 6.24 3.98 0.36
4. Centrally 1965 11.53 1.47 1.95 8.1
planned 1970 10.06 1.48 1.53 7.04
economies 1975 .33 1.5 1.36 6.356
1980 8.12 1.58 1.45 5.02
1981 8.05 1.52 - 1.73 4.73
1982 8.59 1.64 1.0 5.15

Source: United Natjong, Monthly Bulletin of Statistics, March and May 1984 and May 1981.

*/ Manufactures: $17C, Sections 5 to & minus Chapter &8,
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sharply pronounced. As may be seen In table 4, in 1970 exports
of manufactures frum developed market econcy countries to
developing countries roee to 17.1% of total world trade in
marfactures, a figure which was to rise to 23.5% in 1981, In
1582, sales of manufactures to developing ocountries

represented
Japan, 38% for the United States and 22% for the EEC

increase rapidly, . .
shown by cther comedities, as may

recessive econamic situation in 19682 affected this trade flow,
but it contracted less than did that of exports of
namifactures from the developed countries, as may be deduced
from the figures shown in table 5. Available estimates point
to ancther increase in 1983, smaller than that abeerved in the
19708 but still very significant in the internmational context.
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Table 5

EXPORTS OF OEVELOPING COUMTRIES, BY CLASS OF PRODUCTS

(Average snnual percentage change in expor )
Year Harufactures Food Non-=food Metals and Fuels
' minerals
19651973 14.9 1.3 3.7 6.3 6.4
1973-1980 10.6 &0 1.5 5.9 1.3
1981 16.3 9.7 2.5 2.6 -21.%
1982 1.6 5.0 6.1 -2 5.1
1963 a/ 6.0 0.9 1.7 1.9 6.1

Source: World Bank, World development Report 1984, Washington, D.C., p. 28.
a/f Estimated.

This expansion of exports of mamfactures from the
developing countries has yadically changed the share of the
various types of product within the total merchandise exports
by these countries. On the basis of UNCTAD data, the share of
marnfactures in total exports in 1965 may be egtimated at
11.7%; in 1982 this share had nearly doubled (22.9%). If fuels
are excluded, the difference is even more sharply accentuated,
with the estimated share rising from less than 20% to close to
50% during the same pericd.

One aspect of this phenawenon which deserves
oconsideration is the destination of these exports. The
developed countries have provided their main market, absorb.
closa to 58% of them (see table 6). The marmufactures traded
among developing countries have been maintaining a stable
percentage of close to 37% of the total industrial exports of
the group. As for purchases by the countries with centrally
planned economies, which represented only 5% of total sales in
1570, they subsequently fell to under 4%.

Although the majority of esxports of mamufactures by the
developing countries are directed towards the developed
countries, their impact on the domestic consumption of these
comtries remains slight. The World Bank%estimtes thﬂ.;
average share in that consunption at 3.4% in 1980, w
figures higher than 15% shown only in cormection with wearing
apparel, footwear and leather goods. Next in order of

are radio and television sets (6.7%) and textiles
5.4%)0
( Ev%u{l from developing countries

though exports represent
a very small proporticn of the consumption of industrial
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Table &

DESTINATION OF EXPORTS OF MAMUFACTURES FROM DEVELOPING COLNTRIES

Percentage distribution by destination velue o/
(billions
“Year Develtped Developing Centraily of US
sconomies economies planned world dollars)
—sconomjes '
1965 55.9 ¥.2 &7 100 4.2
1570 59.8 B - % 100 9.5
1975 58.7 36.9 1.7 100 1R
1980 58.1 wr 3.2 100 9.5
1982 58.4 373 3.4 100 11.5
§ource: United Netions, Monthly Pulletin of Statistics, various isoues.

&/ Total value of exports from developing countries to all regions in the world, in
current dollars for each year,

camodities in the developed countries, their share in that

In 1980, only 5.7% of all the marmfachwes imported by
EEC came from developing countries; that share was as high
as 21.4% for the United States and 26.3% for Japan (see

¥
other members of EBC, still play a leading role., On the other
hand, the United States and Japan have increased their
openness to imports of marmfactures from developing caumtries,
tightening their economic links with those countries in areas




Table 7

CRIGIN OF MANUFACTURES IMPORTED BY THE UNITED STATES,
JAPAN AND EEC a/
(Bercentage shares of total)

Fran devel ies
United
Imports by:  Total Furope States Canada  Japan
United States
1865 89.9 47.3 - 21.6 19.8
1870 §87.5 370 - 28.0 21.4
1980 77.2 30.5 - 19.4 25,2
Japan
1965 96.5 39.5 63.3 1.4 -
1970 86.6 35,5 41.7 1.3 -
1980 68.9 28.5 35.6 1.4 -
EEC
1965 95.3 78.2 13.0 1.1 1.8
1870 95.3 78.6 12,1 1.1 2,6
1980 91.9 76.7 9.4 0.7 4.4
Fram devels countries
Total latin  Africa Asia
America b/
United States
1965 9.5 2.7 0.2 6.5
1970 12.1 2.4 0.1 9,5
1980 21.4 3.0 0.1 18.2
Japan
1965 0.9 0.3 0.0 0.5
1970 10.3 0.6 0.1 9,2
1980 26.3 1.7 0.0 22.8
EEC
1965 2.9 0.3 0.8 1.6
1970 2.9 0.5 0.5 1.7
1980 5.7 0.6 0.6 4.0
Source: C. Ominami, Les transformations dans la crise des
rapportzs Nopd-Sud, Kanterre, October 1984, p. 89.

a/ STTC, Sections 5 to 8, minus chapter 67 and 68.
b/ Excluding Western Asia.
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Exports of mamufactures fron developing countries are
distributed very unevenly among those comtries. There is,
moreover, a tendency towards concentration which has persisted
over the past decade, since those econcmies which initially
took the lead have maintained it,

Table 8 shows the participation of some regions in trade
circuits; the pre-eminence of the Asian comtries (the Middle
East is excluded from the table) in these cireuits is rveadily
apparent from table 8. The ALADI countries maintained a growth
rate similar to, and, up to 1975, even higher than, that showm
by the Asian countries. In the past decade, however, the
thrust of eports from the Asian econcmies was greater than
ﬂntofﬂnoﬂaerregiasinu\ewm:ld Moreover, in the two

of mamufactures from developing
Aﬁ:icancmmtrieshwebmmnbletohaaptpwithtmgmwm
shoun in other regions, and their participation in total
exports of marmfactures has steadily declined.

Table 8

ORIGIN OF EXPORTS OF MANUFACTURES BY DEVELOPING COUNTRIES

Percentage distribution by origin valus a/
: (billions
Yaar All developing Asia b/ ALADI Africa of US
- countties dollarg)
19465 100 64.0 12,0 13.4 4.2
1970 100 65.9 13.0 a8 9.5
1975 100 65.9 14.6 5.5 NS
1980 100 3.2 13.9 3.4 .5
1982 100 74.3 12.4 2.9 1MmM.5
Sources United Nations, Moythly Bulletin of Statistics, varfous izsues.

a/ Value of exports of mernufectures from all developing countries, in billions of US
dol lars at curtent market prices. Relstes to total exports shown in the first colum,
b/ Excluding Western Asia,

Tible 9 gives separate entries for the ocountries which
lead the developing camtries in exports of mamfactures. . Five
Asian contries --Taiwen,*/ South Korea, Hony Kong, Singapore

*/ The Chinese Province of Taiwan. It has been included
in this list and in others further on in this docment for
practical purposes only.
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Table 9
FOSITION OF THE SEVEN DEVELOPING CCUNTIRIES WHICH LEAD
TN EXPCRTS OF MANUFACTURES
{Percentadges)

1965 1980

Taiwan b/
South Korea
Hong Kerg
Singapare
India
Brazil
Mexico

Source: Clairmonte and Cavanach (1983), an the basis of UNCTAD
data. Cited by C. Ominami in Ies transformations dans
la crise des rapports Nord-Sud, Nanterre, October
1984, p. 101. '

a/ Percentage share of exports of marufactures from each
comtry in total exports of marmfactures from developing
cauntries,

b/ Chinese province of Taiwan. Included in this list of

countries for practical purposes only.

weobabue
vunmorhb

and India=- are shown as having the largest shares in this
trade. They alone were responsible for 50% of industrial
exports by developing countries in 1965 and for 61% in 1980.

However, within the growth pattern under discussion,
significant changes have cccurred. Taiwan and the Republic of
Rorea, which accaunted for only 6% of the mamfactures which
all the developing countries sold ocutgide their borders in
1965, exported one-third of those marmfactures in 1980. At the
other extreme is India, whose share in this trade dropped
sharply from 18% to 5% in a periocd of 15 years, causing India
to fall from first to sixth place among developing cowrtries

industrial goods.Hong Kong, which was in secomd
place in 1965, has also seen its share drop (from 19% to 14%),
ut even so its dyremism made 1t worthy of inclusion by OECD
in the category of newly industrializing countries, along with
Taiwan, the Republic of Korea and Singapore.l0/

Brazil and Mextico are the only non-Asian countries which
rark high among the developing countries which export
marufactures, and they have been included in that same select
group. Brazil has seen its exports of industrial goods grow at
a rate which has been surpassed only by the Republic of Korea
and Taiwan and has decisively increased its role in external
sales of marmfactures by countries members of AIADT and by
Iatin American countries in general. In 1970 its share in the

54



former amounted to 29.4% and in the latter, to 23.0%, while in
1982 these figures were 56.3% and 50.1%, respectively.

On the other hand, the participation of Mexico in
regional exports of wamufactures has dimirdshed. Its share in

these of AIADI fell fram 31.7% in 1970 to 14.5% in 1982, Even
the third ranking esporter of industrial goods in Iatin
hnerica —-Argentina— has performed more dynamically, although
its share in exports of mamufactures by ALADI coumntries also
fell, from 20% to 13.5%, during the same period.ll/

It way be cheerved that together with the
towards concentration there is also a certain amount of
divarsification in the developing countries which gives rise
to significant flows of warmfactured exports. Actually, the
mmber of countries which exported over US$ 100 million (at
1975 prices) worth of mamufactures rose from 18 in 1965 to 22
in 1970 and to 47 in 1979.12/ Table 10, prepared by OECD,
groups 37 of these 47 countries by value exported and growth
rateg in the period 1972-1978. (The omrtries excluded for
various reasons are China, Iran, Jamaica, Kuwait, Lsbanon,
Liberia, Saudi Arabia, Trinjidad and Tobago, Venezuela and

The CECD amalysts focused thelr attention on the
countries shown in the last column in the table. Five of them
(subgroup 3A) are regarded as island economies dedicated
basically to the labaur-intensive production for export of
simple marmfactures. They may be regarded fundamentally as
extra=territorial cemtres of production of other countries.
This accounts for their having managed to exceed the limit of
US$ 100 million so fast, It is most due to the establishment
of a cowplex of econxmic activities of an industrial nature
which would provide a foaundation for a sustained penetration
of the internaticnal markets for products mamifactured in
secandary processing activities, On the ocontrary, the
trade restrictions in the industrial countries will limit the
expansion of their exports as they wanage to ootrol a
significant portion of the market for the categories
(primarily textiles and wearing apparel) in which these island
economies specialize.

The economies of the cowtries in subgroup B are more
complexx, but they do mnot show significant industrial
development either. Proocessing for other countries, in their
capacity as extra-territorial production centres, appears also
to have played an important role in these countries, and in
Tunisia in particular. Indonesia has the size of market and
the resources derived fram petrolam needed to allow it to
develop a more extensive industrial foundation. However, even
in 1979 marmufactures represented only 3% of its exports (close
to 8% if petroleum is excluded). By

As for Chile, Peru and Uruguay, they seem to have
achieved positive results in the years oormidered in the
table, owing primarily to policies which favwoured the
expansion of certain export lines. However, the achievesnents
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Table 10

DEVELOPING COUNTRIES EXPORTERS OF MANUFACTURES, BY GROWTH RATES OF
EXPORTS OF MANUFACTURES, 1972-1978 o/

Dollar value Less than 6.9% to 13% Over 13% df
in 1979 by 6.9% ¢/ '
Us$ 100 million Egypt Bangladesh A) Hacao
to USS 1 billion Colombia Turkey Malta
bominican Cote d'lvoire Mauritius
Republic Kenya Sri Larka
EL Salvadar Costa Rica Haiti
Guatemala
B) Morocco
Tunisis
Jordan
Indonesia
L) Chile
Pery
Uruguay
uss 1 billion Pakistan Argentina Thailand
to US$ 2 billion Malaysia
Philippines
uss 3 bitlion Yugoslavia India Brazil
to USS & billion Mexico Israel Singapore
Over USS 10 billion Hong Kong South Kores
Tafwan e/
Source: OECD, “The raw wave of industrisl exporters®, in The OECD Qbserver, Paris, 1962,
p. 27.

8/ Average annual growth rates a8t constant prices (1975),

b/ Values at 1979 prices and exchange rates,

¢/ 6.9X is the aversge growth rate for the world.

d7 13% iz the growth rate of the newly industrialized countries not members of OECD
(four Asfen countries, Brazil, Mexico and Yugoslavia).

¢/ Chinese province of Taiwen. Included in this list for practical purposes only.
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mamfactures from these three countries declined sharply
—fram US$ 417 million to US$ 261 million (37.4%) in the case
of Chile; fram US$ 553 millien to USS 384 million (30.1%) in

Peruy and from US$ 402 nillimto‘BBSwnillim {17.9%) in
Uraguay .

The econcmies of Thailand, Malaysia and the Philippines
saemdtobefollwinginthnshnpsofﬂnmmlicofm
and Taiwan, although the Philippines has arrived at a stage of
stagration in the 1980s. In the. thvee cases referred to,
industrial goods accounted for over 20% of their total exports
in 1979.

The rise of industrial exports fram these three countries
have received strong support from the four economies of south-
east Asia vwhich ware their forerumers in this type of

direct investment, to these three countries when wege costs
rise in the four relatively more imdustrialized comtries.
These four countries have also been purchasers of cheap mamu-
factures produced in Thailand, Malaysia or the Philippines.
However, not even the latter three countries have
produced export flows which can contain the tendency to
concentrate indmtrial eporta sinoe the fiwe deweloping

mamifactures are generating approximately two-thivds of that
t.rade Of those five comftries, of which Brazil is one, only

the "gany of four” (Taiwan, the Republic of Korea, Hong Kong
and Singapore) have made production for the international
market the keystone of their growth.

In short, it can be confirmed that the dymamism shown by
the circuits of trade in goods is confined to marmfactures and
to trads among a small rumber of countries, only about half a

merapidrwiadoftremsmhtenatianl-tradamiedm
in the preceding sections has made it-poesible to identity a
ganeral tepdency towarde concentration of the more dynamic
trade flows in a limited mmber of countries and among goods
of a cea:taintypa This results in what has been defined as
of internaticnal trade. Before an examination is

mde of some of the factors which seem to have contributed to
this , attention should be drawn to ecme dynamic
hﬂcsmidaworktogethertocreabea climate of segmentation

ﬂuﬁxstplwe “merition should be made of the trade
In particular, it is
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worth being more specific concerning the relations between the
United States, EEC amd Japan, which respord more directly to
increases in productivity, changes in relative cametitiveness
and the groving internationalization of the production
processes and financial activities cbserved in recent decades.

In the second place, the links created in trade within
EEC are a case apart and thae result of an econamic
precess which has been very dynamic in the past two decades,

Third, reciprocal trade among the (MEA countries also
deserves special oonsideration because of the special
characteristics of the ties which bind them and influerce
their comercial behaviour.,

A fouth case, fimally, is that of the developing
countries which have managed to integrate thelr trade into the
most dynamic flows of commodity trade. Here the limitations
imposed by the centre-periphery relationship did not prevent
sane half a dozen countries from contributing to the expansion
of trade in manufactures and taking the lead in that

Trade among developed market econcmy countries grew at an
accelerated rate during the third cuarter of this century.
Betwean 1950 ard 1975, merchandise trade amceng them
at an average anmual rate of 8%, being largely responsible for
the fact that their econumic growth achieved ocomparatively

high rates (higharthand.%ayear)n/

Many factors have influentialinthedynmnim
mmmmﬂmmmwmmﬁm
Geographical proximity of oourse eliminates one natural

barrier to trade --transport oosts. The fact that these
commercial ties date back many years means that areas of
specialization have already been created among the countries
imvolved and that markets are known and adapted to foreign
products; in other words, the passage of time has meant that
varicus aspects of their production and consumption structures
now ocamplement each other.
But in the poetvar period, the most noteworthy feature of
this phencmencn was the vigorous development of transnational
ons which extended beyond national borders and set wp
branches in other comtries. The expansion of these corpora-
tions was geographically centred in the United States, Canada
and Eurcpe, The financial houses were not left behind in the
internationalization of activities so that financial links
which were already operating intensely prior to the War grew
in mmber.
All these developments have resulted in stronger
technological links and have given rise to fairly brisk
competition caused by the differmt levels of productivity of
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the industrial systems of the various countries and the facter
payments made by them. Technology and productivity have not
playedg:emml:minﬂwagrimlmlmsm, for a
mmber of reasons, developed countries have kept agricul-
ture out of their commercial dealings with each cther. Thus,
for example, way back in 1955, the United States formally
decided to exclude trade in farm comodities from the GATT
requlations. _

The protectionist trends which tonk shape in the
mid-l?«?ﬂshaveteme_dboa.tfectotmrsactom, including
indugtrial sectors, suduastlutexl:ileardsteelm

umlvedmﬂthes&uqbuﬂsmtedwﬂwpolitimluﬂ
mmmmmmmmmmm
given rise to an array of negotiating forums and instruments
which make it difficult for sigmificant regression to take

A distinction meeds to be drawn between the ocamercial
relations of Japan with the developad market economies of
Burope and Morth America and those among the latter. while it
iz true that Japan's relations have followed a pattern similar
to that of the other countries for more or lese the same
_reasong, the Japanese econcmy has displayed very special
fea‘b.:resinitsposl:uarbehaviwr

In the first place, Japmhasanmtstmﬂimcapacityto
take the lead in the technological progress made in naserous
fields of industrial production. The growth rate of its

also stands out as being higher and more sustained
than in the cother developad countries, partly as a result of
the increases In productivity and the high investment rates
maintained throughout the years.

From the point of view of intermatiomal trade, attention
should be drawn to Japan's aefforts to redoce the emtry of
foreign merchandise into those markets for specific goods in
which competition from imports is considered undesirable, In
gpite of a significant increase in the degree to which it is
open to the exterior, Japan has tenaciously protected
industrial branches which axe at a disadvantage vis-A-vig
external competition until they can sucoeed in conquering
markets in the exterior,

Finally, it must be pointed out that Japan's
transnational corporations have played a yelatively minor role
intheoomtxy'seq:umlrelatim,bymrimwiththat
plmmdbysﬂmmpmtim other developed ecaomies.

the postwar pericd, the hegemony of the United States as a
wldmmicmhnsdaclﬁndmumiallymtothe
more dynmmic expansion of some European countries and, in
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particular, of Japan, which became a leading world econamic
power in the 1950s.

Japan's share in world trade has been growing, Its
exports, which represented 4.5% of total world exports in
1965, saw their share rise to over 7.5% at the begimning of
the 1980s, In the three-year period 1980-1982, the main
destinations of those trade flows were the United States,
midtabsou:bedmomtlnn%%oftlm followadbythehsian
camtna,Mtogetlnrmmtadforsmdntlessman
me-fourth and, third, EBEurcpe, with 15% (EBEC, 12%).
Amm‘iumﬂﬂme&ribbeana:ﬂdevelopmgmimreceiwdlo%
of all Japanese exports, while the remaining 20% were divided
among Canada, oountries with centrally-plarmed economies, the
OPEC countries and Australia, New Zealand and South Africa.
The Republic of Korea, Taiwen, Hongy Fong and Sing:
received over 60% of all Japanese exports to Asia (17%, 16%,
15% and 13%, respectively), while smaller percentages went to
Indenesia (12%), Malaysia (7%) and the Fhilippines (5%).

DringthelQ?Osasimiﬂmntd:mgaocum'edintm
origin of foreign merchandise absorbed by the Japanese
econamy. In 1970 its principal suppliers were the United
States (30%), the market econamy countries of Eastern and
Southern Asia (15%) and the countries of the Middle East
(13%). In 1980, 13% of its imports ariginated in the Middle
East, 23% in the other market economies of Asia and only 17%
in the United States.

This change is very mich attributable to the fuel imports
50 essertial to Japan which it receives from the MiGdle East,
Irdenesia and Malaysia. However, these figures also reflect
the tremendous dynamism achieved by imports of mamifactures
from developing Asian countries, in particular the Republic of
Korea, Taiwvan, Singapore, Heng Kong and the Philippines.

The notable increase in world trade in the postwar period
resulted in much greater interdependence among the central
econcmies as well as between peripheral economles and their
cantres. Over the past three decades the value of the exports:
gross-damestic-product ratic has doubled in all parts of the
world, koth developed and developing, This ratic rose
significantly, althoush to a lesser extent, in the socialist
comtries (see table 1l).

Thus, the pressure exerted by the effective external
demand on national levels of production and employment has
increased. At the same time, the glcbal damestic demand now

hasagmateri:rpacttmnbefommpmductzminomer
comtries. In many cases, a sharp distinction is no longer
drawnt between internal and external policies. Actually, tax,
sectoral or investment-promotion policies may have as much or
even more of an impact on tariffs or quotas in intermational
trade flows.

This being the case, the reduction of those flows or the
application of restrictive policies produces an immediate
reaction in the ocountries affected, which try to offset the
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Teble 11
RATIO OF EXPCRTS TO GROSS DOMESTIC PRODUCT

(Bgrcentoges)
Developed countries Countries
with

Year AlL United Japen centrally  Developing World

planned tountries

gconcmies
1950 10.1 4s 9.2 .. 12.8 10.6
1980 1.7 5.4 10.8 5.3 5.6 14
1970 137 5.7 10.8 5.8 15.9 12.5
1975 17.6 5.5 12.8 8.0 2.2 16.9
1980 20,6 10.2 14,0 8.9 2.8 19.6
Source: UNCTAD, Trade and development feport 1084, Part ILI, Geneve, 19ES.

the 1980s, - ' :
mﬂwpu'iodotgrutastexpmsim,ﬂnmmiegotﬂ;

contries members of the Commmity grew as a resuit both
the expanded warket, perticularly in their industrial sector,
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and of camon policies adopted in respect of trade with
third-party oountries, especially in their farm sectors,
Intra-regional trade rose from somewhat higher than one-fourth
the foreign trade of the member countries as a whole in 1948
to half that trade in the 1970s and early 1980s.

In the 1970s, the rate of expansion fluctuated and
subsequently declined, resulting in a serious situation of
stagration from 1980 on, At the same time growing
protectionism emerged against the rest of the world, which
only a few countries in a privileged position vis-A-vis the
mexbers of the Camunity have managed to overcame. Protection
is particularly notable with regard to farm commodities, iron
ard steel, textiles and chemicals,

In 1949 the eastern PEurcpean oxmntries with centrally
plamed econcmies and the Soviet Union set up a new kimd of
economic ocommmnity. Public ownership of the means of
production and the centralized plarming of economic activities
by the State means that the intermational trade of these
comtries differs from that of other comtries in that it
reflects a priority set by the awermment in economic plans
which allocate tasks and resources at various levels to the
different units which make wp the economic system of each

Since its establishment, CMEA has dedicated itself to the
task of narrowing the ¢ap in the levels of econamic
development achieved by its members. For this reason, the
pattern of trade relations has not been structured in
accordance with the classic division bebween producers of
primary goods and producers of manufactures.

From the point of view of intermational trade flows, an
outstanding feature of OMEA is the preponderance of trade
amorgy its own members. This has slackened off in the past 15
years largely because of the changes which have occnrred in
trade in fuels. But even so, during the first years in the
1980s, these countries oontimed trading over 50% of their
exports among themselves.

There are political as well as economic reasons for the
concentration on reciprocal trade. In comection with the
econanic reascns, attention should be drawn to the wide
variety and alundance of natural vesources in the Soviet Unicn
and the encrmous Gemarydis and poesibllities asscciated with the
intensive development of the OMEA ocountries, in particular by
accelerating the industrialization of the least develcped
amanyy them,

During the first two decades of C(MEA's life, marljlied

was to the ecenomic development of its
priorimrstyto ﬂmegmmeddatrimentottheirrela:tiaﬁwithﬂmerestof
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greater in wany aspects as that of the trade origimating
the industrialized coumtries.

These four Asian ocomtries’ epariences with
industrialization for export purposes have merited epecial
attention because of the impressive rate of growth and change
of their structure of production over the past three decades.
In this respect, one currently held view of thesa experiences
which has gainad general acceptance lays stress on the high
degree of oparness of these economias and on a supposedly low
degres of public intervention.

waer,ﬂmareelmﬁsmid\mmbuictoﬂ\a

inportmttottheseisﬂnmfmfwhﬂutrialimim
in the develcpment stratagies_applied
imtrinlizatim is of course at pe:wtra'l:ing
international mavkets. }buwer,thafactunt
ware of industrial origin had & dmamic impact
would not have been cbtained with strategiss based
aploitation of natural resources, which, morecver,
ford in great abundance in these countries.
In the Republic of Korea, the industria
represented 5% of the naticnal product. The
industrial sector yose to 32% in 1978, while
primary goods sector dropped from S0% to 19%.
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share of industry in the product rose from 10% to 42% between

1952 and 1979, while primary production dropped from 37% to
11%, In the city-State of Singapore, the share of industry in
the product rose from 13% to 24% between 1960 and 1979 at the

differs from that between them and the United States and
Aémally,tmirexportshaveamessmllypmtrateithe

camtries; 16.9% of the leather, footwear and travel articles
imports; 18.5% of all imports of wood and cork manufactures
and 10.5% of those of electric machinery.l5/

On the other hand, with respect to Japan ard Japan alone,
these four economies have shown persistent and significant
trade deficits (see table 12, in which these deficits are
shown as positive balances in favour of Japan).

It is worth pausing to consider the trade relaticns

egtablistment of highly d&ynemic trade circuits in the
maniifacturing sector which are, however, very mch confined to
these countries. These two characteristics of their trade mean
that these coumtries are following the main trends which have
led to the segmentaticn of international trade in recent
decades.

In a recent study the structure of the trade relations
betweenn Japan and the PRepublic of Korea, vhere
industrialization has perhape arrived at the highest degree of
diversification, is analysed as follows: "Textile products,
together with yarns and threads, represent 57% of Korea's
eports to Japan. Clear specialization is to be chserved even
in the trade relations within this bhranch, since Korea mainly
exports clothing, silk products and cotton yams, while
importing capital- and technology-intensive products such as
synthetic fibres and garments made therefram, The second most
important branch of Korea's exports to Japan is that of
electrical and electronic equipment, where a clear tendency to
specialization cormected with the 'technological denmsity' of
these products is likewise to be cbserved. This branch
includes household appliances, electronic components and
electrical machinery and ecuipment, Korea's specialty being
the export of such household appliances and goods as radios,
television sets, watches and pocket calculators —all
laboor-intensive items. In the other two groups, the advantage

64


file:///ihere

Table 12

JAPAN'S TRACE BAIANCE WITH THE FOUR ASIAN DEVELOPING
mmmmmmmmwmm

1965 1970 1975 1980
Korea
Bports a8/ 180 818 2 248 5 368
Imports b/ 21 229 1 310 2 995
Balance 1%9 589 938 2 373
Tajwan ¢/
Bxports &/ 218 700 1 824 5 141
Imports b/ 94 251 812 2 293
Balance _ 124 - 449 1 012 2 848
Exports a/ 289 700 1375 4 743
Imports b/ 16 92 246 568
Balance 273 - 608 1133 4 175
Exports a/ - 423 1 522 3 869
Imports b/ - 87 400 1l 493
 Balance - 336 1122 2 376

2/ Exports

b/ Dmports to Japan from each caumtry.

g/ Chinese province of Taiwan. Included in this list for
practical puarposes anly.

is on the aide of Japan. Even within the branch of electrunic

coponents there is a specialization, since Japan is a net

importer of batteries and integrated circuits —for which the

production technology is wellknon— while it exports
-A8/

'mesanetypaoflinkhasadstadbmapmaxﬂﬂn
mmmmmmmwﬁia;tmwmua
degree of cagplementary between Japan
ﬁtmm Thus, the relative lose of markets in the United
States, Purcpe and the rest of the world which Japan could
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experience because of the penetration of manufactures from

these three countries is offset by the exportation of capital

goods and intermediate products of Japanese origin
in such marmfactures.

With regard to the activity of the transnational
corperations in the nine industrialized Asian countries; it is
true that such corporations have played a dacisive role in
same industrial branches and that in Singapore sales of
products to the extericr predominate. However, this camnct,
by extension, be said of the experlences of this gqrap of
caurtries as a whole,

A mmber of studies have shown that national enterprises
oontrol over 70% of the industrial exports of the Reprblic of
Korea and 90% of those of Hong Keng, while for the countries
of southeast Asia as a whole it has been estimated that the
share of exports made by transnational corporaticns does not
amunt to 20%, Actually, the activities of these corporations
in developing oontries in general have not  been
preferentially oriented towards exports but rather towards the
domestic market.

In spite of this, it may be seen that certain industrial
branches have been decisively favoured by transnatiomal
corporations, This is the case of the electronics branch in
Korea. Japenese arnd North American corporations, whether they
are mixed or work through single-ownership branches, sought to
benefit from the comparative advantages associated with low
labour costs by subcontracting work and managed to control 54%
of the production and 72% of the exports of this sector.
However, it is estimated that foreign oorporations were
respansible for anly 15% of the exports of the mamufacturing
industry as a whole.

Transnational corporations have played a decisive role
in the developmert of certain lines of export, but
the same cannot be said of their oontribution to the
overall results achieved by these Asian comtries. The
impact of foreign enterprises as a whole has been only
moderate (except in the case of Singapore). In addition,
their role has been made  subordimate to  strategical
industrial cbjectives, which are defined internally in each

Brazil is the only county in latin America which has
managed to maintain a growth rate of exports of manufactures
e with those recorded by the fauxr principal Asian
developing countries which export industrial goods. Mexico was
also classified as a newly industrializing country by OBECD in
its 1979 study cited above. More recently, however, the
dynemiem shown by its exports has been chammelled towards
petroleum, so that in 1970 and 1982 the growth rates of its
exports of mamfactures were lower than those for Iatin
2merica as a whole. Moreover, the share of marufactures in
total Mexican exports dropped from 32.5% in 1970 to 9.5% in
1972, the latter figure being lower than the 17.2% recorded
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for the region as a wole the same year. In Brazil, on the
cther hard, industrial goods, which represented 13.3% of the

oj:mtry'statalmtsinlwo, saw their ghare rise to 38.3%
1982,

The outcome of Iatin Awerica‘s export effort may also be
measured on the hasis of Hirselman's index, in which the

mmtimofmwpro&ntismm Between 1960
ard 1970, this index shrank by more than half (falling from
0.58 to 0.22), reflecting & substmrtial diversification in
exports of goods.l7/

Brazil's saccess with exports is in some aspects similar
to that of the four Asian courtries congidered above, although
it differs in many other aspects. One of their wmain points in
oamnistlntemciasefmmtoimtrialm and this

Meé.,mt.mlyisthemadiffmm
Brazil and the four Asian countries considered in the

industrialized by having recourse basically to its vast
domestic market; exports play an important role in the
industrial effort, but they are not the decisive element on
vhich it rests.

Transnational oorporations have also played a more
significant, although less than a decisive, role in Brazil
than in the Asian countries; their share in total exports
amounts to close to one third, while they acoounted for ome
half of the camntry's industrial exports in 1979.18/ Moreover,
Brazil has subjected them to a clearly defined policy which
ensures that they ocontrilute to the dyjectives of its
. In this it has differed from a nmber
of Iatin American oountries in which policies more

E

mmlmhmwmmmicptmmim
play a predominant role in the segmentation of trade.
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International trade in marufactures has shown notable
growth in contrast with the much slower growth rate where
primary products are concerned. This means that the growth of
international trade is affected by the constantly changing
approaches taken to industrial development in the different
contries and groups of countries, in particular the more
advanced. The latter are therefore seen as the
actors in the expansion of intermatiomal trade, and what
happens in their industrial apparatuses sets the tyend for the
structuring of patterns of trade.

The ooncentration of commercial dynamiem in trade in
manufactures and the fact that it is concentrated in contries
with sufficient industrial development to react to the rapid
dmgumﬁergmehypmductivepmcessesmtmsidesofﬂae
same coin,

The segmentation of intermational trade appears to be
rooted basically in the same structural gap which separates
the industrialized world from those countries which must
contime to depend basically on the production and exportation
of primary products. Oountries in this situation remain
outside the more dynamic trade flows because their industrial

production
vhich are the most advanced in the production of technology
ard by those which succeed in raising their productivity
appreciably by applying them.

The hich techmological content of  industrial activities
even helps to raise productivity in the production of primary
goods in the developed econcmies. In those countries it is
eagier for technological innovations to emerge and be put into
general use in agriculture and mining. This is one of the main
reasons why the developed cantries have, to the surprise of
many, been able to take the lead in trade in primary
omditii.:s over developing countries specializing in their

In the last analysis, the application of technological
innovations to industry, which has resulted in considerable

in the productivity of the production factors,
ad the intemationalization of the mamufacturing processes
segm t0 be the two phencmena responsible for the most
significant changes in world trade flows.

The achievement of very high levels of productivity gives
rise to changes in production and trade which have extensive
and varied social and political repercussions. Those who stand
to gain from this have a choice of ways in which to dlvide the
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benefits, since the degrees to which labour, capital and the
State participate may be different. There are also varions
ways in vhich the agents receiving these profits may allocate

Those

frequently made to cut the losses at the expense of third
parties. This is true of protectionist policies, s it is not
by chance that they have re-emergad at timga of recession and

campensate for the _ barriers as well as for
differences in productivity, with thae result that the

of secmentation, a deliberately stronger effort is made to
axlnde these coumtrise from cemmeycial competition; hovwwver,
in practice, ‘the exclusion mechaniam has already besn set into
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motion when the applicaticn of technological immewations had
createddiffminpmdwtivitymﬂgivmrisetooosts
vhich had not existed previcusly.

Cost differences created in order to promote inter-
national trade in a given category arve effected not only by
applying  technological immovations to the production
processes, They are also abtained by having recourse to compa-
rative advantages resulting from each country's peculiarities
in tems of the resources it possesses, its social and
institutional organization and the levels at which it
remunerates the production factors and its ways of doing so.

Technological progress is not uncormected with the
capacity for benefiting from these oomparative advantages and
is of comse fundamental in transport, commmnications and
trade., But this capacity is used differemtly in each
individual category for the express purpose of reviewing the
jnpacthadbjatherfactoramidaprwideamdiract
acplamtim the intermatiopalization of the production

Acl:ually, althoagh the intermationalizatien of production
processes is depicted as being very characteristic of the
evolution of the world econcmy in recemt decades, there is
nothing new about it since it was involved in all
inter-contry trade in raw materials and other goods already
widely traded at world level in the past century.

Mearsihile, it may be said that the present rate ard type
of internatiocnalization are characteristic of this age. It is
practised within the various industrial branches and often
also within a simgle enterprise.

From the point of view of the segmentation of
intermational trade, there 3js need to ask why
internationalization has been concentrated in a few comntries,
of which bhasically anly five are developing countries, to the
exclusion of the rest. The truth is that in the early 1970s
this was not expected to be the case. It was commonly
predicted that a new intemational division of labour would be
established, which would result in a substantial redeployment
ofirmstryinthadirectimotalarqemmberotdwalcphg
courtries, These comtries would take over
labourwintensive industries, while the developed m’(cries
would specialize in industries with higher technological
content. '

There were some differences in the way in which this
prospect was viewed. Scme pecple felt that the developing
world, or at least a significant part of it, would enter imto
aw stages of its industrialization. Others argued that, as a
consecuence of what the transnational corporations were doing,
the subordinate and dependent poasition of the developing
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19708 there were close to 10 000 transmaticnal corporations

which controlled 30 000 subsidiaries all over the world. It

wvas estimated that by the end of that decade the mumber of
t0o

previously, ut rather scought t0 re-establish the levels of
profitability by trying to benefit more from other
characteristics of the econmmies receiving them. _

In the first place, the size of the domestic market seems
tohavabamamimortantfacwmnd;eaplabmr.mia

would explain the corcentration of imwestments in Eurcpe amd
t.hemi States and, among the developing countries, in
Prazil and Mexico as well as, to a camparatively lesser
extent, in the countries of socutheast Asia.20/ Among the
latter, the world markst has been a priority concern amongy

from the dmamic effacts of the thrust generated by industrial
growth. Other technological and financial factors, such as the
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(e.g., subocontracting firme in Mexico), have played a
significant role in decisions to invest in transmational
coxporations.,

Thus, the trade flows set in wmwotion by the inter-
natiocnalization of the production processes which these
corporations have to a large extent developed have henefited
not the poor countries where wages are lower hut other
cantries with other characteristics and have been
concentratad in the industrialized and, also, more recently,
in the newly industrializing countries,

The relocation of industries seems to be part of a
defersive strategy devised by the transmational corporaticns
to ensure that markets are not penetrated by ocompetitive
imports. Instead of seeking an autonomous increase in the rate
of retirns under an offensive strategy, they have tried to
re-establish their position in their markets partially by
cperating under oconditions oomparable to those of their
competitors.

In conclusion it may bhe observed, with regard to the

developing countries, that this defemsive strategy calls for
the partial transfer of specific operations and does not
result in a massive redeplowment of production, Thus,

relocation operates an a restricted basis in that an activity
almadywﬁermylsmttrarsferredmitsgrawthis,

arxiemploymmtlossesintheoomtryofmgdn
a:elimted In addition, these relocation processes are
reversible since technological progress may make it again
profitable to conduct an activity in the country from which it
was originally moved.

B. THE ECQNCMIC POLICIES OF THE UNITED STATES
AND THEIR EFFECIS ON LATIN AMERICA
AND THE CARIBEEAN

Econamic trends of oxrrent importance include the growing
interdependence of a mmber of national and regional
economies, ard this deserves special attention, not only from
those engaged in scientific resesarch but also from
goverrments, which need to give consideration to mmerous
extermal factors, which sometimes have decisive effects on the
developnmtofratia\aleoamies
"Interdependence” in this sense by no means implies an
egalitarian or balanced view of intermational econamic
relations., Actually, the emergence of such expressions as
"North-South" and “centre-periphery® now suggests a real
possibility of potentially unequal situations and positions in
vhich the degree to which a country is dependent is inversely
proportional to the amount of economic power it wields and the
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extent to which it is developed. The wulnerability of a
national econcmy in the present intermational situation is
determined by many factors of a variety of types. However, it
is in general true that the industrialized contries are mwe
often pressure-makers than the cbjects of pressure, while the
developing courtries are in the opposite positien,

.No. mational economy may be cospared with that of the
mwsﬂbsuapmmmmtmwmtﬂn
latter country carries in the world econcmic setting., Tns,
the perfarmence of that contry is a factor of mejor impact
the intermational &cene, and any relationchip
interdependence there may be between the United States
Latinmrimarﬂﬂn@ribbmuiuhwitablybemml
unbalanced since the United States depends very little
tane set by the Iatin Amarican and Caribbean economies
the latter are extremely vulnerable to the
real and financial perfarmance of the United States.

In this situation, consideration of the present
ard trends followed by the United States economy and of
mechanisms whersky the cowrse taken by one econowy
pregsure on the perfermance of other exxrcmies to same extent
related to it will be of help in farecasting the effects it
may have on the region. In addition, ths central econcwmy acts

on the socalled peripheral econcmies in certain specific
m,mwummw

g
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announced a radical change, of markedly anti-etatist bias, in
the eccraic policy of the United States. Its approach to the
structural and lang~term problexs of the United States economy
mistcdhalicanyinradncirqthestate'ainte:w:timin
ecoramic managemant and slowing down the more spontanecus
elemants in the cperation of the market mechani=ms.

As eariy as February 1981, President Reagan presented the

In acﬁitim cavinoad that the rising prices, high
Wmmmmmmmiﬂtymthemlt
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of too mxch govermment requlation, President Reagan called for
a change in course and said that the government's power to tax
should not be used to regulate the econcmy or bring about
socialdnngez_/

In the policies for the 1980s defined in the Economic

the Presidert of February 1982, the predominant
vas also that of a free market: "My first and foremost
cbjective has been to improve the performance of the economy
by reducing the role of the Federal Government in all of its
mary dimensions .., We should leave to private initiative all
the functions that individuals can perform privately®.23/

In that report President Reagan said he was sensitive to
the fact that dumestic econcmic policy in the United States
could have significant impact on its trading partners and on
the entire system of world trade and finance, hut he insisted
thatamstaﬁnd&ﬂﬂmgrmﬂaathmamﬂdbeﬂwmst
important contribution the United States could make to the

trade, President Reagan has said that the expansion of the
intermational trade system is the main tool of econcmic growth

means of contributing to world development has gone hand . in
hand with a conservative and at the same time active approach
to North American foreign pelicy. Thus, the energy with which
statist practices are being eliminated fram the United States
can be compared with the restrictive treatwent accorded to
govermments regarded as being not very co-cperative. In actual
fact, the policy ogowerning the intemational economic
relations of the United States and the practice of that policy
ar?ri imed with the prevailing ideclogical and political
@ t.

The Unitad States Trade and Tariff Act of 1984 stipulates
that beneficiaries of that ocomtry's Generaljzed System of
Preferences may not include countries members of OPEC or
commnist countries, unless they are not dominated by
intermational camunism. For its part, the Goverrment of the
United States makes use, for purpoeses of negotiation, of trade
embargoes ard restrictions and rejects financial assistance
for political reasons, and the same is true of its dealings
with miltilateral econamic bodies.

Just as in economic relations with developing countries
the basic principle followed by the Republican Administration
is "trade, not aidg", thadirecteffectoftheecamﬂ.cpolicy
ofﬂmmitedstatesmlatmmricaa:ﬂthecarihbean
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determined priwarily by the degree of cammercial protectioniem
vhich it anthorizes or introduces.

When the broader repercussions of that econamic policy en
ﬂncantriaotthamqimmmm it mst bhe borne in
nind that within the macroeconmmic policies, specific policies

sach as the industrial, technological, tiscal, monetary,

_ _ distinguished.
Because of the pressures exerted by groups with different
interests, the dbjectives and acoomplishments of different
spacitic_policismhaxdlycom:le, and in fact they
frequently contradict .each other, which tends to make the
macroeconcmic policy less consistent and to rob it of its
identity in that various cambinations of specific policies are
generated. ﬂnmimmmid:mgasmm

is often far removed from the dojectives
pmclaimadmmliciﬂy,mﬂtorﬂntmthedmismt
focus more on practical results than on intentions and
PIrposes.

. This explains why, for example, at a time when the United
States is imwolved in a heatod debate ooncerning the
advisability or otherwise of having any industrial policy at
all, there is in fact a policy which Includes federal
programmes providing for ald to industries. Among such
programes  mention shmld be mxde of the system for
aocelerutedde;u:‘aciatim fixed assets, the preferential
treatment accorded to capi gains and credit on irvestments
deductible froam corporation taxes. _

The importance of the specific econcmic policies of the
United States resides in their capacity to exert an influence
on the intermational ajtuation at any given mament and to
affect bilateral and miltilateral econcmic relations. Thus,
its monetaxy policy may cause a rise in the interest rate or
may contyibute to its decline, with reper-
cussions on the external debts of the Latin American and

meeds may to some extent alleviate the
applied by workers, which, in the absence of such a policy,
would be hard to resist. A restrictive fiscal policy can keep
inflation under control and limit the fiscal deficit and the
faderal debt, thareby impacting on intereat rates and on thae
parity of the dollar {(two variables of importance the
extermal sector of the latin American sconomies); lut at the
amtimitmﬂwﬂngrwthotﬂnmimsnmmmy

?

h‘

mmmummamrmmmlmm,
significant revaluation of the dollar, a neasive and



increasimgly larger inflow of foreign capital into the United
States and growing recourse to protectionism by that country.

In actual fact, real interest rates in the United States
(calculated by taking into consideration the nominal
preferential rates and the price deflators implicit in the
gross national product) did not excead 2.5% a year between
1970 and 1978, averaging 1.6% during this period. In 1979 the
real rate rose to 4.1%, in 1980 to 6.1% and between 1981 amd
1984 it averaged 8%.25/

The dollar, for its part, recovered notably between 1981
and March 1985, and, in spite of having lost 25% of its value
between the latter date and December 1985, it remains
relatively strong.

Although the United States is ane of the world's most
open markets, in recent years it moved in the direction of
greater protectionism. The proportion of marmfactures subject
to non-tariff restrictions rose from 20% in 1980 to 30% in
1983,26/ and the mmber of investigations relating to anti-

ing and countervailing duties rose from 62 in 1980 to
160 in 1982 {(exports from the region were the subject of 6 and
37 of these cases, respectively).27/ Moreover, the United
States has recently introduced new restrictions on the imports
of meat, sugar, footwear, steel, leather goods and textiles.

Although the United States was a net exporter of capital
prior to 1982, that situation was reversed that year, amd in
1984 net capital entries to the ocountry amounted to
US$ 102 billion.28/

The consequences of the processes referred to for latin
America and the Caribbean are varied and will be examined in
detail later in this paper; however, scme negative net effects
may be anticipated from now on.

In a stady published by SEIA in 1984 on current economic
policies of the United States and how they affect the region,
detailed analysis is made of specific econmmic policies of
United States, the debates held on them in that
their impact on the performance of the United States
in 1983 and on the region. The conclusion reached in
shdy is that the combination of an epansive fiscal
policy and a restrictive monetary policy results in an
economic policy which is not very stable and that in the
United sStates domestic economic policy decisions are in

ggag“

policyofthemitedsta:teszg/
, that economic policy affects the rural
ecamiesinbmdiffemntmys When acted upon directly and
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Thus, a mre efficiant macroeconomic policy which manages to
lay the groundwork for the economic growth of the United
States within a new economic cycle of leng dnation could cor

wWith similar products frem Iatin America and the
Caribbean on the of the United States, the regian and
the rest of the world. .
Scientific and tachnological jmnovations and the growth
o!lahmmi;{nityinﬂnmim-m-u wl]:t:
the econcmyy of -that country resul
semi-samifactures, and this has repercussions in the coutries

follwing elaments of the United States- econcmy way affect
these countries: doamestic corsmption of various products,
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relevant to the economic evolution of latin America and
the Caritbean: the parity of the dollar, interest rates,

the fiscal deficit, the domestic debt, liquidity and
inflatien.

As the dollar has become an internationally recognized
means of payment, currency in circulation and as means of

savings, its nwhntims have aoqired particular
significance for nearly all other economies and makes itself
falt both negatively and positively both when its value is
high and when it is low.

The preferential interest rate established for their
clients by the banks of the United States is of oconsiderable
jmportance for Iatin America and the Caribbean because the
larger share of the external deht of the region is contracted
at a variable rate of interest. In addition to affecting the
LIECR rate and other intermational interest rates, the
preferential rate also has an effect on that part of the
region's debt which was not contracted with banks of the
United States.

The upward movement of the preferential rate produces the
following adverse effects on the Latin American and Caribbean
economies: i) loans and credits become more expensive;
ii) there is an increase in the cost of servicing the debt
contracted at a variable interest rate; iii) the enterprises
of the United States tend to reduce their stocks and reserves,
forcing the prices of raw materials down; iv) it becomes more
attractive to invest in the United States, with the result
that the availability of capital on the intermational
financial market declines and v) the growth of the United
States econamy is restrained, which affects the economic
expansion of latin America and the Carjbbean.

The ewolution of the extermal sector of the econcamy

of the United States has had verious effects of great
forcefulness: those of its aspacta which have wost
affectad tha ocomnmtries of the meglon include

aports,
jnporbstradainservicasmﬂthemvmmtormiwsutes
capital.
'nnvolmes,valuesmﬂstmmofamortsmtha
United States to the countries of latin America and the
caritbean have been more limited in their influence than have
importa fram the reglon; nevertheless, they can affect trade
valances, domestic price levels, structures of production
uﬂmmpt:lmuﬂmplcwmmt Exports of services may
also help to change the structire of production and
consumprtion.

The wovement of capital away fram and towards the United
States has a constant repercussion en Latin America and the

Carirbean, koth directly and in the way it affects the inter-
mtiaalﬂnmcialmmt. Capital enters and leaves the

foreim portfolio
credits: trade tinancing: goverrment loanss lending through
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mﬂnmpitale:portsofﬂnmitadstates,eam
of these flows has its own impact on the ecnomy of the
reciplent country; nevertheless, there are always positive
and negative aspects of that impect, of which the forwer
prevatl in the eixet and medim tern and the latter in the

'Ihebélnvimofﬂnvarimommrtsofthemot

that country's
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States has been atypical in some aspects and has revealed a
situation in which a mmber of dissimilar conditions combine.
The simgularity of that expansion is due to a complex
interaction between the comjunctural factors involved
(interest rates, parity of the dollar, flow of imports, etc.)
and the special type of econcmic cycle which began with the
crisis of 1980-1982.

The duration of that crisis is considered to have
been thres years since the first and third quarters of
1981 provided only a brief breathing spell and did nt
mark the begiming of real ecomemic reactivation. Its length
and its partioularly harsh nature are attributable to the
fact that it marked the conclusion of a very long economic
cycle, which began with the Great Depression, and the
begirning of a new cycle, created and fueled by the so-called
scientific and technological, or third industrial,
revolution,

The most sallent characteristic of the present cycle
(vhich, according to N, Kondritiev, is a wave of log
duration) is a oonsiderable change in the economic and social
structure of developed capitalism, The scientific amd
technological revolution in the United States has brought the
progress made by the society into comjunction with its radical
transformation, in terms of production and employment as well
as of distribution and conmumption, giving rise to trends amd
impacts which are going to determine the structures of society
for several decades.

Now more is needed than the type of adjustment called for
by a "normal® cyclical crisis, which is desigmed to correct
the lack of proportion accumlated during the previcus cycle
and to put the economy on a more even Xkeel by adiusting
preduction and consumption. What is imperiously required at
present ie a structural adjustment, a substantial change in
the stroctures of production and consumption, and the
adaptation of the productive forces to a higher level of
cperation since they need wmore appropriate conditions if
progress is to be made.

In the course of a transformation of this kind, the
sectoral structure of the econamy and the camposition of each
econanic sector charge; i.e., the process is one of
intersectaral and intra-sectoral adjustment. In the econamy as
a whole, the production of services gains on the production of
goods, and as this occurs, the balance among different sectors
alsc changes. 'The relative importance of the camponents of

80



each imdustrial sector is altered, as same fall behind and
others advance at different growth rates.

In practice, mthevnitedstatesﬂnreplaomtofthe
goods-producing sector by the services-producing sector has
taken place over a long period of time hut has accelerated and
consolidated in vecent years, Between 1978 and 1984 (both

yeaxsofhighecamcgmth), jobs in the mamufacturing

indistry dropped by more than one million, while the mmber of
e:ployeesinservicasgreabymarlylﬂmillim(seetable
13). vhile in 1978 each job in the marnufacturing industry was

mtdxedbyzesjobsmservices,inlsad,tlnlattersideof
that ratio ruse to 3.62 —a very rapid change for a period of
anly six years. The econcmy of the United States has been
becoming increasingly service-oriented, with services no
lmqerocmstimtmganmliazyardomplm!tarysectcrof
the economy and now functioning relatively autoncmously.

At the same time, the industrial structure has changed as
a result of the expansion of the high techroloegy sectors, the
decline of traditional industries, which for decales were
regarded as the backbone of development and its most dynamic
element, and the change in the structure of consumption, both
perscnal and industrial.

In the political crkit, the initiation of the structural
adjustment coincided with the ooming inte office of President
Reagan and the Republicen Administration. Although the free
market policy of the Administration, which allows the process
of adjustment to follow its natural course, probably played an
indirect role in making the crisis and the depression more
severe and widespread, at the same time it permitted
a more efficient and forceful adjt_lstment, whose more

After the cyclical crisis of 1980-1982, the eccnowy of

the United States recovered rapidly in 1983 (the gross
rational product grew by 3.4%), grew in 1984 (6.6%) and
slackened in 1985 (2.3%).30/

The product growth data do not adequately reflect the
notable differences which characterized the performance of the
various econamic sectors and their components. As a result of
the structural adjustment, the recovery amd expansion of the
econcny were markedly unequal and did not even affect some
sectors. A mmber of industries experienced only a slight
upturn, barelye:nmmnseabovethelmlsrecordeddurm
the recent depression and below those reached during the
previous expansion, which meant that their relative importance
to the econamy diminished irreversibly.
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Table 13

STRUCTURE OF EMPLOYMENT AND LWEMPLOYMENT 1IN THE UNITED STATES

{Ng sonal | justed; thousands of persons_ as of b ¢ _of each year)
1978 1979 1980 1981 1982 1983 1984

Civilian labour force,
total 95 855 T M2 : 97 282 99 613. 9 093 102 941 106 273
Agriculture 3 387 3 359 3I 3P4 3 2w 34N T 54 3 385
Mining S04 992 1 069 1 206 1 053 269 o973
Construction 4 397 4 615 4 387 4 026 3815 4 0B6 4 469
Manufacturing 20 729 20 983 20 175> 1% 676 18 193 19 143 19 603
Service-producing 61 251 &4 088 65 318 65 734 65 604 &7 828 71 047

Gowverrment; federal,

$tate and Local (15 471> {16 002) (16 236) 15 17 {15 758) 15 869 (16 082)
Unemployed &6 012 6 0ar 7 785 ¢ 571 12 036 9195 8 181
Rate of unemployment 5.9 5.9 T.-% a.8 10.8 8.2 . 7-2
Source: United States Department of Commerce, FLen i . September 1979; August 1981; Septenber 1981 and Auguet 1982, 1983, 1984

and 1985.



Something can be learned about the present situation and
about certain tendencies on the part of the production sector
of the econamy of the United States by examining the evolution
of that country's iron ard steel industry (see table 14), In
1978 steel production reached its highest level --137 million
short tons—, while in 1984 only 92,5 millin tons were

smelted: inthesamperlodtheimtalledcapacityfell from
158 million to 135 million tons.

Although this phencmenon is in part explained by foreign
capetition as reflected in the rise in imports and the
decline in exports, its most important cause was the lower
copsumption of steel by the economy of the United States.
¥hile the share of imports in the United States steel market

considerably, this ocorred more because the market
shrank than because imports increased, In six years the
apparent consumption of steel dropped by 38 millien tons,
vhich shows that the steel produced in the United States is
being replaced more by other materials which compete with it
thanbystaelfmabrmd

A phenowenon deserving of more detajiled study is the
pattern of consumption of basic inputs by the Worth American
econcay. Table 15 emplies the available statistics on
apparent consumption of eight basic inputs which for decades
were regarded as vital for the develomment of an
industrialized economy =--petroleum, iron ore, aluminitm,
refined ocopper, lead, tin, zinc and natural rubber. Between
1972 and 1984, their comnsumption experienced various
corjunchural fluctuations in keeping with the two economic
cycles of that period, but more long-term trends can also be
chserved, such as the dowrward trend in their consumption in
both relative and absolute terms (see table 16).

In order to yield the same wagnitude of
national product, the economy of the United States needs
an increasingly lower level of basic imputs. Thus, for every
billion dellars of GNP in 1972, 5.1 million barrels of
petroleum and 1 728 tons of copper were consumed, while in
19584 (at constant prices) only 3.5 million barrels of
petroleam and 1 242 tong of copper were required. The same
pattearn was followed in nearly all the cases examined.

Of even greater importance is the drop in consnmption of
basic inputs in absolute terms. All of them, with the
exception of aluminium, reached their maximm levels of
consumption between 1973 and 1978, after which their
consurption began to decline mwore or less rapidly. In 1984,
vwhen its ecomamy was in full swing, the United States used
lesg petroleum, 1ron ore, lead, tinandzmcthaninlwz,
less oopper than in 1973 and less natural rubber than in
1977.

The dowrmard trend in the relative consumption of kasic
inputs in recessive crisis phases is the reason why its
decline in absolute terms has been more marked than that of
the gross national product.
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Table 14

SITUATION IN THE IRON AMD STEEL SECTOR IN THE

NITED STATES, 1977- 1984

{Thousands of short tonss) 2/

Trstalled capacity
Raw steel production

Exports of steel mill
products

Imports of steel mill
products

visible consumption

1977 1978 197¢ 1580 1981 1982 1983 1984
159 Bé4 157 870 156 354 153 620 134 314 154 085 150 504 135 275
125 333 137 031 135 341 111 835 120 a28 T4 577 a3 ire 92 528

2 003 2 42 2 ;8 L 10 2 904 1 852 1199 280

19 307 21 135 17 518 15 495 19 298 16 663 17 070 26 1M
155 744 151 041 123 229 137 822 89 398 99 250 N7 e

142 637

source: United States Department of Commerce, Survey of Current Business, Decamber 1979, 1980, 1981, 1982, 1983 and 1984 and September 1985.

a/ One short ton = 0.90718 metric tons.
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CONSUNPTION OF SOME BASIC INPUTS IN THE UNITED STATES, 1972-1984

Table 15

1972 1973 1974 1975 1976 1977 1978 197 1980 1981 1982 1983 1984
Grass national production
(billions of US dollars at ) o . ;
1972 prices) 117 1 238 1214 122 1205 1341 1399 1483 1 481 1514 1 485 1535 1 439
Patroleum, domestic demand
(millions of barrels) 5990 46317 40™ S8 638, LT 6870 6757 6 2% 5 861 5 583 5 559 5 756
Iron ore, consumption at
iron and gtesl plants
(witlione of tona) 121,29  139.3 13141 107.9 116.2 10,2 18.2 115.9 90.8 96.5 56.1 62.2 67.0
Aluminium (production +
imports - exports)
(thousands of tons) 5109 5258 56% 472 533 5.961 6215 6103 5561 6 T 5179 5 572 6 824
Refined copper (thousands
of tons) 2023 2217 190 138 1810 1998 2193 1890 1 890 1 855 1 624 1767 2 036
Lead (thousands of tons) 1347 1398 145 1177 1296 1435 1 300 1358 1070 1059 187% 1 %49 1 207
Tin (thousands of tons) ™.3 75.8 45.8 558 6.9 6.0 63.4 62.5 56.4 Sb.b 53.5 55.8 50.4
Zine (thousands of tons) 1287 1364 1168 &% 102 100 1023 1 008 13 ] 834 710 s a4y
Natural rubber :
{thousands of tons} 551 696 T20 670 ™ 30 765 Fa i 586 635 661 &76 31
Sourge: United States Department of Commerce, Survey of Current Business, August of each year between 1975 and 1985.
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Table 16

CONSUWPTION OF SOME BASIC INPUTS IM THE UNITED STAYES, IN RELATVIVE TERMS, 1972-1984

(For every US$ 1 billion of gross national product, at constant prices for 1972)

Gross national product
{billions of dollars)

Petroleum, domestic demand
{ thousands of barrels}

fron ore, consumption at
iron and steel plants

{thousands of tons}

Aluminium (production +
imports ¢ exports} (tons)

Refined copper (tons)
Lead (tans)
Tin (tons)
Zine (tons)

Natural rubber (tons)

1972 1973 1974 1975 1976 1977 1978 1979 1980 1981 1982 1983 1984
111 1235 1214 1 202 1275 1 341 1 399 1 483 1 481 1514 1 485 1 535 539
5115 5115 5007 & 957 5 007 5 017 4 9N 4 556 4 203 38N 3 760 3 621 512

104 13 108 90 N &2 84 [ 61 64 38 &1 41
4 363 4 57 4 637 392 4 183 & 445 & 442 4 115 3755 4 443 3 488 3 630 164
1728 1795 1 614 1163 1420 1 490 1 568 1274 1276 1225 1 09 1151 242
1150 1132 1195 o7 1016 1 070 929 916 722 699 T4 749 736

60 1 54 &5 49 51 45 42 38 36 36 36 31
1099 1104 962 98 so7 746 F£)) &80 S48 551 478 505 518

556 564 593 57 573 582 547 498 39 419 445 440 458

Source: United States Department of Commerce, Survey of Current Business, issues during the period 1975-1985.



. In its structural adjustment process, the industry of the
United States has seen its situation wewsen on acoomt of
short-term factors suwch as high real interest rates,
revalued dollar, ﬂzemtryofimortsmamsiveamlemﬂ
the loss of competitiveness of same sectors.

The most seriously affected industries have been those
producing textiles, footwear and leather qoods, In 1084

inported shoss acoomted for over 70% of all the shoes sold;
during that year, cne shoe fackary closed every four days, an

average. At present, hportsofmrmapparela@lyclm
to 40% of the clothing market of the United States, and the
country's wearing apparel industry stays afloat only because
of import quotas.3l/

The country's machine tool industry is gradually yielding
thedcnasticmarkettoimports,simaﬂuymg:whgm
rapidly than the dewend. The transport and farm machinery
industries are in a similar situatien.

At the same time, wiﬂuinthegoodspmmingsector
various industries are maintaining a higher than average
growth rate, showing relatively stable expansion even in the
face of stronger foreign oompetition. Since the high
technology sector iz the beneficiary of the present structural
adjustment, it has ample room for development and expansion,
although some consolidated areas are mow showing signe of

Industries which contimied to show rapid growth in 1985
and whose prospects for the coming years are good, even if an
eoamccz‘isisslmldocctn', m:ludet:tmepmducingdﬁps.

pla

Industries which supply the Pentagon, e:.therwithweapms
or other materials, are in a special position. Fims in the
industrial-military complex have a stable market whose growth
is ensured owing to the present Administration's intention to
create rnew weapons systems, on vhich billions of dollars will
be spent, and to contime to raise military budgets in the
years to come.

ulepmductimofqoodsingmeralismlmgarasalimt
characteristic of the econamy of the United States, in which
services are increasingly taking a leading role. While in 1972
the production of goods generated 47% of the gross natiomal
product as opposed to 42% in the case of services, since 1976
the production of services has exceeded that of goods, and in
1984 services were responsible for 48% of the product, as
opposed to 42% in the case of goods.32/

Pecause of the special nature of the services sector
(maltiform and heterogenecus), there is no common measure for
gaging its expansion, and the data used to demcnstrate its
dynamism are in many cases indirect (employment, seles,
irventories, wages and salaries, etc),sothatthepicm:e
which emerges is varied and vaque.
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A large segment of the sector is made up of goverrment
purchases of services, represented first and foremost by the
wages and galaries of local, State and federal goverrment
employees, One area of great importance is the acquisition of
services hy the defence sector of the federal goverrment
=-Us$ 57.8 billion in 1984 (or 25.5% of all goverrment
purchases of services).33/

Domestic trade is one of the most extensive activities of
the services sector, and the pattern of its sales by periods
and the growth of its inventories may provide a fairly
reliable idea of the trends prevailing both within the sector
and in the econay as a vhole,

In 1984 retail sales amounted to US$ 1.3 billion, showing
an increase of 10.5% over 1983, and the rise in consumer
demand gave a sharp boost to the production sector in spite of
the large share of imperts in the supply. In the first half of
1985, however, retail sales grew by only 5.8% over the same
period in 1984, which suggests a slackening in the growth rate
of demand.34/ Amalysts warn that buying might have slowed
because of weak growth in disposable personal income and a
record level of consumer debt, which has reached 19.2% of

disposable income.35/

The United States Department of Commerce, has, on the
has1§ of the. employent criterion, named the following
services as high qrowth areas: data processing; personal
spply; searities brokerages; radio, television and misic
stores; office work and legal services.3§/ The qrowth of
employment in services between 1578 and 1984 shows that the
services sector, like the agricultural sector, is less
vulnerable to cyclical factors than are the marnufacturing
industry and comstruction. It is by nature also very stable
when canfronted by foreign competition and may even be able to
benefit from the inflew of goods,

Price trermds in the economic reactivation phase of the
current cycle have been atypical in some respects, as a result
partly of monetary control by the Federal Reserve and partly
of the revaluation of the dollar and the entry of imports on a
massive scale. Owing to these anti-inflationary factors,
producer and consumer prices rose slowly, growth rates in
consumer prices being 3.8% in 1983, 4.0% in 1984 and an
estimated 3.8% in 1985.37/

As services are less markedly affected by foreign
competition, their prices are comparatively less susceptible
to being driven down by the increase in imports. Thus, in 1984
service prices rose by 5.6%, while goods prices rose by 3.1%,
and the general index, by 4%.38/

The performance of employment and unemployment in the
recent expansion phase has confirmed the trend of the past
three decades towards a rising rate of unemployment with each
successive econauic cyele, in both its low and its high phase
(see table 17). A mmber of scientific and techinological
advances, including the automatization of industry, bear some



Table 17

UNEMPLOYMENT IH THE UNITED STATES IN PHASES OF CRISIS
AND EXPANSION, 1969-1985

(Thay o ta _hot : ally adjusted)
Periods of highest unemployment Periods of lowest unemployment
1970 U " 1ogd 1969 . 9T 1985

(Decepber) (May) (Dec ember) (December) {Octaber) (May) {Augyst)
Rate of
unempl oyment 6.2% 8.9% 10.8% 3.5% 4. 6% 5.6% 7.0%
Total rumber ]
of unemployed 5 146 a4 250 12 036 2 846 4 100 S 774 8 127
Humber of persons
affected by Long-term
unemployment
(15 weeks or more) 1 084 2 529 4 732 I 756 1T 085 2 264
Number of persons
affected by long-term
unemployment as a
parcantage of total
rumber of uemployed 21.1% 3.7 39.3% 13.8% 18.4% 18.8% ’ 27.9%

Source: United States Department of Cammerce, Survey of Current Busingss, May 1970, 1971 and 197; Decerber 1975 snd 1979; May 1983 and November
1965. :



of the responsibility for a high and steadily rising xate of
chronic and structural wnemployment and for a substantial
change in the social structure.

Although a large number of new jobs are being created in
the econcmy of the United States, this is not happening at a
rate high enough to reduce unemployment. Services have not
expanded enough to absorb the growing labour force, and the
direction taken by the Ui ted States econcwy and by scme other
developed econamies, presages that this phencmenon of growing
structural unemployment may contime into the future.

Chviously, the behaviour of the econcmy of the United
States between 1980 and 1985 reflected both the classical
vicissitudes of a typical cycle and the complexities of a
profound structural transformation. Owing to the free market
economic policy of the Reagan Administration, the adjustment
of the economic and social structure has came up against a
minimm of barriers and dbstacles which might have slowed it
down and given it less impact,

The adjustment process in this relatively open economy
has been accelerated by extermal competition, which has made
the structural transformation more painful but at the same
time more intense and rapid.

If far-reaching and radical protectionist measures were
to be taken, the industry of the United States might
a@erimsmerelief,soﬁmattheprodwtimofsme
activities would raise and unemployment would fall a little,
even in the final stage of the period of expansion prolonging
it somewhat. The calculations made by a mmber of economists
confirm that this would be viable in the short term, but they
say that the cost of oontimuing to protect the industries in
the midst of a structural adjustment process would, in the
medim and long terms be greater than the advantages abtained.

Trends in recent years show that the traditional basic
industries are handing their role of engines of the United
States econcmy over to new industries which can contribute
more oonsistently to efforts to increase production, show
greater agility in the application of new materials and
technologies, are better able to supply the market with new

on short notice and, above all, show greater
flexibility and capacity in adapting to changes which ocoxr in
national and intermational markets.

¢) State of the financial system and the extermal sectoyr

The evolution of the United States financial system in
1985 reflected the growing concern of the Administration and
the Federal Reserve over the fiscal deficit and the federal
debt,

In the United States the deficit for fiscal year 1985
(Octoher 1984-September 1985) amounted 0 a record
US$ 212 billion,39/ which raised the total federal debt to
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US$ 1.8 trillien, Net interest payments amounted to
Us$ 128.1 billien in 1985, and it is estimated that they will
amoaurt to US$ 137 billion in fiscal 1986.40/ .
The threat to the financial stability of the Uni
Statesledtoaccnprmisebetmmﬂnhdmjnistratim
Congress with regard to spending reductions, ard in December
lQBSleqislatlmmsadOPtedktﬁdlcallsforhaerqthe

federal budget in 1991, establishimadeficit ceiling of
US$ 144 billion for fiscal 1987, which begins in 1 Octobea:'
1986,

Iargelybecmuaofﬂnbemryrespmsibﬁitybombym
high interest rates for the repid increase in the dedt, the
Fedaral Reserve laid less stress on anti-inflationary measures
and expanded the meney supply. In May 1985 the Federal Reserve
banks lowered the discount rate from 8% to 7.5%, and the
preferential rate fell fram 10.7% in December 1984 to 9.5% in
June 1985.

Although the real average interest rate fell from 8% a
year in 1984 to 6.4% in 1985, it may still be regarded as high
in coamparison with the historic values. Reasons for the

¢f high real interest rates incluwie the
excessively high fiscal deficit, monetary ocomtrol and high
real rates of return on capital., The accelerated depreciation
of capital goods applied since 1981 was responsible for a
rapid rise in returns on capital invested in the :
sector, o0 that in order to compete with this, the financial
sector has been offering somssvhat higher rates. As for the
ive sector, it has been inclined to bhorrow at
relatively high rates, provided it cbtains a high rate of real
return on investment.

In addition, the swollen fiscal deficits have forced the
State to compete increasingly with the private sector in the
capital market, which tends to force interest rates up.

Although the preferential rate has been fixed since June
1985, in the financial market there has been doubt as to its
future, even in the short term, An important factor behind
this situation is the hehaviour of the Federal Reserve, vhich
seeks to avoid a resurgence of the inflation without raising
the cost of money. Combining a restrictive strategic posture
with the pragmatic tactic of injecting mare liquidity in the
econamy, the Federal Reserve is suoceeding in taking a
flexible approach to the fluctuations of the present ecancmic
situaticn. However, this policy is hard for the econoamic
agents to mterpretandprovidesmdegraeofcertamty

way things may go in the future, because the
mmicsitatimmybemmtﬂnﬁterutratecmld
acain fluctuate within relatively wide margins.

Similar uncertainty has swrrounded the performance of the
dollar, which experienced large changes in the pericd
1984-1985, giving rise to Acubts concerning its future, And
since the ocorrelation of those factors which determine the
movement of the dollar is highly wvolatile, the lLatin American

2E
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comtries will contimue to face an unstable and uncertain
monetary market in the next few years,

The foreign trade of the United States in the period
1983-1985 was marked by qrowing disequilibrium, in that
exports remained below their 1981 level, while imports were on
the rise (see table 18). It is estimated that in 1985 the
trade deficit eseeded US$ 140 billion, i.e., the equivalent
of 4% of the gross national product of the United States. The
massive entry of imports into the United States seems to have
been caused primarily by a marked growth in demand during the
1983-1985 expansion phase, while many other ecorcmies had a
relatively depressed domestic demand. The loss of the
carpetitiveness of United States industry (partly due to
higher wages) also played an important role in the feeble
behaviour of exports and the strong performance of imports.

The rise in the dollar comtributed to the loss in
competitiveness of the United States vig-a-vis the Western
Eurcpean countries, although it ‘did not have the same effect
in comntries with crrencies tied to the dollar. The largest
increases in sales to the United States were realized by

Canada and Japan, in spite of the fact that their currency
depreciated only moderately with respect to the dollar.
Imports absorbed a substantial proportion of the grawth
in demand, taking over from national production, which saw its
growth slowed by foreign competition. The significant increase
in the share of imports frem developing countries in imports
of the United States (twice as high as the increase in the
ghave of Western Bwrope and 7.5 times as high as that of
Japan), as well as the notable trade deficit with the majority
of the developing oountries has enabled the present
Mdministration to c¢laim that its "Trade, not aid" policy has
been basically right.4l/
8o long as there are countries which stand to gain by
their exports to the United States, a selfish
attitude on the part of cther comntries with respect to trade
with the United States would be mistaken and even
counterproductive. An effort to cbtain the maximm surplus
balanse in bilateral trade, without worrying about the
position taken by the United States, would reflect a
short-term view, an immediatist poeition, which, if applied
universally, would be almost bound to produce negative
results, If the United States did not succeed in increasing
its exports and reducing its trade deficit, protectionist
pressures would be stepped up, there would be a greater
possibility of new trade restrictions, the expansion of the
United States economy would slow down to some extent and its
deficit on current account would grow, thereby increasing the
need for external financing, causing interest rates to rise.
In recent years cwrrent account of the United States has
tended to move in a way which is increasingly unfavourable for
the country, showing a deficit which is very mich on the rise
(estimates for 1985 came close to US$ 120 billion). Although
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Tabke 18

INT_ERNATICNAI. TRANSACTIONS IN THE UNITED STATES

(Miklions of dollars)

1980 1981 "R 1983 1984
Exports of merchandise,
excluding military 223 965 236 254 21 217 200 257 Z20 M6
Inppi-ts ‘of merchandise, '
excluding military 249 308 264 143 247 506 61 312 328 597
Trade balance ) +25 342 -27 849 -3 309 -61 055  -108 29
Exports of services 120 704 1356 638 137 107 ™ 94 142 105
Imports of services 8 580 $7T 670 103896 103 801 123 942
Galwnce of trage '
in services ) 3121 38 98 B 28 143 18 143
Balance on current
actount I3 & 4N -1t 21 -41583  -101 532
Unitad States mssets
sbroad, ret increase B84 76 109 294 118 045 49 490 20 447
nirect investment,
net increase 18 546 8 691 -3 008 4 &1 4 503
foreigh assete in the
tnited States,
ret increase 50 261 e a7 ass 81 722 97 39
Direct irvetitment,
et fncrease . 10 854 21 3 10 390 1 2% 22 544
Treasury securities
in hands of foreign
individuals, net increase - 2 &1 2932 7 004 a2 22 440

Source: United States Department of Commerce, 'W.5. international tramsactions ...,

Survey of turrent Business, December 1981, 1982 and 1983 and September 1984 and
1985 (table 1-2). '

the primary cause for this growing disequilibrium is
undoubtedly the increasingly higher trade deficit, there are
which

eaumings on assets of ‘the United States abroad were
UsS 46 billion higher than outflows due to foreign held assets
in the United States. In 1982, that surplus fell to
US$ 42 billion; in 1983, to US$ 36 billien, and in 1984, to
US$ 19 billiom, as'a result, in every case, of rising payments

mich as that the sufplus in the services acoount is no longer
to cover an appreciable share of the growing
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The radical shift in the movement of United States
capital has been of exceptional econcmic and financial
importance. Traditionally, more capital left the United States
than entered it, wvhich meant that the comtry was a net
e:q:orterofcapitaltotlwrestofﬂmemrld.amargeinthis
trend came in 1982 when a swrplus of US$ 11.3 billion was
recorded in the country's capital account. In 1983 the surplus
reached US$ 36.8 billion, and it is estimated that in 1984 it
amounted to US$ 101,7 billion.42/

This tremendous influx of capital in the United States
has been used to wipe cut the current acoount deficit. The
country has absorbed a large additional amount of goods amd
services correspording to its current acoount deficit and has
paid for them with money on loan from foreign sources,
correspanding to its capital account surplus.

memitedstateslsabletolivesofarbeyaﬂitsqm
econamic means only because it issues the world econmy's key
anrency —the dollar——, and its external debt is wade wp
almost entirely of its cwn national currency. Thus, the United
States is able to take advantage of the privilege of issuing
this key currency to finance both its consumer needs and the
needs of its economic growth out of external savings, therehy
offsetting the relatively low rate of domestic saving.
According to OBCD statisticians, in the period 1963-1983, the
average rate of saving of the United States (gross savings as
a percentage of the gross national product) was only 18.9%,
capared with 25% in the other OBCD countries and. 34% in
Japan. 43/

More than 80% of the capital entering the United States
has been ooncentrated in portfolio investments -—bank

financing of the United States economy; in 1984 alone, their
by foreign individuals and goverrments experienced a
net rise of Us$ 27.1 billian.44/

The country's financial experts recognize that a

considerable proportion of the foreign capital entering the
United States is not included in the goverrment statistics amd
that foreign investments are actually far higher than the
amounts reported.
The flight of capital from many countries in the world,
including the ILatin American and caribbean countries, towards
the United States iz caused both by the politically,
econamically and financially unstable conditions prevailing in
those countries and by the attraction of the Unitad States as
a relatively secure haven --a factor which would contime to
apply even in a less favourable eccnomic situation,

When both the volume and the proportion of the resources
which the United States receives from the intermaticnal
financial warket increase, the oonsequences are similar teo
those which ccour when the Federal Goverrment exerts pressure
on the national financial market in obtaining financing from
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it, On an intermational scale, the same phencmenon whereby the
weaker ocnpetéitors aredisgliaced ocaurs, with the same

for market conditions —a shortage of ligquidity
a rise in interest rates, harder terms for debtars, etc. '

- Wweress flows of capital imported by the United States
have incvensed, the flows of capital wwey from this couty
are declining notably, The net increase in its assets abod

morted to B518 bllln i 1%, o dowed to

US$ 49.5 billien in 1983 and to US$ 20.4 billien in 1984.45/

Many United States economists are highlighting the
growing vuinerability of the financial system of the United
States, ane of the pillars of which is short-term foreign
investment, and are calling attention to the negative economic
consequemesital which night accampany a withdrawal of speculative
capital,

In conditions of high fiscal deficits, a sharp reduction
in the inflow of foreign capital would raise interest rates
and cause investments in capital goods and housing to contract
notably, having short- and long-term necative effects on the
United States economy.

In short, the United States iz experiencing a serious
financial disequilivrimm intermally (fiscal deficit) and
extermally {ourrent accoant deficit) but is managing to
redress it to a considerable extent through the inflow of
foreign savings. Howewver, since the preblem has not been
resolved, but is gpreading, the likelihood is growing that a
sericus domestic and international financial arisis will be
lmlmm.

~ The expansion phase of the economic cycle now underway is

already showing signs of exhaustion, characterized by growth
rates which are markedly lower than in the period 1983-1984.
The present period of recessive growth may be regarded as the
phase imeediately preceding a new cyclical crisis which way
well occur in the second half of 1986 or the first half of
1987,

Actually, the duration of the present expansion and
the beginning of the next cyclical crisis will depend on
a variety of short-term factors, such as the Administration's
fiscal policy and the Federal Reserve's monetary policy.
The econamy may even oontime to grow for same time if
consumers oontinue to spend freely, if the inflation
remains low, if interest rates do not rise suddenly and if
the growth of imports decelerates sufficiently to allow
rational industry to increase its ghare in the meeting of the
demand.
For this combination of factors to ccour, a rmber of
different econcmic trends and policies will have to be brought
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into line. An expansive monetary policy can start an
inflationary spiral, causing interest rates to rise sharply:
nevertheless, an overly restrictive policy can have a similar
effect. Ancther sudden drop in the dollar or a crisis of
confidence among foreign investors can reduce the foreign
capital entering the United States, which would tighten the
campetition between the goverrment and the private sector on
the domestic capital market, resulting in a rise in interest
rates.

A drep in the dollar would make imports more expensive,
tending to drive inflation wp. In a recent hying spree,
consumers piled up an unprecedented debt and left accunilated
savings at the lowest level ever, so that at any moment
oonsumer spending may begin to contract. As excessively high
fiscal deficits are driving interest rates uwp, the
Administration is trying to cut budget expenditures, iut a
reduction sufficiently drastic to have a significant impact on
the deficit could result in an across-the-board contractien of
the domestic demand.

This delicate halance is precisely what is causing

uncertainty with respect to development prospects. Any sudden
pheaval in the rational and intermational econendc situation
can qrachually throw the situstion ot of balance, putting the
United States econamy in serious difficulties in a matter of

months, Of the three pillars on vhich its presert economic
expansion rest (increased damestic demard, inflow of external
savings and the armaments race), only the armaments race
displays any degree of stability, Actually, increased military
might now plays the same role of motivating and prolonging
ecenemic growth as that played by the Korean war in the
1949-1953 expansive phase and by the Vietnam war in that of
1961-1969,

The latest tax adjustments in the United States, which
have increased disposable perscnal income and thus motivated
graaterspe:ﬂirgbyco:ﬂmrs,havealsolmedfiscal
earnings, contributing to the deficit and therefore having
opposing effects on the econcay.

Between 1980 and 1985, the international situation had
increasingly marked repercussions on the traditicrnally highly
self-sufficient economy of the United States, owing to the
accentuated growth of commercial, credit, monetary and
technological flows. In this  respect, the growing
vulnerability of the United States to external factors could
be seen in the seriocus effects which the inflow of imports in
1984 had on industrial ‘production, the structure of
employment, the indexes of inflation and the balance of
payments on current acoount.

The intense internationalization of the dollar has tended
to rob the econamic authorities of the United States of a
considerable portion of their control over their naticnal
aurrency. According to diverse estimates, same US$ 150 billion
to US$ 200 billion, or the equivalent of 20% of the anmual



hﬁqd:ofttngwaﬁmtofﬁemitedm,dmﬁeshmﬂs

throughout the world: every day- in -buyihg and selling
operations.

In such ciromstances, the measures taken by the
mmmmmmmmmmmm
down or to support it woaild have a Tairly liméted' range
because basically the parity of the dollar is determined in
the international mavket on the basis of the confidetxe in it
irapired Ly the rdte of retinm ‘on iffveistments in the Unitad
staw,mmﬁitieﬁs‘offemdbyﬂ‘nmmasasaﬁhavm
] the autlock for its

amlmalywaytosumeedmﬂd‘beﬂntofcdmerted
intexrvention' by the central harks of the Group of Five (the
Unitedl States, the Fefleral Republic of Germany, France, '
and the Uniwed Kingdan) to keep the value of ‘the dollar at a
level vhere the indispensable flexibility is combined with a
certain amount of s€ability. In this comection, a tacit
aqrm&mﬂmestahliﬂwtofﬂﬁmgﬁsdﬁi;edfcrthe
value ofithe ddllar would help Eo provide a certain amount of
stability for the internmational ‘monetary market if it were
followed by the closer alicnment of the monetary and Fiscal
policies of the ledding industrialized’ ¢ountries and, above
all, ofuremtla-altaxsystamm&lhaveaneffectm
savng,lmeshra'rtmﬂcapitalmmrts

So lorg as no solution is famd to its trade and fiscal
deficit problem, the United States will probably requite a
tremendou inflow of external savings and will therefore have
to keep the confidence of foreign investore. Interest rates
wlllprobablyhavetostayrelativelyhiminomtoattract
foreign capital to the country.

By and large, recent trends in the economy of the United
States demonstrate its cepacity for adjustment to the
requirements of the scientific and “technological revolution.
In spite of a certain amamt of inertia which can be explained
v the very vastness of the eccnamy and its polymorphic
character, the market mechani=m has responded to the impsEct of
i:headjusmmt as is reflected in the contrast between the
traditional ~ production structure and the maltitidinous
technological inrovations. Nevertheless, in the abearce of a
clearly defined industrial policy and active participation by
ﬂmestateinﬂletransformt;mofﬂmemmicstrucune
this growth process is taking the form of spcntanecus
interaction of market forces, giving rise to unfavourable
socialeffectswmd-nam, morecver, adgravated by intense
foreign competition.

Itisalsopossiblethatasmwmicstmunestam
shape in the United States, 'chempactofmatrarsformtm
rmm'ﬂerwaynaym}aeitselffeltwithgrwtqumlrnss
throughout the world capitalist systhm, beihg transmitted
alongallthedmw;lsofintexmtianleommcrelatiuﬁam
the commercial, monetary, financlalaxﬂtad'n*plogmalmmls
in particular,
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Bilateral trade with the United States is still of
oconsiderable importance :n  the intermational econamic
relations of the countries of Latin America, which shows the
potential of this means of transmitting the poeitive and
negative impilses generated by the North American econcmy. In
1983, 39% of all the exports from the 19 ILatin Averican
countries as a whole were directed towards the United States,

a:ﬁss%ofﬂuemrtsofﬂmsamegrwpcamfmthat
country.46/ .

However, these aggregates conceal the oonsiderable
differences which exist between the cauntries of the region in
temsofvhattletedStatmmaﬂcetmeamtothenhade
These differences were accentuated in the period 1983-1984,

when the trend towards greater geographic diversification of
Iatin 2American exports was reversed and some countries
recorded a propounced increase in the share of their exports
destined for the United States.

Ameng the of AIADT countries, Brazil and Mexico saw their
exports grow during this period, almost solely because of the
role played by the United States market; Colambia and Ecuador
managed to compensate fully for the sudden fall in their
exports to the rest of the world by means of their increased
sales to the United States; and cChile, Peru, Uruguay and
Venezuela to a large extent had the same experience. Only

and Paraguay kept to the same degree of export
diversification (see table 19).

Outside of AIADI, Costa Rica, El Salvador, Guatemala,
Panamarﬂﬂlemicannepublmalsoslunedamaﬂeedm—
crease in the share of exports destined for the United States,
vwhile Haiti and Honduras kept their share high. A case apart
is Nicaragua, whose exports to the United States fell from
38.6% of their total exports in 1980 to 14.3% in 1984.

Althoxjh the growth of the sales to the United States
enabled a mumber of Iatin American countries to abtain the
additional foreign exchange earmings they so badly need in
order to service their external debt, same of those comtries
were still highly vulnerable to the possibility of change in
the economic situatien in the United States or in the economic
pelicy of the present Administration.

Statistics show that Iatin American exports to the United
Stat&shavepa:cvidedaninportantnmnsoftrmitthgthe
impact of economic trends in that country to latin American
econcmies, and this at very high levels of potential risk in
thecasesofnexioo,Panama,Emador Haiti and the Daminican

Republic,
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Table 19

LATIN AMERICA: EXPORTS TO THE UNITED STATES AMD THEIR SHARE IN THE TOTAL EXPORTS OF EACH COUMTRY

(In millions of dollars)

—_ 1980 1981 1982 1983 1984 .
a To X  Totsl  Jous X  Total _ Jo U X Total Toug & Totsl TouUs X
Argentina B 025 718 89 9143 864 9.4 763 10 1.4 7BE .. T 9.9 LS 89 10.0
" Bolivia 1.0% %7 5.8 w5 266 26.7 o] 21 29.0 787 . 151 - 2057 610 1w B.e
Brazil 20132 3510 174 2339 4M 176 20168 4131 205 2183 5061 232 s 7 MO0 283
Colambis 3M5 1089 271 2956 &3 234 3085 7235 234 3073 897 292 3 MU0 1139 34,1
Chile 4 688 S8 12,6 3949 592 15.0 2710 801 21,6 380 1083 30.6 3658 951 2.0
Ecuador 2 476 806 32.6 2540 $84 387 2140 1025 47.9 228 1260 566 2&29 1601 40.0
Mexico 15557 10072 64.7 19641 10716 S54.6 21209 11129 S5 21.4%6 12 4% S7.9 26 226 14 341 59.2
Paraguay 310 17 5.5 7 7 57 330 ¢ 27 9 . B 86 376, 21 53
Peru 395 1258 321 327 1090 33.6 3385 1046 30.9 3186 108 343 33 1 274- 382
Urugusy 1058 B 7. 15 9 81 102 wTs 1063 106 9.8 15 524 3.7
Venezuela 19261 S344 277 000 S14 25.6 W8T 4506 26.9 146935 4702 NS 1542 6 200 40,2
Costa Rica 981 3 337 1008 2T 324 an 292 33,5 dBF 0 2 3B 117 €96 K24
EL Salvador 1 070 439 410 797 137 7.2 70 248 35.4 Ty 286 38.6 M9 337 .2
Guatemala 1518 20 217 1226 23 182 1120 306 273 1159 405 349 1205 536 36.2
Honduras 89 438 S8 78 399 4.8 66 351 525 %1 395 533, R . &D9  S2.6
Nigaragua 4% 10 386 476 135 28.4 370 82 222 33 0 e 229 440 63 .3
Heiti 226 1286 56.6 3% 21 9.3 377 9% 785 20 s 762 450.. . 35%° OB
Panams 350 175494 N7 167 s2.7 308 128 41.6 99 . 161 538 . 282 - 153 £0.7
bominican Republic 963 503 S2.2 1187 75 67.0 809 437 54.0 804 541 678 12 971 80.2
in_Ameri 86756 2635 30.3 93362 26985 28.9 #5546 26870 3.4 86 W7 OV 34,9 %99 W7 B

Source: Internetional Monetary Fund, Direction of Trode Statigtics, Yearbook 1985, )



If the cost of servicing the extermal debt is high,
export earnings provide an absolutely indispensable flow of
foreign exchange; this ewplains the vulnerability of countries
vhich depend too mich on a single market for their exports. On
the other hand, if a large share of an econamy's imports come
fram a simgle country, this results in relatively less
vulnerability provided that in case of need it is feasible to
replace that country by other siuppliers, which is
comparatively less difficult to do because at present
campetition among exporters is stronger than among importers.

The majority of latin American countries have an imports
structure vhich is geographically more diversified than their
exports structure. However, the imports of Mexico, Haiti and
Venezuela are highly oriented towards the United States, which
pits them in a potantially dependent and more or less
vulnerable situation (see table 20).

Table 20

LATIN AMERICA: SHARE OF EXPORTS TO THE UNITED STATES AND INPORTS
FROM THE UNLTED STATES IN TOTAL TRADE OF EACH COUNYRY, 1984

{Pgreentages)
Exports Imparts
Paragusy 5.6 Paraguay 2.9
Argentina 19.0 Uruguay 10.9
Nicaragua 14.3 Balivia 16.2
Bolivia 23.8 Brazil 16.6
Chile 26,0 Nicarsgua 16.8
Brazil 28.5 Argentina 18.5
Cotombia 31 Panama 2.9
Uruguay 34.7 Chile 3.4
Guatemala 36.2 Pery 29.4
Peru 38.2 Guatemala 3.8
EL Salvador ».2 Ecuador 3.9
Latin America {aversge} In.2 Colombia ) 35.0
Venezuela 40.2 Latin America (average) 34.0
Costa Rica 42,1 Costa Rica 38.4
Honduras S2.6 EL Salvador 41.8
Mexico 59.2 Honduras §2.7
Panama £0.7 Deminican Republic 4.3
Ecuador 60.9 Veneruela 9.3
Haiti v.8 Haiti 66.9
Dominican Republ ic 80.2 Mexico 67.2

Source: International Monetary Fund, Direction of Trade Statistics, Yeerbook 1985,
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In spite of the appreciable increase in exparts from
Latin America to the United States and a marked decrease in
ﬂleregim'smportsfrmtlwtoamtzy in 1984 trade with the
United States was still operating at a deficit for seven of
the 19 Latin American countries considered (see table 21).
Bolivia, Costa Rica, Guatemala and Hondwas <had amall
surpluses, while Chile, Druguay, Peru and the Dominican
Republic recorded surpluses of between US$ 200 millian and
US$ 500 million. As for Brazil, Ecuador, Mexico and Venczuela,
they showed positive balances ofoverUSSlbilhon in their
trade with the United States.

The imtermational financial relations of the countries of
Latin America include a wwole spectrum of credit, imvestment,
payments, flight of capital and other flows. The capacity for
transmission of the effects of the massive capital movements
is difficult to measure accurately. vhat is clear, however, is
that nearly all the countries of the region are seriously
affected by these financial movements, which imvolve enormous
volumes of money by conparison with the monetaxy flows of
latin America, which tend to be restricted.

In 1984, the 19 countries of latin BAmerica had to
dishrse US$ 36 billion in net payments of profits and
interest, and the preliminary estimate for 1985 is for US$ 35
billion.a __/ The  balance-of-payments = statistics for 1983
recorded the following cutflows for profits, interest amd
amortization payments and transfers of capital: Mexico,
Us$ 22.6 billien; PBRrazil, US$ 21.2 billion; Argéntina,
Us$ 12.8 billiong Venezuela uS$ 9.2 billion; Chile, US$ 3.7
billion; Ecuador, US$ 3.4 "billion; Pery, US$ 3.2 billion;
Colambia, US$ 2.3 billion; Uruguay, US$ 1.3 billion; Bolivia,
Us$ 900 million; Costa Rica, USS 500 million, and Paraguay,
Us$ 250 million.48/ .

These capital acutflows are a oonstant cause of concern
when sufficient resources are not available to make the
payments recuired. Althouch the Latin Americ¢an countries have
succeadad in offgetting these flows abroad with capital loans
to them, the need to get deeper into debt in order to be able
toneettheobllgatims incurred sats wp a vicious circle,
from which no "normal® escape rate comes to mind.

The sums quoted refer to total cutflows from each Latin
American country regardless of destination, ard no data are
available as to exactly what share of the capital leaving and
entering goes to or comes from the United States. It is,
however, possible to make some rough estimates since the
amount of the debt of certain Latin American countries with
the United States banks is known (see table 22).

Between 1981 and 1983, the debts of the latin American
countries referred to in table 22 with United States banks
soared, rising by 52.7%. In addition, in 1983 the debts of
the following countries of the regiocn with American banks

a sizeable sharve of their total external debt:
Mexico, 38.7%; Colambia, 36.0%; Chile, 34.8%: Ecuador, 24.5%;
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Table 21
LATIN AMERICA - UNITED STATES: MERCHANDISE TRADE, 1982-1984

(Millfons of US dollars)

1982 1943 1984

Exports Imports Balance Exports Imports Balance Exports Imports Balance
Argentina 1022 117 =155 s 987 -2 849 884 -35
Bolivia 26 144 117 161 112 49 145 16 29
Brazil & 1 3 154 967 S 061 2 627 ! 2 434 7 710 2 526 5 184
colombia 723 1 896 1173 897 1 686 - 789 1139 1 595 ~456
Chile anm 916 -115 1083 704 3re 951 748 203
Ecuador 105 Fy ! 284 1 260 498 762 1 601 591 1010
Mexico 1 129 9 006 2123 12 416 4 883 7 533 14 341 8 74s 5 595
Paraguay 9 52 -43 23 35 12 21 56 -35
Peru 1 046 118 =70 1094 900 194 . 127 51 523
Uruguay w 135 -58 104 52 g2 524 88 436
Veneruela 4 506 5 206 -700 4 T2 2 812 1 890 & 200 337 2 823
Costa Rica 292 ns - 26 283 374 -5 &9 432 62
EL Salvador 248 233 15 286 290 -4 337 44h 107
Gustemala 306 432 -126 405 365 40 436 414 22
Honduras k) 274 7 o 32¢ 67 409 354 55
Nicaragua 8 148 -66 99 145 ) -46 63 123 - 80
Haiti 29 329 -33 320 403 -83 359 451 -102
Panama 128 549 -421 161 456 - 293 153 498 ~345
Daménican
Republ ic 437 436 49 541 459 a2 71 646 325
Igtal 26 889 26 322 547 30 067 18 115 11_952 37 975 22 a8 15 127
BraziL+Mexico :
+Venezuela 75.6% 73.8% 74.4%

Source: International Monetary Fund, Di i f Trade Stytistics, Yearbook 198S.



Venszuela, 33.7%; Argentima,  25.8%; Brazil, 25.6%; Uruuay,
21.3% andPe.m, 20.4%.49/ :
Astlnyhavamahzedhmmchdanprisrapmmedby
their swollen latin American portfolio, private hanks in the
mitadswteahavebeqtmtotal@mbomdmeit
to

Table 22
BANKS TN THE UNITED STATES: CLAIMS ON SELECTED LATIN AMERICAN COUMTRIES

(MiiLions of do . riod)

1981 1982 1983 1984 1985

Jyne

Argentina 7 527 10 974 11 79 11 043 1 415
Brazil 16 926 3N 24 867 2 315 26 S40
Colombia 2 1A 32N 3 TS 3 &% 3 207
thile 3690 5 513 ry ] 6 839 6 680
Ec¢uador 15 2 2 2 307 2 420 2 493
Hexico 22 439 2% 552 34 802 34 326 32 384
Peru 1218 2 357 2 536 2384 2 2BS
Uruguay 157 684 977 1.088 1013
Veneruela 7 069 10 &3 1 287 1n 017 10 996
Guatemal s 124 124 ' 129 158 145
Panama 6 T 10 210 7 848 7 T07 5 856
Total £9 493 93 423 . 106 119 17 295 104 025

Source: Board of Governors of the Federal Reserve System, Federal Raserve Pulletin,
October and Decewber 1985, _

Bank debts represent only part (the larger part, to be
sure) of all debts with the United States, and if debts with
non-barking institutions were also taken into accournt, the
figures woculd be somewhat higher. When consideration is also
given to the fact that the capital which leaked out of Iatin
Mmerica in the period 1983-1985 was. transferred primarily to
the United States and to the tremendous role played by North
Mwerican corporations in the transfer of profits, it may be
mltﬁedthatmtuyﬂwstothemitedstatesinmecase
of the various latin American countries can be estimated as
comprising anywhere from a third to considerably more than
half of total capital movements towards the exterior.

Ancther important phenomenon which was recorded in the
period 1982-1984 within the system of financial relations
operathagbetmthevmtedstatesammtmmencama
marked reduction in the flow of private direct investments
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from the United States towards the region. One indication of
this is the fact that in those three years the repatriation of
capital amounted to US$ 10.5 billion more than the total value
of the investments made in ILatin America.50/

Consideration of total monetary flows in both directions
shows that Mexioco is the Iatin American country with the
most intense financial relations with the United States,
both in absolute terms and in terms of their relative impor-
tance for the national econcwmy. For this reason, Mexico is
very vulnerable to any impuilse generated by the current finan-
cial situation in the United States, such as fluctuations in
the exchange and interest rates and variation in financial
flows.

Panama, Colarbia, Chile, Ecuador and Venezuela make up a
group of countries whose financial links with the United
States have formed a large share of their extermal economic
relations, which has also made them very sensitive to the type
of direct impact which is transmitted throah monetary flows.

In the case of Argentina and Brazil, the large volumes of
capital moved to and from the United States represent a more
moderate share of their total intermational financial
relations, and those two countries, like Peru and Unxpmay, are
therefore relatively less exposed to the monetary effects
generated by the econcmy of the United States.

The direct impact transmitted via the commercial and
financial flows between the United States and Iatin America
is, however, only one of the effects generated by the economic
policy and trends of that oountry. Other effects are
transmitted through economic relations with other areas in the
world's econcwy, and the extent of their repercussion depends
on the ways in which the Latin American countries take part in
the intemational economy, with all that means in terms of
bilateral and multilateral flows of goods, services, foreign
exchange and technology.

¥While the role played by Brazil in the international
economy is, when quantified in absolute terms, very great, and
substantial, commercial and financial extermal flows may
transmit enormously intensive effects, the relative weight
carried by the externmal sector in the national economy is less
substantial, so the country has a greater capacity to absorb
these effects with only moderate changes in its productive
sector. In addition, the broad geographical and structural
diversification of its external sector gives the country more
roam in which to operate.

Mexico maintains extensive relations with the United
States in the fields of commerce, finance, co-operation and
productive integration, and its extermal sector is
pre-eminently oriented towards that oountry, which, in
relative terms, weighs more heavily in Mexico's econamies and
in that of Brazil. Therefore, in spite of Mexico's special
relationship with the United States, the Mexican economy tends
to be more vulnerable than that of Brazil to the effect of the
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anrent cycle of the economy of the United States amd
process of structwral transformation under way in
country.. A cyclical crisis in the United States would have a
serious impact:-both on the extermal sector of Mexico ard on
that portion of Mexico's production which is integrated with
United States firms.

Although the value of the commercial amd financial flows
of other Iatin American countries is not so high in absolute
terms, the share of the external sector in their econcmies is,
in general higher, which makes them more wulnerable in
relative texms. One example of a country in the region with a
high degree of external opermess is Panama, and the values of
its extermal trade in both directions are comparable with its
groas national product, while its financial flows involve
values many times greater than the product.s51/

The external wvulnerability of Bolivia, Costa Rica,
Hodurags aryl Venezuela is high, in relative torms, and
mnmcialmﬁfhamialﬂmsmrrygreatweightinﬂ\eir
economies. Chile, Ecuador, El Salvador, Haiti, Peru amd
Uruguay are those countries within the region.whose econamies
display a medium level of externmal: opehness, their commercial
and financial flows representing approximetely €0% of their
gross domestic product. Argentina, Colambia, Guatemala,
Paraguay and the Dominican Republic, on the other hand, show
mderate external openhess in that their comercial amd
financial flows amount to about 40% of their gross domestic

mnther characteristic which increases an economy's
vulnerability is the predominance of raw materials in its
exports,. especially if those exports involve a ‘single
comodity or a very limited group of commodities, as is the
case of petrolewm for Ecuador, Mexico amd Venezuela; copper
for Chile; coffee for Colambia, Guatemala and Haiti: sugar for
the Dominican Republic and natural gas for Bolivia. Structural
diversification of exparts and a high degree of marmufactures
in them diminish a country's valnerability in spite of the
factﬂmtmremntyeamtheyhavehemmibleforthe

rise in the protectionism practised by the industrialized
countries.

Because of the relatively great weight it carries in the
intermational econcmy and its tremendous . influence on that
economy, the United States has transmitted the effects of its
structural adjustment to other countries and has ewported,
through different channels of its extermal economic relations,
axportation of the recessive phencmenon produced an almost
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immediate and very prolonged impact on the other econcmies,
The Iatin American countries were among the first to recejve
the impact of the 1980-1982 recession in the United States, an
impact which was later increased by the effects of the same
recession in other developed oountries and was
disproportionately magnified by the need to service the
external debt, '

The imulse generatil by the econmmic expansion of
1983-1985 had many favourable effects on various countries of
Latin America, which managed to increase their exports to the
United States significantly. In general, however, this impulse
was not re-transmitted to the rest of the productive sector of
those countries because all the trade surpluses cbtained were
needed to service the debt, so that imports were restricted,
which affected their growth.

Mecamwhile the current deceleration of the economy of the
United States is an indication that the expansion phase of the
cycle has nearly rnun its course; there could be a recession as
early as 1987, which would again transmit depressive effects
to latin America,

Another process which is .part of the structural
adjustment and was transmitted from the United States to other
market economy countries is that of radical change in the
production and employment structure,

Same industrialized countries are reaching a level of
development which allows them to maintain a large services
sector along with a camparatively small goods producing sector
and even permits the existence, in socially acceptable
corditions, ofanmomousn.mberofmmployedpermmdi
not long ago was considered to be characteristic only of the
cyclical phases of crisis and depression,

At this high level of development and capital density,
the kind of econamic and social structure described is
possible, although it by no means guarantees a situation free
of considerable social conflict. The developing countries,
however, are not in a position to offer their unemployed
population socially acceptable living standards or to maintain
an econcmic and social structure oorresponding to a higher
stage of developed capitalism.

Latin America has already experienced what it is to graft
extensive capitalism on an economy with abundant human
rescurces and limited technological and financial resources.
The current disproporticnate extermal debt represents only the
rrmmeta:r.yaspectofthisphelmm while its social aspects
are reflected in the impossibility of using a sizeable
percentage of a rapidly g¢rowing labour force within this
model. Hwevermpressiveandsolidthedevelopnmtadueved
through this model may be, a capital-intensive sector is only
a small enclave within a national economy.

Another notable feature of the structural adjustment of
the United States which is now affecting the developing
cauntries is the relative, and in some cases even absolute,
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against foreign .competition, whethsr it be ‘“loyal" or
"disioyal®, togeﬂmrwithﬂnadoptimofmammimm
dmestic in scope. . _ .
Inviewofthegrwmgforcaofpmtectimistpmssmes
at the present time, the possibility that the procéss of
intense intermaticnalization of the market econcmies may in
the fubare cease to operate for same time carmot be
a:ﬂthisvmldhwaseﬁmmwequexwfm:mldtnda

anrencies has borne gignificant results, which may have some
positive consequences for the Iati.n.Nnencan courtries,
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resy
sinca, while that part of the debt is devalued, the value of
loans contracted in other currencies is rising as the dollar
falls. .
On the basis of the present correlation betwean those
factors vhich datermine the rise and fall of intareet rates,
it may be concluded that even if the preferential rate should
fall in 1986, it would be neithar a substantial nor a
prolonged drop and would have few positive effects on the
apt to rise, owing to the growing needs of the United States
for damestic and foreign financing., In addition, a
recession would diminish earnings and increass the fiscal
experditure of the United States, so that the Administraticn
would have to seek more financial rescurces; this would stir
up greater campetition between the Treasury and the private
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banks, which would have to have recourse to an increase in the
interest rates on deposits and, eventually, in those on loans.

Slmldtherateatmidiforeigncapitalisenterimthe
United States remain firm, Latin America‘s difficulties in

financing would increase owing both to  the
campetition which would result and to the contimiing flight of
capital frem latin America to the United States.

In view of the uncertain performance of the United States
econamy, with a recession in the offing, the Iatin Awerican
ocountries are disadvantaged by the fact that, with few

those industries which use raw materials or
traditional semi-marmfactures are in the rear quard of the
expansion and hence will probably not be able to increase
their imports over their 1984 level. In addition, those
industries of the centres which compete with latin American
goods are in highly difficult straits and are energetically

pressing for the application of protectionist measures, which

may be introduced, if only partially.
Mearwhile, the high technology industries which are
expeﬂemﬁgexparsiminthecmtresm]mverylittlemeof
and opportinities for Latin American

ca.mtnestopartlcipateadqntelyinthise:q:ansimvith
their exportable produwcts are fairly limited., Then too it may
be expected that the high technology sectors producing beth
goods and services will make an aggressive attempt to
penetrate Iatin American markets and apply pressure, through
the United States Goverrment, against Iatin American
protection in these areas.

Although the macroeconcmic policy of the present United
States Administration has been on the whole favourable to the
struchral adjustment and has created more propiticus
corditions for technological, financial and labowr
readjustment, because of its complexity this process has not
run its full course during the latest economic cycle. For this
reascn, in the course of the decades to come the United States
econamy will experience, although with varied intensity, a
cantimuous restructuring and will transmit the impacts of that
restructuring to the rest of the world. Moreover, because of
the unevermness in the levels of develogment of the
industrialized countries themselves, Latin America will go on
receiving these impacts for many years,

There is no way for the latin American countries to meet
this challenge of a radical structural adjustment with such
extensive effects lut to accept it. In practice, it is
impossible to live in isclation from the process of profourd
structural transformation of the world capitalist system
without ceasing to be an integral part of this system, clesing
one's gates and cutting foreign trade and financial flows down
to a minimm,

It would, however, be tramatic for Iatin American
societytoacoepttheadjustlrmtmmescalea:ﬂatmerate
imposad by the centres since the Iatin American countries are

108



not in a position to kring about the transforwation of their
eccrmicstructtmemilehaepirqaocialmiﬁcemtoan
acoeptable. ninjmm,

_ In.exh ciromstances, the only reasonable solution is to
negotiate  ungently the scale and rate of  the structural
adjustment with the developed .countries which are now well
into this procass and are tramenitting its effects to the
developing  econxmies. At present, the most weaningful
bargaining tool in the hands of the latin American countries
is their external debt, which may be used to apply pressure.
It a camnon negotiating platform were crganized and introduced
in the North-Seuth dialogue; the lLatin Mnericems could agree
mammmtablemuotstwmﬂadjwh:umarﬂm
wvays of implementing it more in accerdance with the real
situation in their cauntries. :

It is true, however, that it takes time and effort to
uild up an awaremess of tha real dimemsions and future
implications of the problem. In this respect, it should be
borna in mind that the time factor operates in favour of the
developed countries, which are now undergoing an intense
restructuring of thair econcmies. Horeover, the transtormation
of the industrial structure and the decline in the consumption
of commodities:is having a markedly depressive effect on the
m-d.mmmmwmmmm,
axl the intemsification the process --notwithstanding
mcradicmminﬁnmmptjmamm&mm
waterials-- will worsen the econanic situation and the
barcaining power of the latin American countries.

mmmmmwmmm
sector of the eoanamy of the United States have different
dfmcﬁvwhghmgiw,mimmmatmu

In tecant years the greatest . impact in Iatin 2merica
hasb-mmnaﬂhytherwessiminﬂnmiwm,
the effects of  which were very intemse in the period
1980-1982, and by the cyclical phase of expansion in the
period 1983-1985, the effacts of which were m:rongly
reactivist.
mw-mszmﬂﬂnmtbatﬂnmmimofm-MSms
partialandhmlate in gpite of the high growth rates to
it gave rise, are attributable basically to the
trmslatimofﬂmecmyofﬂnmitedstatesfxman
econamic cycle of lofy dwmation to another long cycle which
derives its impetus from a new stage of the scientific and
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technological revolution, which has come to be known as the
"third industrial revolution".

In the recent experience of the United States, what
probably happened is that an adjustment of the sort that
usually occurs as a result of a ‘mormal® cyclical crisis was
cambined with the kind of structhural adjustment which takes
place in the trough of an econcmic wave of long duration. The
parpose served by the structural adjustment, in addition to

ing areas of inefficiency amd disequilibria which
munt up during this kind of econamic wave and are not
corrvected by the adjustments made in respect of ordinary
cyclical crises, is to effect chaxges in the various
activities which make up the economic structure, thereby
bringing it more closely into line with a new stage of
development.

The structural adjustment is a dual process in which, on
the one hand, more room is given for the development of the
productive forces and, on the cther, these forces are provided
with a new organic structure where the production of goods and
services, employment and consumption are concerned. This makes
it easier to introduce new technological processes, to use new
materials and to sell new products, In the end, the structural
adjustment now under way is such that flexibility and the
capacity to adapt to changing conditions are the most salient
features of this new stage in the evolution of capitalism.

The special characteristics of the transformation of the
econcmic structure include a decrease in- the relative
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few years ago, was increasing steadily. Charges the social
structire include a rapid relative growth of employment in the
sarvices sector and alsc a notable increase in the rate o
unemployment in both the crisis and the expansion phase, by

adj
grounds for believing that this process will survive, with
varying intensity, a mmber of ordinary econamic cycles or,
perhaps, the entire 1life of the recently initiated
long~duration wave. .
The exact duration of the economic ¢ycle now under way in
the United States cannot be predicted; however, during its
phase of expansion and as early as 1985, 1t has shown
siogns of weakening, which glves cause to fear the advent of a
new recesslon. Various factors, chiefly the Federal Reserve
mnetary policy, may prolong the phase of expansion for same
months, in which moderate growth rates will be maintained, but
a vrecessive crisis in 1987 is within the realm of
probabilities.
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Basically, during the period 1986~1987, the latin
Pme:mmttneswﬂlpossiblybaaffectadb{thafolludrg
mostly unfavourable, trends in the evolution of the econamy of
the United States:

1) with some  instances of upturm, cmfcirmtimoftm

id).

m)

i)

v)

vi)

vii)

wviii)

1

x)

‘relative decline in industrial consumption of various
‘basic commcdities, ﬁnltﬂh\gommditicsinportndm
Iatin America;

cantinued dq:raasim of intermational prices of raw
materials due to the declining constmption of basic

impats;

stagnation or reduction of imports, including ibmports
of mmfacumas due, respectively, to minimal growth
or a.recession;

strong pmtaectimist pressure dJ.ffJ.cult for the
Goverrment in office in the United States to resist

caused by the grave aituation in which a mmber of

traditional industries, affected by the structural

adjustwent and foreign competition, find themselves

and to high unemployment in relative and absolute
terms and a record trade deficit;

contirped high real interest rates due to the enocrmous
fiscal deficit and domestic debt of the United States
and to the nature of its tax system;
maintenance by the United States of lits reputation as
a safe haven, in spite of the likelihood of
fluctuations, and contimued attraction by it of
massive foreign irmvestwent and other inflows of
capital, including that involved in-flights of capital
from the region;

increased demand for capital by the United States in
the internmational credit market, accenmtuating the role
of the United States as a coampetitor of the lLatin
American oountries;
maggmesweattamtsmthepartoftheexpmﬂlm
high-technology sector, in both goods and services, to
penctrate the Latin American market;

contimuation of the situation whereby the flow of
capital repatriated from Latin America to the United
States exceeds the inflow in Latin America of private
direct irwestmert from the United States;

attempts by private banks in the United States to
reduce, or at least to restrict the growth of, their
Latin American loan portfolio, by refusing in so far
as possible to give new credit to Latin American
countries regarded as high loan risks.

However, the structural adjustwent taking place in the
[nutedStatesslmld, owing to its immensity and to the
growing internationalization of the market econamy, produce a
more profound and long-term impact in Latin America. The
complex procesg of transforming the. ecoonamic and social
structure now taking place in the deweloped econamies (the
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United States, Japan and Westem Furcpe) may be expected to
extend qradually to the developing countries, beginning with
those which play a larger role in the world econamy and then
reaching the rest.

The Iatin American oountries seem to differ in their
vulnerability to the effects of the ourrent economic situation
in the Unitad States and its structural adjustment process,
The most vulnerable seem to be Mexico, Venezuela, Ecuador,
Bolivia, Panama, Costa Rica and Honduras; an intermediate
group is formed by Chile, Peru, Uruguay, El Salvador and
Haiti, while Argentina, Brazil, Colambia, Paraguay, Guatemala
and the Dominican Republic are less vulnerable.

In gpite of differences in their level of development and
their vulnerability to the external situation, nearly all the
comtries of the region may well have problems in absorbing
the impact produced by the evolution of the United States
econawy, in that for some of them it may bring large losses of
foreign exchange in absolute terms, while for others moderate
absolute values may represent a heavy burden in view of the
size of their econmmies.

There is only a very remote possibility that the Iatin
Arerican countries may succeed in somehow influencing the
behaviour of the United States economy in order to prevent at
least same of the adverse consequences vhich may arise. In
this comnection, neither its economic potential nor its still
untenable situation as regards servicing of the extermal debt
make it at all 1likely that Latin America can substantially
increase its imports from the United States in order to help
demand and production in that country to grow and thereby
postpone a possible recession.

Nor can the Iatin American countries bring about a
reversal in those trends which are unfavourable to their
interests by negotiating with the United States because, among
other reasons, the economic policy of that oountry's
govermment is opposed to State intervention in the operation
of the free market econamy mechanism. In addition, with few
exceptions, there is something objective, real and
non-negctiable about these trends, and this means that they
will in all probability gradually come into force in spite of
any agreements which may coppose them.

Nevertheless, some elements of the North American
economic policy can be negotiated if the authorities in the
United States can be comwvinced that the worsening of the
economic situation in latin America would alsc be harmful to
the United States. A negotiation's agenda might include the
following items for consideration:

i} need for caution in the sale of strategic reserves of
the United States in order to avoid even greater drops
in prices of basic commodities exported by the Iatin
American countries:

ii) advisability of participation by the United States in

agreements on stabilization of commodity prices:
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iii} wnwmﬁuweffmofﬁﬁmmmm
prectised in the United States; .

iv)mqawofmimtheﬁmlandtndsdaﬁcihof
the United States, md:mhadwlapmaﬂm
effecl:sat.mhermtimullmll g

v)gmdmlmtmaoftlnpaﬁtratimofmmim
high-tednnlogyswtors, incllliiagaarvicesinlatin
m:'m

mwﬂxerproblanofgreatmmforlatinmaricamidl
should be negotiated to the United States and other
mmmmmmm«ammotm
adjustment at a rate and scale . —whether foreed or
spontanequs— which may constitute an excessive burden on the
latin American econcmies, many of which are already in a
critical - sitmtion.. . It is ahsolutely necessary. for the
transformation of  the econamic and social structure in latin
mmmmestobecmtmlledandrewlmtoagm
degree by the countries themselves. :

Paradoxically, Latin America's bargaining power depands
largely on the tremendous size of its extermal debt. Its
present dimensions and the dipensions it may assume threaten
to destabilize the intermational financial system, which
already has problems in waintaining its delicate balance.
Disproportionete servicing of the extermal debt, in additien
to- quenching Latin America's econcmic growth, is ceusing a
marked decline in- Latin American imports from. the United
States and other developed coutlries, and this  has
unfavaurable effects on their productive sectors. T, Latin
Arerica's extermal debt has became a factor vhich depresses
the growth of both debbor and creditor countries, as wall as
that of all the other participants in world trade. In these
circumstances. the Iatin American countries might well
participate in a dialogue of negotiation with the United
States and other developed countriea  provided a ocsmon
position were drawn yp arnd introtuced.

mmymse,thepmspectsformgudatimmndbom
more promiging if the countries of Latin -Amerioa managed to
work with all the other developing countxies in formuating a
common  poaition  aimed: basically at reaching agreement among
ﬂ:edsvelopadoumtrﬁesmmmghcthapohticalsolutm
tottnprcblmofextennldebtard:agulmmofﬁﬂm
made by the structural sdjustment process.

C. ECONCMIC RELATIONS BETWEEN IATIN AMERICA AND THE
- EUROPEAN ECONCMIC OOMMINTTY (EEC)




present intermationa)l eoconamic crisis. In general, the
Commmnity's econcmy has shown a growth rate of the gross
domestic product lower than that of the United States and
Japan. Since 1982, the EBC countries have been recovering,
ut at a slower rate than the other OBCD countries; this
recovery is accompanied by steadily rising unemploy- ment,
which in 1985 affected over 11% of the labour force
(by comparisen with 7% in the United States and 2.5%¢ in
Japan) .

From a more long-term perspective, however, it is notable
how the existence and operation of the Buropean Common Market
has, in sgpite of apparent limitatjons and operational
difficulties, resulted in growing integration among the
econemies of the Comwnity. In addition, as the original group
of six comntries with which EPC began were later joined by
ancther four countries and still later, in 1986, by two more
(Spain and Portigal), there is now a group of 12 oountries
whidmoawsveryclosetoowerﬁgmarlyallﬂxeeommicand
productive potential of Western Furope.

In comnection with the above, attention should he drawn
toafactormlatlrgtoﬂxecammity'sforeigntrade the
fact that the area constitutes the major presence in world
trade, having such a high degree of openness that trade
acoounts for an average of over 25% of the gross damestic
product of the EEC countries as a whole. Nevertheless, these
comntries ooncentrate their commercial trade on developed
comtries —75% of their trade is with OECD amd cloie to 51%
takes place within the Commmity.

In the case of EEC, econtmic relations with latin America
have not been given priority in that different treatment has
been accorded to the developing countries of Africa, the
Caribbean and the Pacific signatories of the Lamé Convention
(the ACP countries), on the one hand, and the Ilatin American
countries, on the other. In any case, this does not mean that
in all productive sectors latin America is at a disadvantage.
In the area of marmfactures, the ACP countries are still not
very highly developed, and their lag behind the Iatin American
countries in technology, applicability, aquality and design
is still significant. However, the decided support given
by EEC to the ACP countries (including the provision of
intermediate technologies, access to competitive markets
and cther aids) might change the situation in the
future.

In addition, in the field of industrial raw materials,
some ACP oountries may compete with certain latin American
countries (for example, in leather, skins and sawn woods).
Moreover, some of these commodities are included in the EEC
Generalized System of Preferences but are subject to
restrictive cquotas, while the ACP countries enjoy a wider
margin of preferences. As regards basic commodities,
discriminaticn against Iatin America would seem to be better
defined. A large mmber of ACP oountries have a production

114



structure similar to that of many Latin American countries and
have been favoured by the Lomé Convention with preferential
treatma'rtragarﬂmgaccesstotheirmodltiestomc

2-%@%&@'&53

a) Trade between Iatin America and FEC

EEC is now in second place among thé region's purchasers
and purveyors,. after the United States. In spite of the
importance of this trade for Iatin America, the loss of
reciprocity ea:penermdmraoemwamiscrystal-clearm
participation of Latin American exports ih EEC imports from
outside the Commmity has dropped from 11.1% in 1958 to 6.2%
in 1984. On the EEC side, the latin American countries have
come to hold a still amaller share jn its trade in goods,
Thus, in 1984 ILatin America purchased a bare 3.7% of EBC
exports outside the Commmity, or just over one third of the

recorded in 1958 (see table 23).

Frunthepointofvimoflatinhrerma,le?OEB:ms
the recipient of 26% of its total exports, a figure which fell
to less than 20% at the end of the 1970s and has not recovered
in the 1980s.

The main problem encounteread by latin American exports

iz the increase in protectionist policies in Puropean markets.
These include notably the Commmity's Common Agrioultural
Policy (CAP), in which a complex system of pricing and
intervention guarantees high selling prices for the
Commnity's farmers and livestock breeders, regardless of
vhether their production can actually be absorbed in domestic
and intermational markets at those prices.
: In the industrial field, the protection afforded by the
commnity takes a complex variety of forms, including
agreements on  voluntary restrictions of exports, the
establishment of floors on import prices and the granting of
special advantages and subsidies to certain national
industries.

Another characteristic of the trade which operates
between Latin America and the EEC is that the trade balance
has traditionally been negative for the latter. In 1982, as a

of the crisis experienced by the region and the
drasticrestnctimsminportsassociatedwiththeadjusmmt-
policy followed by ILatin America, this negative balance
increased appreciably. Thus, in 1984 it amounted to a record
UsS$ 8 640 million, as opposed to only US$ 2 023 million in
1981{seetab1e23)

However, there has always been great asymmetry in the
kind of goods traded between the two regions, and even more so
after 198C because of the greater share ——close to 803-- of
the raw materials category in Latin American exports. This was
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Table 23

MERCHANDISE TRADE BETWEEN EEC AND LATVIN AMERICA

(In milljons of US dollars and en es)

EEC imports Latin America EEC exports Latin America EEC trade
Year from Latin share in total to Latin share in total balance with

America imports outsice America axXports outside Latin America

Communi ty Commni ty
(4] (2) 3 (&) (5

1958 2 637 1.1 2 180 10.0 -457
1970 & T 7.9 3 B4 7.0 -851
1980 2 316 5.9 19 779 6.5 -2 537
1981 18 488 5.5 16 465 5.5 -2 023
1982 1w Tse 5.8 12 550 4.5 -3 209
1983 18 070 6.2 ¢ 789 3.6 -8 28
1984 18 806 6.2 10 166 3.7 -8 640

Source: EUROSTAT, Monthly Externsl Trade Bullgtin, Luxembourg, special

issue 1958-1982 and No. S/1985.



due primerily to the increase in tharelativeshareoffuels
in those exports (fram 7.6% in 1979 to 26.3% in 1983) (see
table 24).

Inomtrastmththecmpos'timoflatmhmerimn
exports, nearly 90% of the goods which the region imports from
EECcmsistsinala;gavarietyofiW&ialmodities,
especially machinery and transport equipment.

One of the main factors in the proosss of deterioration
of the trade relations between latin Amsrica and ERC may be
the scarcity of latin Ameritan marmfactures on the Buropean
market, in spite of the degree of competitiveness achieved on
international warkets by a large mmber of the region's
industries. EEC absorbed 16% of latin America's tetal

exports
of mmufactires in 1970, a figure which fell at the beginning
of the 1980s to 14.5%.52/

Itisdifﬁwlttodeterminetheoriginoffmﬂsprwided
by Eurcpean banks participating in the Purodollar market (a
substantial soarce of fimancing for latin Awerica), since not
all the funde traded in this mmrket come from Europe; these
banks channel resources from a mumber of developed countries
as well as fram clil-exporting ocountries with financial
sarpluses. Then too, intermational banks arrange amd
participate jointly in the sae loans, agreeing among
themselves as to their terms.

It is estimated that in recent years the latin American
eactemaldebtmﬂinn'opeanba:ﬂahasrepmsentedclosetom
third of the region's total debt with banks. In this respect,
Burope helpe to reduce latin America's dependence aon the
United States somewhat, but the banks of Buropesn countries do
not have the same degree of co-ordination among each other as
thoese of the United States, ard in negotiations of the
extermal debt, they normally subordinate their policies to
what the banks of the United States decide. This has limited
the possibility for greater concertation between BEurope and
Latin America.

It may also be noted that the structure of
financiry derived from the developed oountries has been
as privatization of financial =@ scurces has

field of official develognmt assistance received

tmardslatin_!\merim, since it -represented mn> more

17



gLl

Table 24

EUROPEAN ECONOMIC COMMUMITY: STRUCTURE OF TRADE WITH LATIN AMERICA a/f

(Percentages)
1975 1976 1977 1978 1979 1980 1981 1982 1983
1 ) the
Section 0: Food 42.8 45,0 3.0 4.7 3.9 27.6 36.5 3%.B 356.7
Section 1: Beverages and tobacco 1.8 1.8 1.7 1.9 1.8 1.5 1.2 1.4 1.5
Section 2: Crude meterials, ’ .
except fuels 5.6 23.6 20.2 20.3 20.7 19.5 16.2 14.9 14.8
s$ection 3: Fuels and lubricants .9 8.1 4.2 5.1 7.6 16.7 26.1 26.8 26.3
Section &: Oils, fats, otc, 1.6 1.5 1.9 2.1 1.9 1.5 1.0 1.2 0.7
Section 5; Chemicals 1.9 1.7 1.6 1.7 1.6 1.6 1.5 1.5 1.5
Section 61 Manufactured goods 12.% 13.9 12.5 12.9 15.5 15.7 10.7 1.9 1.1
Section 7: Machinery and
transport e pment 1.8 1.9 2.7 1.9 3.7 2.9 3.8 4.5 4.0
Section B: Miscellansous
merwfactured articles 1.5 1.8 1.8 2.1 2.2 1.7 1.5 1.4 1.2
Section 9: Commadities and
transactions not
clessified according
to kind 0.6 0.7 0.4 1.3 1.1 1.3 1.5 1.6 1.6
Total 100.0 100.9 00,0 100.0 100.0 100,0 00,0 100,90 100.0
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Table 24 (concl.)

rts it

Section 0: Food

Section 1: Beverages and tobecco

Section 2: Crude materials,
except fuels
Section 3; Fuels and Lubricants
Section 4: Qils, fats, etc.
Section 5: Chemicals
Section 6: Marufactured good
section 7: Machinery and
— transport equipment
Section 8: Miscellaneous
werufactured articlées
Sectien 9: Lommodities and
" - transactions not
clegsified according
to king ’

JTotal

100.0

1975 1976 1977 1978 1979 1980 1981 1982 1943
3.0 3.2 4.2 3.8 3.7 5.2 5.3 5.5 5.0
1.4 1.3 1.5 1.9 1.8 2.1 19 1.7 1.2
0.9 0.9 1.0 0.7 0.8 0.7 0.7 0.7 1.2
0.5 0.5 0.8 0.9 0.9 1.1 0.6 0.7 0.7
0.3 0.2 0.1 0.7 0.6 0.7 6.5 0.4 -
15.6 18.3 17.3 1%.6 16.8 12.7 n.4 1%.6° 15.8
9.2 13.6 13.9 16.6 1%.1 16.6 16.7 1%.6 1.5
51,9 55.6 §3.7 w86 48.3 9.8 8.9 7.0 43.3
4.0 4.5 4.6 5.4 5.8 6.3 6.6 7.3 6.1
2.2 1.9 29 68 9.2 6.8 7.2 8.9 15.2
- 100.9 00,0 1000 1000 1000 100.0 100.0 1000

Sourép: EUROSTAT, Systdme Crongs/84, Lunembourg, 1984.

a/ ln"th'- source publication the Standard Internationsl Trade Classification (SITC) was used.



Table 25

OFF1CIAL DEVELOPPEMT ASSISTANCE FROM EEC TO LATIN AMERICA

(Inmillions of dollarsy

1977 1978 1979 1980 1981 1982
Total COA from EEC
1o Latin America 221 369 438 535 650 580
Total QDA from EEC to
developing contries 5134 6 909 8 898 9 835 1z A2 12 187
Latin America's share
in total
(in percentages) 4,3 43 5.3 4.9 5.2 4.8

gource: SELA, Evaluacién de las relaclones entre Américp Latina v la Comunidad Econdmics
Furopea, 1983-1984, Caracas, 1985.

In dirvect foreign investment, the most active countries
in the Commnity have been the Federal Republic of Gerwany,
France, the United Kingdom and the Netherlands. During the
period 1979-1981, latin America received 39% of the net flows
from France, 59% of those fram the Federal Republic of Germany
and 36% of those from the United Kingdom. From the point of
view of the accumilated investment in latin America, at the
beginning of the 1980s, the United States still accounted for
60% of the total investment in the region, followed by Eurcpe,
with 30% and Japan, with 10%.53/

In the field of direct investment, it appears advisable
to promcte new formulas for the participation of Burcpean
investment in Iatin America, which would permit an increase in
the Latin American capacity for adaptation and creation of
technology, which would be compatible with the developwert of
public and private enterprise in each country (for which
purpose association with local capital might prove useful) and
would facilitate the expansion of Iatin American exports
outside the region.

€) Technology links
Technological co-operation between the Commnity and
latin America is one of the priorities for Jjoint action in

research and development as well as in transfer and simulation
of the technical progress made in industry.
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mewumamm@mmm
in certain industrial branches in Iatin America. France,
for example, . plays an outstanding role in the area of
datap:mma:ﬂteleommcatims the United Kingdom,
in comection  with wachinery and heavy ecuipment for
the processing industry, -and the Federal Republic of
Garwany, in - the: ¢hemicals and pharmaceutical industry.
Although the United States is the supplier castry with the
greatest mmber of technological sales contracts, EEC also
plays an important role in latin America‘s technological
wealth.

lnthe19603 thecmmmity astablished technmological
oo~pperation with Argentina. and Prazil in the
mclear field (EURATCM), vwhich Jlost same of their
applicability i.n_hrgml:.im.mm gas was discovered and in
Brazil because of the abundance of hydroelectricity. Since
then, more specific, although more mxdest, imitiatives have
been espousad, such as the financing of research operations in
Latin America, primerily in agriculture and eneryy, a chapter
on co-operation in the field of science aml research was
included in economic co~operation and trade agreemerte entered
Mﬂmmmmmmazn_/

If it is desired to place more decisive scientific
and technological co-cperation between the two regions
on a firmer footing, it will probebly be necessary to
work more systematically with all the cowitries of ILatin

EEC now has trade agresements with three Iatin American
comtries —Wruquay (since 1983), Brazil (1974 and 1980) and
Mexico (1975). Bebesen 1971 and 1980 an agreement was in force
with Argentina, and there are plane to renew it oh a broader
base. In additicn, at the end of 1983 a co-operation agreement
was signed betiwean EBC and tha Andean Group, while ancthar wes
mteredintobemmcmwmlmerimatﬂuuﬂot

1985.

cu-opu'atimagreenmtsﬂg!\edwimm:ilaxﬂmioo
have related primarily to matters of mutual concern, such as
imdustries (bringing enterprises together), energy and science
(agricultime and tropical medicine).

The standard co~cperaticn agreement with the Andsan Group
provides for technical and financial aid for projects designed
for rural sectors, food aid, assistance in trade promotion and
sgport . for regicnal integration under integration
a:rangaments

mfwﬂnmmmmwm it is

cpemtingmhatslu;glshlya:ﬂisinthepxmofbeﬁq
reactivated.
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In spite of the fact that at the economic level relations
between Eurcpe and Latin America are relatively stagnant, it
should be noted that at the political level there have bequn
to be signs that the European position with respect to Latin
America will soon underge a real change. This is supported by
a number of events which have taken place over the past two
years:
i} the adoption by the Parliament of Europe in Octcber
1983 of a resclution on latin America;
ii) the holding of negotiaticns aimed at a co-cperation
agreement between EEC and the Andean Group, which was
signed in December 1983;

iii) the opening of negotiations in October 1985 concerning
thesigningofanecomucarcpentimagmtwith
the contries of the Central American Istlmus (Costa
Rica, El Salvador, Guatemala, Honduras, Nicaragua ard
Panama), which was signed on 12 November 1985.

The broadening and deepening of econamic relations
between Iatin America and EEC must, however, go much
further than good intentions and general statements. What is
required in the last analysis, both in BPurope and in ILatin
america, is the taking of a long=term political view which
will give rise to agreements and determine instruments for
action, and the rejection of the idea that the present
econcmic situation will in and of itself give rise to better
relations.

If ILatin America is to make a positive contribution to
the recovery of the economy of the Conmmunity and of the world,
it will have to act within the framework of efforts to expand,
rather than to reduce, internaticnal trade. The region's
cbjectives do not, moreover, conflict with the interests of
the EEC countries. Any growth in Iatin America would

Commnity in particular, which would in tum help to solve the
prcblensofe:ploymarﬂstagmtimrmomfrmtugﬂme
eocmmles

on the other hand, it is obwviously of interest for EEC,
as an important supplier of capital goods and advanced
technological services to the region, to increase its exports
to Latin America. This, however, will be possible omly if the
Commnity first liberalizes its import trade efficiently,
thereby making it possible for latin American goods to gain
access to BEuropean markets, which would generate encugh
additional foreign currency to sustain the level of imports of
Eurcpean origin. Secondly, EEC will be able to finance its
shipments to the region ocut of export credits, which, if
various loans of co-financing were used, could, in the case of
capital goods, make a notable contribution to the economic
growth of latin America,
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mummotﬂnmmicml&idsmmm
America will also depend largely on what repercussions
- recant incorporation of Spain and Portugal into EEC may
Latin 2merica, There is a certain similarity in scme
-studies carried cut on this matter in resent years
they draw attention to some net regative effects
ﬂniradMsimmylnvemmtinMimnmcportsto

LY -1
5%55

g
..@g

'mepresentstmcmreoflatinmicmmmspain
Mmgalhasbaandnrwterizedby_highmtimm

ﬁellbymin_lsu,owingm.mrilytoﬂumic

foodsl:uffsmﬂmmtarials arﬂtlnirvaluainmazm
us$ 68 million.

As a consequence of their entry into EEC, Spain and
Purtugal will have to adopt amendments to their trade policy,
which will have omplex effects, bothpasitivemﬂnegartive,
for Iatin America.

Itiswrthd:wmgatwmimtoﬂnfollwmgmof
a commercial nature which will emerge as a result of the antry
of Spain and Portugal in the Comwmitys
- i)ﬁndimimtimoftariftsinthecaaeoftm

 batween Spain and Portugal and the other countries of
tha Oommnity. This will be disadvantagecus for goods
irported from cotside the Commmnity, including those
fram Iatin America, owing to the rerouting of the
. demard to the EEC markst; '

ii) the adoption by Spain and Portugal of the Common



iii) the adoption by both countries of the principles axi
mechanisms of the EEC Common Agricultural Policy,
including its whole scheme of price gquarantees and
production support mechanisms and accomwodation to the
trade barriers which EBC has established in respect of
farn imports from third-party countries;

iv) need for Spain and Portugal to respect the agreements
already signed by EEC with the ACP countries, the
Mediterranean basin oomtries and the southeast
Asian mations (ASEAN)., The two new merber
courtries could act independently to extend their
credit agreements with third-party countries from
the time of their adhesion on. After their achesion,
EEC could authorize them to extend some of those
treaties ut not permit them to enter into new

agqreements.

These changes, which will result fram the incorporation
of Spain axi Portugel into EBC, may have significant
repercussions for latin America in various aspects of its
trade relations.

Thus, for example, there could be a deterioration, in
relative temms, of the conpetitive position of latin American
goods on the EEC market in respect of goods from countries
recently incorporated in the Commmity as a result of
the suppression of custams duties applied to the latter
countries,

From the study carried ocut by Alonso and Donoso, it may
be seen that 7.2% of latin American exports on the EEC market
would experience competition from Spain:S6/ however, this
consequence would be attemuated by the application of the
EEC generalized system of preferences to Iatin American
comtries; it is calculated that the net negative effect
wanld then be close to 3% of the region's present exports to
EEC.

In the same study it is noted that Iatin American exports
to Spain would also be affected. In the first place, the
application of the EBEC common customs tariff by Spain would
result in higher tariffs for 25% of Latin American exports and
tariff reductions for 11% of them. Second, the four commercial
régimes in force in Spain --the liberalized régime, the
glcbalized régime, the bilateral régime and the State régime--
will have to be cumbined in the free trade régime in effect in
the Community. Third, Spain will begin to use the variable
protection systems applied by EEC. Fourth, ILatin America will
encounter still greater oompetition in Spain from the EEC, the
ACP oountries and the Mediterranean countries. Finally, the
EBC generalized system of preferences will benefit 4% of Latin
Amevican exports to Spain.

when what has happened in respect of all access
conditions is weighed up, the figures reached with regard to
the trade which is likely to be affected are relatively low in
that it is estimated that only 13.4% of latin American exports
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Spain vill be hamed and: that Lok of that trade will
benetit,

Itmybamltﬂedthmtmtﬂlemstmgatiweffectof
Spain's accession to EEC will probably be experienced by Iatin
American experts to the market of Spain..Although the value of
thistradaislessﬂmunlosaesestimtedmtmmity
mrlnlh, thnimaut felt mere  intensively. milclatin

of the enlamyed Commmnity, above all in the case of goods of
midlhtinimicapomemeaapatmtiallyhighmmly
Owing to the enlargementt, import margine will shrink,
particlarly in the case of agricultwral and industrial
camedities from developing comtries. This will have a
significant effect on ILatin America becauss of the
policy now applied by EEC since Iatin America has



The existence of important obstacles in the econcmic
relations between EBEC and Iatin America suggests the
advisability of seeking new formilas of co-operation which may
be more fruitful and stave off a growing deterioration in
those relations.

In this effort various requirements will have to be met,
In the first place, there is nead to co-ordinate the positioms
held by Iatin America and to harmonize its extermal policies
to make it possible to adept a joint policy towards EEC ard in
80 doing, to increase Latin America's barqaining power. This
also presupposes the incarporation into the process of Latin
Mmerican economic sectors whose activities are linked with

European agents by creating structures for negotiation which
chammel the needs of those sectors in order to facilitate

the Commnity must operate cn the basiz of camplementarity of
efforts and resources amd mst always operate in both
directions so that the actions of one region will find their
counterpart in those of the other. In this cormection, the
basic task is to identify and mobilize the specific sectors in
which co~cperation based on the principle of the mxtuality of
caverging interests can be developed.

In the third place, latin America will be well advised to
undertaks comprehensive negotiations with the Commmity which
would cover trade and matters relating to finance,
and tecimology at one and the same time rather than heing
limited entirely to reaching an understanding item by item
because this has so far made things ditficult for Iatin
America's process of co-ordination and joint action and made
its bargaining power less forceful than it might be.

Maasures which might help to strengthen co-cperation with
the enlarged Commnity of the twelve might well include those

balow:

1) It will be necessary to improve the chamrels of
commmnication between Latin America and the Commmnity 1f the
quest for opportunities of mutual co-operation is to be
carried out more systematically. This was the purpose of the
recent creation of the Institute of Purcpean-Iatin American
Relations (IRELA), located in Spain, which will answer
questions from Iatin America and make it easier for Iatin
American public bodies and private institutions interested in
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issye Invitations to ministerial meetings on a reqular besis;

i) since the inccrporation of the Iberian countries will
the level: of agricultural self-sufticiency in the
Community, and this will have neqative effects cn trade with
Iatin America, it would seam that of all the sectorp it is the

3

the iron amd
and mwachine-tool industry, the chemicals industry, the
ghip-building industry ard the wood derivatives industry,
be in declirm. This means that this
policy will oome into conflict with the growth tendencies of
ron-traditional Iatin American exports. On the other hand,
since 1980 Buope has been intensiwely fostering tha

Mmerican import substitution will be combined with increased
exports (for example, in capital goods, agro-industrial
products and chemicals), formlas should be promoted which
would permit association with local capital and the prowision
of technologies adaptable to regional conditions, This should
preferably involve the prawtion of direct foreign investments
in experts, and the value of those exports should esceed the
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value of imported licenses and imputs., Moreover, in view of
the fact that a considerable proportion of European
investmerts in Iatin America have ocome from large
transnational corporations, it woild be a good idea to carry
art pramotion exercises so that medium-sized and small firms
could play a more jmportant role since some tradition attaches
to EEC in this field and its capabilities in this comection
adapt well to the econcmic struchure of the Latin American
ocanttries;

v) it woudd be worthwhile giving impetus to

activities between ILatin America and the
Iberian countries. In this effort, an attempt would be made to
integrate parts mamufactured in both areas in the production
of finished goods. In an umpublished study prepared by the
ECIAC Secretariat, various items suitable for this kind of
industrial co-cperation between Spain and latin america were
identified, including the following: parts for intemmal
catustion engines, including piston-driven engines; parts for
loans and knitting machines; parts for sewing machines and
typewriters and parts and acoessories for adding machines and
cash registers;

vi) it would be advisable to organize meetings between EEC
and Iatin American entrepreneurs to identify and promote areas
and mechanisme appropriate for co-operation;

vii) It should also be noted that both EEC and the Iatin
American coaitries have shown an inclination to favar
co~cperation programmes In sectors suwch as the mining and
enargy In view of the vast mineral resoumrces to be found in
latin America, the growing regional market and the ample
capa.citytoeu-cportgoodspmdmedbyﬂnseaectorsifﬂ\ey

were processed to a greater degree. Now the EEC countries face
thepossibilityofamortageofmmeralarﬂezmgypmducts
there may be considerable scope for camplementarity in the
processing and mamufacturing phases as well as in
technological, commercial and financial oco-cperation through
projects or joint ventures of mitual interest.

In order not to raise false hopes, however, it must he
borne in mind that Buropean investment flows are to a great
extent determined by the economic policy of the United States,
vhich attracts Eurcpean investment to that cownrtry. What

between the United States and Burcpe will determine
the balance left over for latin America and cther developing
regions.
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III. EXFORTS OF GOODS FROM IATIN AMERICA AND
THE CARIEEEAN: RECENT TRENDS,
PROSPECTS AND POLICIES

A. OIMIDITIES

1. Intemational market trends

One of the main features of the internatjional econamy today is
the very depressed level of cammodity prices. This critical
situation differs from anything known in the past in that the
experience of this decade has been longer and more severe. All
sectors have been affected ——from petroleum, ores and metals
and fam cormodities to virtually every variety of food and

The marked drop in prices is easily cbservable in the
tmcchmmdityprioaj:ﬂexﬂ/'Iheirdexformasis(mth
petroleum excluded) 32% lower than the armual average for
1980. It is important to note also that the low Fiqure
recorded in 1985 is even smaller than the anrmal average for
log2, which had been regarded as the worst year for.
comodities, The recovery shown during 1983 and 1984 was very
moderate, the prices recorded being 25% lower than the average
for 1980, In addition, even thouwgh price movements in
currencies other than the dollar have not been wveary
proncunced, the recent substantial strengthening of those
currencies has not resulted in a significant improvement in
the majority of commedity prices quoted in dollars. In SIR
terms, the UNCTAD index for 1985 also shows, for example, that
in the firvst three quarters of 1985 prices were 10% lower than
the average for 1980 (see table 26}.

The real price of commodities, deflated by the index of
the unit value of exports of mamufactures, fell considerably
in 1981 and 1982 because the decline in cammodity prices was

than the drcp in the unit value of exports of
ramifactures. This decline in real prices was largely reversed

in 1983 and 1984 when commodity prices reaovered slightly
whileﬂnpricasofwtsotmfmmmdrcp
Nevartheless, in 1985 the prices of primary goods fell

significantly in spite of the reduction in the unit value of
exports of manfactures. Real comodity prices, if petroleum
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is ewcluded, were approximately 15% lower in the period
1981-1985 than their 1980 level ard 20% lower than the average
for the period 1975-1980,

Table 26

WORLD MARKET: [MDEX OF PRICES OF COMMOOITY ENPORTS
OF DEVELOPING COUNTRIES

1980 1981 1982 1983 W84 1985 o/
Food and tropical
beverages 160 81 &7 n 3 63
Vegetable oil seeds
and oils 100 9% 5 74 126 85
Agricultural raw .
materials 100 a7 s 81 i T2
Minerals, ores and
metals 100 85 v ki 72 72
Total (based on
dollar values) 100 a5 T2 ] 7w &8
Total (based on
SDR values) 100 93 a5 92 98 a9

Source: UNCTAD, Monthly commodity price bulletin, various issues.

&/ Through the month of Hovember only.

Comodity exports and the earnings from them constitute
the backbone of the econcmic life of the peripheral countries,
In 1983 world trade amcunted to US$ 1.8 trillion and close to
19% of that figure (US$ 337 billion, with petroleum excluded)
was browght in by primary goods, ©Of the latter figure,
US$ 95 billion corresponded to comcdity exports from
developing countries. The share of primary products in the
total trade of these ocountries (excluding the leading
oil-exporting countries) drogped to 35% in 1982 from the 67%
share recorded in 1970. In the case of ILatin America and the
Caribbean, comodity exports, including p.etrolelm exports,
recorded in 1982 were valued at UsS$ 73 billion, or 82% of the
total value of merchandise ewports., If petroleum is excluded,
the valua of camodity exports in 1982 was US$ 34 million, or
38% of the total value of the exports of Latin America. As may
be seen, exports of primary products and the prices cbtained

130



for them are of great significance and have a considerable
impact on the ecinomies of the region.

The reduction of commodity prices cheerved since 1980 has
very adversaly affected the export earnings of the majority of
daeveloping coumtries. Ithasbeanestimtedthatdurmgthe
pericd 1980-1983, the accumlated loes of export earnings due
to the drop in prices amounted to close to US$ 40 billion.58/
Thiz drop waz offset primarily by rises in the wvolume of
exports

The drop in price of primary products is directly related
to the incapacity shown by many developing countries to pay
their external cbligations. Consideration may be given to what
happenad in 1985, as an illustration of this. In accordance
with the Institute of International Finance (ITF), between the
erd of 1984 and the end of 1985; the amount of dabt pending of
the most indebted developing countries rose by US$ 30 billicon,
ooming close to a total of US$ 680 billion. It carmot be
denjed that the decline in commodity prices was an important
factor in the growth of this financial burden.

One of the most important causes of the present depression in
the prices of primary goods is the slow growth in the economic
activity of the main industrialized comntries. In the 1980s, a
mmber of variables in the level of activity of those
econaries had decelerated by campariscn with the preceding
decade. The real average growth of the gross national product
of the seven leading industrial coumntries in the period
1980-1985 was only 2.3% a year, as opposad to an average of
3.5% in the preceding decade. Tha growth of industrial
in the same countries stood, on average, at 1.8% in
the 19808, as compared with 3.4% in the 19708, The increase in
gross domestic investment, which is an important factor in the
demand for certain metals and agricultural raw materials,
amounted to 2.4% a year in the same countries for the period
1980~1985, and to 3.5% in the preceding decade. It mast,
however, be boxme in mind that the economic recovery recorded
after the recession of 1981-1982, which was one of the most
marked recessions in the postwar perivd, was not reflected in
a sizeable increase in the demand for commodities. It may
therefore be mygested that not only has the demand for
comodities decelerated but even that there may now no longer
ba a definitively positive ratio between the level of econamic
activity and the demand for comwodities.
mnumfactormid\hascomrib.madgxmtlytothedrcp
in the prices of primary goods is the great increase in their
in the 1980s. Thms, the production recorded in
1980, which was 5.9% higher than that shown the preceding
year, marks the highest point reached during the period
1969-1985 and drove prices down at the same time as the dollar

131



was being revalued. There has been a pronounced swrplus supply
in, for example, grains and soya beans, following excellent
harvests for two consecutive periods. In non-ferrous metals,
the reduction in production in the leading industrialized
contries, and in particular, in the United States, has not
resultad in better prices since it has been more than offset
by the growth of production in the developing countries. At
the same time, adjustment measures imposed primarily as part
of the IMF austerity programmes, have forced many third world
pricumtriestoe@ortgreaterwlminmspamtoﬂndmpin

ﬁ.

In addition, the restriction on international liquidity
moted since 1981 has caused a decrease in the demand for a
large mmber of camcdities which used to be purchased as
buffer stocks, that demand having now been diverted towards
more liquid assets. For several years, when the short-term
interest rate was highar than the long-term rate, large
volumes of capital flowed tewards assets such as money-market
accounts, However, at the end of 1982 the reverse began to
ocour =-more capital wes channelled towards stock markets: the
financial attractiveness of these markets kept the movement of
speculative capital from turning towards commodities., Another
pertinent financial consideration was the abnormally high real
interest rate maintained in the industrialized countries since
1280, which has greatly ircreased the cost of keeping
inventories of primary goods and has therefore been
responsible for substantial reductions in them.

The drop or stagnation in the demand for commodities can
also be explainad by the reduction in tha amount of materials
used per production unit as a result of technological advances
am the curtailment of the demand for natural raw materials as
it is replaced by synthetics. In recent decades, a large
mumber of agricultural comedities lost some of their export
markets owing to oowpetition from synthetics., During the
19708, for example, the volume of exports of hard fibres, jute
mﬂvmlfellmﬁhly,boﬂaatmldlmlmﬂjnthi:ﬁwrld
countries. In the case of cotton, exports from developing
countries also declined significantly.

Ancther factcr behind the drep in commodity prices is
related to the decline in demand caused by the growing

on which the industrialized countries prowvide for .
their domestic sgriculture. The main primary goods, and in
particular those of the greatest importance for the developing
countries (sugar, meat, seed-olls and grain-oils) are being
seriously affected by protectionism and other related
measures, It is caloulated that close to one third of the
agricultural exports made by the developing countries to the
industrialized countries are subject to non-tariff
restrictions.

The extensive effects of protectienism on the latin
American commodities sector 59/ are illustrated by the fact
that import barriers erected by the developed countries caused
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developirg countries to lose nearly US$ 7.5 billion in export
earnings on sugar in 1983 and that the potential value of the
ragim'smgaraportsisestimtedatvssasbillimper

Mearwhile, EEC spends 64.7% of its sugar earnings to
suppcn:titsmnsmarpu:oducarsiq/

In short, a rapid examination of the intermational
comnodities warket seems to confirm that the sharp

2

primary
mthisirﬂaxgyroodaxﬂbweraqepricasemperiawada
drep of 37% between 1980 amd Septeswbear 1985. The tropical
products (which includes sugar, bananas, coffee and
cocoa) showed a price drop of nearly 40%, and the temperate
products (wvheat, maize, meat, etc.) showed a drop of
20%. The price index for agricultural raw materials, which
covers commodities such as cotton, wool, leathers and skins,
soya-bean oil and fish meal, fell by 23%. As for the prices of
ores, minerals and metals, they exparisnced a reduction of
30%. The index in respect of 24 comodities shows a decline of
22% beatween 1980 and 1985; when petroleam and petrolem
prodlmarehnltﬂed,ﬂmisadeclhuotzs%dmmgun
recovery recordad by the index of 24
cmmoditiesinm%ardl%dmsmodastbyccuparismwiththe
situation in 1982, The level of prices for 1983/1984 was 26%
lower than that achieved in 1980. The index of 26 commodities
slms_asteadydmpinpricesduri:gtmﬁwyearsin

It is notable that foods and beverages, which are of
fundamental importance for the ocountries of the region,
experienced the most marked decrease, although the drop in
prices was severe and touched nearly avery sector. The level
of prices in 1985 was higher than the anmual average for 1980
in the case of only a limited mumber of commodities (bananas,
soya=hean oil, shrimp, tobacco and zinc).

The sharp drop in commodity prices has resulted in a
considerable reduction in export earnings in many Iatin
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American oountries. In some cases the drop in earnings was due
ot anly to low intermational prices but also to a reduction
in the volume exported. In other cases, the exportation of a
larger volume of goods ccmpensated only partially for the
lower prices. This situation has considerably weakensd the
region's capacity for coping with the burden of servicing its
external debt and has adversely affected irwvestments in this
sector, which is bound to have significant long-term impacts
o both producer and consumer countries.

Although all the figures for the countries of the region
for 1985 are not available, the following examples illustrate
the effects had by the drop in internaticnal prices on the
export earnings of scme of those countries.62/

The value of Argentine meat exports fell by close to 60%
hetween 1980 and 1984, and their volume, by approximately 40%.
If the unit value of exports for the period 1981-1984 had been
the same as in 1980, export eamings. for those four years
would have risen by over US$ 1 billien. In the case of
Argentine vwheat and maize, the expansion in the volume of
exports was not enough to offset the price drop. If the unit
value of exports in 1980 is maintained over the following four
years, the loss in export earnings will amount to US$ 700
million in the case of wheat and to US$ 400 millien, in the
case of maize.

Famings from tin exports from Bolivia have been
declining markedly since the end of the 1970s, and in 1984
they were 34% lower than the eamings realized in 1980. This
was due in particular to the low price of tin on the
international market. As for the unit value of Bolivian tin
exports, it decreased by 27% in the same period. Had the unit
value of exports in 1980 been maintalined, total export
earnings in the period 1981-1984 would have risen bty
Us$ 300 million.

In the case of Brazil, the value of the coutry's coffee
exports in 1984 was wuch higher than that recorded in 1980,
thanks primarily to the increase in the volume exported.
During 1984 and the first half of 1985, Brazil exported 30%
more in volume terms. When the unit value of exports in 1980
is applied to the period between 1981 and the first half of
1985, an imcrease in coffee earnings of over Us$ 2.5 billion
is chserved. The prices and volumes exported of soya beans ard
soya-bean products and iron ore performad much better than
those of coffee,

The export earnings from coffee in Colarbia were 33%
lower in the pericd 1981-1984 than in 1980 as a result of
declines in price and volume. The price drop caused the

to lose over Us$ 1.9 billion in export earnings (by

with what would have heen realized in the period

1981-1984 had the unit value of exports remained the same as
in 1980

c:r)llehaseqaeriawedamrkeddropinitse:q:ort

earnings from copper. Prices in 1984 were 37% lower than in
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1980, and the increase In the volume exported has not been
sufficient to offset that decrease, Had the wnit value of

exports remained the same during the period 1981-1985
(including only the first half of 1985) as in 1980, export
aamingswu.ﬂ.dhaveimreaaedbyw {B$3.4billim.Asfor

, it showed a drop in the volume exported and
1tsmﬁtvalue,ﬂ1ed:opmvnlmbeirgmnhmmkedthan
that in unit value. The accumlated loss in
thiscase(lmeagaincalculatedmthebasisofthe
maintenance of the 1980 price throwghout the period 1981-1984)
would probably be on the order of Us$ 900 million.

The petroleum sector has alsc been seversly affected by
the recuction in its prices. In Ecuader the unit value of
crude oil exports in 1984 was 25% lower than that recorded in
1980 (and 30% lower in the first half of 1985), while the
volume exported increased by at least 50% to 60%. Had the 1%80
price been maintained during the pericd 1981-1985 (only the
first half of 1985), export sarnings fram crude oil would have
risen by same US$ 1.7 billion. As for Mexico, the value of its
crude oil exports in 1983 and 1984 was 60% higher, in dollar
tarms, than that recorded in 1980. This was basically due to
the marked increase in the volume exported, which was 80%
higher than in 1980,

The examples chosen give a clear idea of the effects of
the crisis on the region's economies. Given the vital

of camodities for Latin America and the Caribbean,
it is difficult to imagine how the present situation can he
surmounted unless this sector shows substantial recovery. The
countries of the region should therefore co-ordinate their
measures to enhance the role played by their cammodities in
the interpational market, to defend their prices and to
organize and exercise their purchasing power in negotiations
with consumer ocountries. The problems now affecting the
cammodities sector are undoubtedly complex, but their solution
is urgently needed in order to promocte the economic and social
growth of the region.

4. Possible actjon in the field of cammedities

In view of the considerable importance of non-cyclical factors
in the search for effective soluticns to the problems facing
the coamodities sector, the Intermational negotiating
structure known as the Integrated Programme for Commodities
(IPC), defined by resolution 93 (IV) of the United Natioms
Conference on Trade and Development (Nairchi, 1976), should
receive fresh attention in order to, as socn as possible, take
concrete steps within its framework.

Prior to the adoption of the IPC, and even following its
adeptian, negatiatimsinthisfleldwererastrictedtothe
theme of price stabilization. Other major features remained
excluded, including those concerning the nature and cotrol. of
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markets; the participation of developing countries in the
processes of marketing, distribution and transport;
capetition fram synthetic products; the importance of local
processing of primary products in countries in the Third
World; access to markets and the liberalization of trade;
transparency in markets; the role of commodity exchanges and
their  influence in  setting  intermational  prices;
diversification; scientific and technological research and
in developed comtries together with its
repercussion on the developing nations. Although it is
recognized that a more integrated approach is required to
consolidate IPC, the internaticnal commmity as a whole has so
far only met with limited success in this, and has bequn to
question the validity of many features of the
In view of this situation, itlsbothnecessaryam
useful to re-examine the policies and positions which the
countries of the region could adopt at a global and regiomal
level, BExperience has shown that co-operation and
co-ordination between producers is essential in order to
achieve a fairer and more equitable relationship between
and consumers; consequently, regional co-operation
and co-ordination in respect of commodities can be directed
along the two channels mentioned above, reinforcing one
another.

a) Action at the glcbal level

At the glcbal level, the main vehicles for attaining the
aims defined in IPC have been restricted to the International
Cammodity Agreements (ICA) the so—called Conmon Fund and to
campensatory financing agreements.

With regard to ICA's, following almost ten years of
negotiations, three agreements, relating to rubber, jute and
tropical timber, were added to those which already existed on
sugar, cocoa, coffee and tin, Within this process, economic
provisions were only made in the agreement on natural rubber,
The agreements on jute and tropical timber merely set aims
without any concrete economic clauses. Of the existing
agreements, those on cocca, tin and coffee have been
renegotiated, the agreement on coffee being renegotiated
oatside UNCTAD. Efforts at renegotiating the sugar agreements
failed, and the present corwention on this product is merely
of an administrative nature. As far as the agreement on tin is
concerned, it is at present facirg the deepest c¢risis in its
history.

So far, these agreements have had far more limited
success than was originally expected. The restrictions
affecting IPC include: a) insufficient development of the aims

ani measures taken with respect to the various
agreements (the aim genherally agreed upon Is price
stabllization); b) limited coverage of products; <) unequal
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distribution between consumer and producer countries of the

costs involved in price stabilization; d) non-participation of
major producer and consumer countries in same agreements, and
e} the non-campulsory nature of the agreements, which ensbles
members to disregard the provisions laid down therein.
All in all, despite the fact that by means of the ICA's,
IFC has aimed to incresse the income earnmed from comodities
and to maintain their prices, it does not seem possible to
achieve these aims simply by means of measures designed to
stabilize markets, and which merely smooth out violent
fluctuations and prevent excessive speculation. Morecver, it
shonld be remembered that ICA was not designed to be a
mechanism for maintaining prices over the long term under
corditions irwolving structural swpluses.
ons on IRC, the industrialized countries

cyclical, and that there was oconsequently no need to
recrganize the sector. At several meetings on cammodities,
they also cast doubt on the validity of a rumber of features
contained in resolution 93 (IV) of UNCTAD and its application
to specific products, and requested a large number of studies
imto the agreements and the viability of internaticnal
mechanisms.

As time went by, negotiations on comodities were
gradually separated from parallel negotiations on  the
establishment of a Common Fund.63/ Thus, matters relating to
primary products began to increasingly veer away from the
original cbjectives of IPC as discussions slipped back towards

a ~by-product approach.

Opposition fram the industrialized countries to ICA's and
the Common Fund, partly reflects the view that
financing operates more effectively for producer countries. An
example of this ig the system of low-interest loans to cover
slight falls in export incame, which are provided by the IMF
through compensatory financing arrangements. However, from the
point of view of the developing countries, these agreements
are subject to a mumber of serious restrictions; mainly:
i) limited coverage should export income decline, based on the
allocation of quotas (10% of the quota of the menber
oountries); ii) the concept of decline in net external income,
which does not specifically conpcern the commodities sector,64/
and iiiy too short a period of grace, If the swollen level of
the extermal debt of latin America and the Caribbean is taken
into account, it does not seem desirable to solve the
structural problems existing in the intermational commodity
trade essentially by means of formilas which involve a higher
level of indebtedness.

The likelihood ¢f bringing about stabilization and
adopt;l.rg an effective global agreement, which would involve

both producers and consumers over a long period of time is not
particularly strong, particularly in the case of those
products whose production is not concentrated amory a small
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nuker of comtries, and even less so when production is
extramely scattered. The fact that agreements have been
reached only in the case of those goods a high proportion of
which origimate in developing countries (cococa, ooffee,
rubber, tin and swgar), partly reflects the recognition by the
developed countries of the fact that they benefit from such
agrecments, as they thereby dbtain the opportunity to
influence prices,

The failure to operate the Commwon Fund largely explains
the weakness (or the inexistence) of ICA. Without the support
vhich the Fux is capable of providing, many developing
comtries would be unable to finance large buffer stocks and
to apply other allied measures. The present agreement on the
Compon Fund, reached in June 1980, represents a considerably
simplified version in camparison with the original aims agreed
upen, in principle, in 1977. Even so0, the Common Fud
constitutes a major innovation in international economic
relations, and provides a series of wortlwhile initiatives,
which are clearly beneficial for developing comtries,

First of all, the Common Fund differs from cother
international financial institutions, in that it responds to
the behaviour of camodities rather than to falls in export
income at the national level. It also establishes the
principle of mitual responsibility between producers and
consumers for financing international measures within the
framework of the agreements. A further irmovative feature is
the fact that, as distinct from the financial institutions
established at Rretton Woods, it offers the developing
countries a major role in ocontributing funds and in
adminigtering the g&ecision-making process. Moreover, the
separate account (the "second window") designed to bring about
long-term aims and to stimilate productivity, marketing,
diversification and scientific and technological research,
omld prove to be a major source of internaticnal funding for
measures and projects aimed at the caomodities sector in the
developing countries,

In spite of their present difficulties, financial
institutions specialized in camodities possess considerable
pctential for gradually becoming a vehicle for achieving the
aims of IFC, :

By Jamary 1986, the mumber of countries which had
ratified the Common Fund had reached the required mmber of
90, but this mmber only provides 57.87% of the acreed
capital, leaving 8.80% still unprovided. The present United
States government, which is responsible for 15.7% of this
capital, has clearly stated that it will not ratify. Three
other OECD countries (Portugal, Turkey and Iceland) have takan
no action. As far as the Eastern Puropean countries with
centrally-planned econcmies are concerned, none of them have
ratified or signed.

of the developing countries, 23 have signed, bat not
ratified the agreement: six in Africa, two in Asia and twelve
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in Iatin America and the Caribbean. This latter graup includes
Barbados, Colembia, Costa Rica, Cuba, El Salvader, Grenada,
Guyana, Honduras, Peru, the Daminican Republic, St. Iucia and
Suriname. Nine other ocountries in the region (Bahamas,
Bolivia, ¢hile, Dominica, Panama, Paraguay, St. Vinoent and
the Grenadines, Trinidadand'mhagoamtrngmy)havesofar
takmmactimmerﬂleagreanmt

It is of course imperative that the Comon Fund be

ratified as quickly as possible so that it may begin to
c¢perate in the near future.

£ the limited success of co-operation between producers
and consupers in the case of ICA's is taken into accomnt, the
comtries of Iatin America and the Carikbesn are faced with
the alternative of taking a mmber of measures at the
level, These should include examination of the poesibility of

the commodities trade towards the region itself;
the exacution of joint action to ensure a higher degree of
prooessirq,atﬂtlhaeardaforgmaterparticipatiminthe
marketing and distribution of these goods.

i) Redirectjon of trade. The structure of the
intermaticnal commodity trade in the countrles of the regien
is highly dependent upon markets in the developed econcmies.
Despite the fact that, with a number of exceptione, the region
has reached a level at which it is potentially self-sufficient
in the production of a large mmber of these goods,
intra~regicnal trade in such goods is slack, even though there
are areas or subregions which possess considerable surplusee
and others a marked deficit.

In 1582, the value of intra-regicnal trade in commodities
represented merely 12% of the total value of trade, whereas
more than 68% of the region's exports went to markets in
developed economies, Markets in the other developing countries
ard the countries with centrally-plammed econcmies have so far
beenn less important. As far as imports are oconcerned,
intra-regional trade in these products only represented 30%,
while trade with -other developing countries played a
significant role, supplying more than 30% of the region's
recuirements in products.

At a more disaggregated level, the group made up of
Soonts In 1562 resmesented UG8 18 Billien, bt that oy o1%

1982 Uss 18 on, Y
of these came fram the region itself. If the potential
selt-sufficiencyofhtdnmrericawithrespecttothisgru.p_
of products is taken into acoount (in 1982 the region. exported
almost US$ 40 billien worth of petrolem and petroleum
by=products to the rest of the world) thare is without doukt
coneidarable potential for redivecting trade towards the
region itself.
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As far as food and agricultwal raw materials are
concerned, although in 1982 total imports rose by US$ 11
billion, less than 30% of these originated in the regimn,
whidlintJJInexportedmrethanUSSZBbilhmmrthofstm
goods., withinthisgrcum,tlnpctential redirecting trade
towards the region is particularly rich with regaxd to
products such as maize, wheat, sugar, scya beans and soya bean
by-products, and other oilseeds and oils.

With respect to minerals and non~ferrous metals, a
similar sitmation prevails: although in 1982 extra-regional
exports and imports were higher than US$ 7.5 and US$ 1.3
billien, respectively, intra-regional trade remained between
US$ 700 and USS 800 million. The same sirvey indicates that
within this group of products, the most salient items are
aluminium, iron, steel and copper products, and that
intra-regional trade could alsoc be considerably expanded, and
concludes that efforts to redirect trade in 40
towards the region itself (representing five SITC digits),
could increase regional trade in commodities by mwore than
Us$ 15 billion. _

Raglonal co-cperation in this direction should be
ephasized, when, as is now the case, the regim's commodity
elq:ortsarefachaggmdmgprotectionim,asﬂuegmthof

ional trade is a viable altermative for improving export
ﬁmarﬂsavingtheregimsneagreextemalresam,
in addition regional food security.

ii) Marufacture in the region., BExamination of the
struchure of the commodities trade in Iatin America reveals
that exporting goods in a primary state and importing the same
once they have undergene a marfacturing process is a further
characteristic of its peripheral status. In 1982 the region
exported approximately 60% of its 20 most
comedities towards the OECD countries, whereas 70% of
regional imports of the same imported goods were in
marmfactired form., These figures confirm that it is yet
possible to considerably increase export incame, by augmenting
the value added by marufactire.

(ne of the major hurdles facing countries in the region
if they are to expand their wmwanufacturing capacity,
particularly in the field of minerals, is the huge scale of
the irwvestment necessary to set up and econamically run the
marmfacturing units. The various projections concerning the
capital investment requirements in the mining sector in ILatin
America and the Caribbean, drawn up by organizations such as
the World Bank and the IDB, range from US$ 3 to USS$ 7 billion
dollars per year for the next five to ten years. These
estimates are based on the projects which it is plannad to
bring into operation. In order to satisfy forecast
recuirements, non-regicnal sources would need to provide
approximately 60% of this capital.

In present financial ciramstances, and particularly in
view of the restrictive conditions which nowadays affect
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official and commercial loans, it is not clear whether it will

charmels, orwiﬂzlwmmrticipatimbym

lattar, it would be vital to inmease the credit
available wm&mmmrmm
Simltanecusly, the cavtries in the region oold decide to
give priority to a mmber of sectors (for example, a mmber of
agrimlbmlpmo‘acts,midzdomtnqainasmmitalas

thoese in the mining sector).

attheragianllewlmytahaamnﬂm:of
forms, For example, the latin American and Caribbean countries
could pexhape save capital bf rationalizing goods
manufacturing . activities, m:by or several comtries
cumlizing or epecializing specific activities for

certain goods, Specialization
achieved throuwgh joint enterprises ar on contractual bases,
which would make it possible to achieve economies of scale,
nkehu::;rmofhstalledcapacitymﬂmmicmof

the cagse, e axample is the Olancho project in , for
tha of sawn wood, pulp and paper. Argentina,
Ecuador and Vanezuela also te in this project



agreaments for the mamufacture of thair products by countries
in the Third World; agreements to increase the transparency of
policy measures which affect proepects for the marmufacture of
eport goods; plans to collectively acquire technology:
technical assistance in the field of market information and

port comucdities. 3

of ccomodi by the developing oountries is the
difficulty in increasing the extremely small percentage which
they represent in the final price paid by consumers, This low
return partly reflects the incapacity of exporter comtries to
control the varicus stages of the marketing and distribution

‘products are purchased and sold.
There is no doubt that the significant nationalization of the
marufacture of basic products recorded in past dacades has not
lowered dependence on foreign firme for marketing and

:
;
]

“related parties” in United States imports in 1981 (it is
assuned that trade between related parties exists when 5% or
more of the shares of a firm are owned by the other party with

it trades). This resesarch reveals that almost half of

However, in the case of most world trade is
carried out by a relatively amall rmber of transnational
or trading , which act as intermediariee




Given that the Burcpeans and Japanese rely on this type
of enterprise, and that the United States are rapidly moving
towards the expansion of similar units and adopting their type


http://se.ll

markets in the developed countries, for example, by seeking
set W joint representative, sales and promction
would acdlitatcamdimctnlaticmhipbemme
ard the retail distribution networks, and would help to
a better Jnowledge of consumer preferences in the
oped coauntries,

Conslderation should also be given to the possibility of
mmﬂnparticipaﬁmofﬂnommiuofminm

and the Caritbean in the price-setting mechanisms on the
exchanges, situated in the dewveloped ocountries.
participatimintlmohntimtiaum'dahwldgaof

in vhich they cperate would allow the region. to
1 ta om forecasts of the econmmic forces influencing
the prices of coamodities, A trade delegation for a
singepmdwtcmldmtbejmtiﬁedinamst—bemﬁt
analysis, but representation of a large mmber of goods and
countries (for example, a body representing regicnal interests
in London, Chicago and New York} could have a major impact,
reaching into trade in all products.
To sum up, the above analysis indicates that even

EEEES’S

aﬁg

B. IATIN AMERICA AND THE CARIEDEAN IN THE
FACE OF PROTECTIONISM

1. The world setting

a) Recent trends in world trade

' In recent years internmaticnal economic relations have
undergene deep changas brought about by structiral
transformatione which have affected both the eckmcmies of
industrialized countries and those of the developing
comtries, involving a substantial modification of the pattemn
ofsq:plyaxﬂde.mndinﬁtl:exmtiamltxade

In the case of the developed nations, increased use of
new technologies has significantly decreased the demand for
raw materials, perincipally those imported from developing
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regions. Simltaneously, difficulties of structural origin,
such as the high cost of wages in central countries, have led
to some of their traditiomal industries losing international

campetitivity, with a consequent drop in exports and a marked
incvease in the share of imports in these countries' domestic

consumption. As a counterpart, the services sector has taken
fmplmmﬂ'ﬁmstdmmmsectm particnlarly in
the United States, and has proved the major source of
e:ploymentsofarinthelsam.

Camplementary to this, agricultural protectionism in the
oa:m:ralca.mtris together with their domestic policies of
subsidiesforpmdw:tim have boosted the world supply for
agricultural products, sharpening the decline in coammodity
prices. As was pointed out above, this situation was worsened
by the increased supply from developing countries affected by

In turn, the relatively advanced developing cowntries

takmgadvantageoflowerlabmrcostsard,inganeral ofthe
canparative advantages they poesass or have acouired.

Moreaver, traditional mamufacturing sectors in  the
developed cauntries have suffered the consequences of the lack
of mew imvestment, of the cbsolescence of their industrial
equipment, the high cost of labour, and in the case of the
United States, the overvaluation of the dollar. Thus, for
example, in rather less than five years exports cornered 75%
of the market for leather shoes in the United States,

The tight link between financial and commercial factors
to same extent accounts for the performance of exports of
marmfactured goods from the developing comtries. Faced with a
balance-of-payments crisis, they endeavoured to offset the
fall in the prices of their comodity exports by a significant

camodity exports (in association with heavy =subsidies amd
protection of national markets), together with the decline in
the campetitiveness of cbsolete imdustries in these very same
centres, are the two factors which have most contribated to
ﬂmeriseormgedtradeamthegrwingprotectimimmim
nowadays harms the interests of developing countries, amd
those of Iatin America and the Caribbean in particular,

Although the sectors of their economies which have been
particularly affected are the least aynamic mamufacturing
activities, the industrialized countries have shown themselves
to be preoccupied by the growing share of imports in their
domestic consuwption of these sectors' products. This concern
(which acocording to traditional econamic theory is unfounded,
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since such theory assumes that the most inefficlent sectors
are eliminated) is Jjustified by pragmatic considerations
fonded on the persistence of relatively high levels of
wmenployment, and the contimuing importance of such activitics
as employers of labour.

Consequently, in recent years the developed countries
have increasingly resorted to protectionist measures of a
nan-tariff nature, adcpted to check the fall in these sactors®
output, in spite of their clear cbsclescance.

Such interference with free trade is contrary to the
ideas defended by GAIT, since it limits the extension of
most-favoured nation treatment to all the signatory comtries,
by discriminating against specific countries and, what is even
more serious, against developing ocountries.

The growth of protectionism is not a recent phencmencn,

mnaged trade, weaning the use of domestic administrative
Teasures, ofatarifformm—tanffmu:xe,toomtmlthe
entry of products on to the national territory has been
spreading throughout the world, This process essentially
imolves a decline in miltilateralism in mtenmtiam
relations, restrictive bilateral agreements, countertrade and
trade reprisals. (Moreover, in a broader sense, the expression
"managed trade" could cover countertrade as practised by the
major transnational trading campanies.)

Consequently, there is an urgent need for an acceptable
formila to check the weakening of the miltilateral trade
system and the increasingly frequent use of protectionist
measures adopted ocutside or contrary to the noems of GATT.

However, the present position of the developed countries
would seem to suggest that the options which will be put
forward at the next multilateral trade negotiations will not
be particularly favourable towards developing countries, as
the rights they have acquired under GATT will not ke taken

into account nor will gains made at the Tokye round of
negvtiatias,severalofmchhavemtbeenimorpomtedinto

oantries, following the sumit meetings between Heads
ofstate,hwaimlwedﬂnmﬂertakimtodmd{mﬂ
even reverse the use of protectionism in their ¢rade
relations. However, the reality underlying this rhetoric has
been quite different. Both in the case of the United States
mﬂtheEEC,themomjortradmgpartmrsoflatinmioa
and the Carikbean, protectionist measures and management of
trade have become increasimgly commarplace in their trade
relations.

148



Exports from Iatin Amwerica and the Caribbean have been
subject to a broad range of non-tariff restrictions. Despite
having eamed a considerable trade surplus with the United

States in 1983-1984, the vregion is nowadays facing
miderablemﬂgrwix;gmrdlestothecmthmda@anaimof

its eports thereto, In resorse 10 pUesss fru) dopest
lokhies the Uhited States has carried out a large mumber of
investigations linked to the imtroduction of compensatory
tariffs and “anti-dmping" investiqations, whose main aim is

to lessen the competitiveness of many imported products which
have cbtained an increasingly large share of the United States
warket,

The critical situation -facing a mmber of its own
productive sectors has led the United States Goverrment to
establish a sort of quota on imports of products which are of
great importance to the region, principally steel, sugar and

The United States general system of preferences, which
was renewed at the end of 1984, introduced major charges, and
extendad the possibilities for graduation affecting both the
products covered by it and the countries benefitting from it.
In addition, the new 1984 Trade law increased the powers of
the United States President to exert pressure on his country's
trading partners, in order to cbtain a greater liberalizaticn
of their markets for exports of goods and services from the
United States.

As has been noted, the EFC pursues a particularly
restrictive trade policy in the case of agricultural products.
In Septewber 1984 the Community adopted a new trade instrument
(Regnlation 2641/84) allowing it to respond rapidly amd
efficiently to any illicit practijce, with the aim of
eliminating the oonsequent prejudice and ensuring "full
exercise of the rights of the Eurcpean Commmity*. Following
the example set by secticn 301 of the United States 1974 Trade
1aw, this new regulation allows for a solution to trade
conflicts to be sought bilaterally, or within the framework of
article X{III of GATT. Should an amicable sclution not be
found, the regulation authorizes the Oouncil to take
retaliatory measures which could involve suspension or
withdrawal of concessions, an increase in tariffs or the
establistment of quotas.,

Finally, as far as exports of wmwanufactures taken
separately are concerned, it has been estimated that in 1980
approximately 45% of such exports were affected by a system of
managed trade,65/
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United States trade policy encowrages public hearing,
debate and the free interplay of pressure exerted by sectoral
lobies, While on the one hand this fosters greater
participation by all sectors of society in defining trade
policy, on the other hand it prevents greater plamning of the
external sector, whenever the ciramstances prevailing at a
given mment lead to decisions which are incompatible with
long-term cbjectives, In fact, United States trade policy
rarely contains elements of export plamning or industrial
policy, WMitmmWMwm
designed to protect agricultural prices or retrain labour,
which only have a secondary inpact on the external sector.

In the case of the EEC, although trade policy is the
respansibility of the Commmnity, it has taken into acoount the
aims put forward by the member States in their national

industrial redeployment programmes. Such a preoccupation o

the art of the Comurity IS easy to uderstand, sine e

member States exert direct influence over trade policy through
their participation in the Comeil,
Generally speaking, application of the Commmity's trade

policy has been marked by vigoreus market protection and a
proverbial lack of transparency in the mechanisms adopted,
while the modalities and procedure involved in United States
trade policy are open to the influence of domestic sectors and
interests, and to a certain degree, even external oneg, in the
- case of the EEC the system involving decisions taken by
consensus among the member States excludes the actual economic
actors fram the measures taken, in which they play only a
third-party role.

The differences between the trade policies of the United
States and the EEC are also reflected in the institutions
vhich formilate them.

In the United States, trade policy is the outcome of a
trianqular interplay of influence between administration,
corgress and lobbies.

The Administration, headed by the President, is
responsible for executing trade legislation, and to a certain
extent for integrating trade policy with econamic policy in
general; in setting down the rules for trade policy, it must
also take into acoount the intermational repercussions -—of a
political and economic nature-- of the measures adopted, a
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factor which occasionally exerts a moderating influence. At
the present time, the Administration's major precccupation is
with reducing the trade deficit, promoting the opening w of
new markets to United States exports of goods and services,
and to check protectionist measures introduced by
Congress and the lobbies.

Corgress's main concern in this field is the demestic
sitvation and the repercussions of internatiomal circumstances
in the domestic srhere. In recent years Congress has shown a
clearly protectionist leaning, as a result of the sericus
problems facing a mmber of sectors of the United States
eocorxny, above all as a result of the overvaluation of the
dollar and of increased external competitiveness. The majority
of the productive sectors concermed make intensive use of
labour, vwhich is why there are at present approximately 300
bills of a clearly protectionist mature under discussion. On
the cther hand, and in contrast to the above, those dmmestic

Cgress, These interest may call on the services of
lchbwists, a parfectly legal practice in the United States, to

An extensive range of instruments is at present used by
developed countries to control trade flows.

Although the Tokyo round of negotiations brought about
reductions in the nominal levels of tariff barriers, the
existence of progressive tariffs has acted as a deterrent to
increased processing of the raw materials available in
countries in the Third World.
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A certain nuber of signs suggests that the tariff
reductions applied since the Tokyo round of negotiations
worsened the problem of progressive tariffs. By way of
example, since these negotiations, the average tariff on
processed fruits has been almost four times higher than that
on fresh fruit, and the same isg the case with wood.

Nevertheless,nm—tariffbarriersarettmmmm

damage to exports from the developing world, and their.
adeption is driving trade between the latter and the central
countries towards a situation of managed trade. A schamatic
examination of non-tariff barriers affecting trads should

highlight import quotas, vanablemrdmges hed;ingclauses,
discriminatory

and export subsidies.

The situation would seem to be quite severe in so far as
the region's agricultural exports are concerned. In 1982, 50%
ofsudlacportswereaffectedbysmefomofqntarestram
in the EEC countries.s6/

Similarly, aq:ortsofmamfacb.mdgoodsalsosaanm
face a hattery of non-tariff barriers including among others,
agreements imvolving voluntary restraints, anti-dumping and
canpensatory tax investigations, technical barriers and

The list of non-tariff barriers affecting trade drawn wp
by UNCTAD is an essential starting point for a systematic
examination of the difficulties which developing countries
face with regard to their exports to industrialized countries.
At the next round of miltilateral trade negotiations it would
be desirable to take this list into account as a point of
reference in the debates aimed at liberalizing trade flows.

In addition, the use made at presemt of legislative
measures to control trade shaould not be underestimated. In the
United States, responsible for more than 50% of the growth of
world trade in 1084, Congress is at present discussing a
mmber of bills designed to restrict imports of a bhroad range
of products of vital importance to the develcping countries,
including textiles, clcthing and footwear. Moreover, should
the bill on trade emeryencies and export promotion be
approved, a 25% tariff surtax would affect imports from
countries which have a high trade surplus with the United
States.

The region is clearly the victim of discrimination in so
far as its exports to a mmber of industrialized countries are
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ooncerned, If weighted averages are comsidered, it encounters
the highest tariff levels in Japan and in the EEC, while in
the United States they are midway between those affecting 2sia
ard the rather lower cnes which affect Africa, This represemts
a firet type of discrimination.
The second form of discriminmation concerns non-tariff
. Both in so far as Japan and the EEC are
concerned, Latin America is, of developing regions, that which
faces the highest levels of this form of protectionism. In the
United States it faces moderate levels of protectionism
(midway between the high levels facing Asian courntries and the
low levels which affect African exports) (see table 27).

Discrimination against the regicn's exports focuses on
quotas, The percentage of the region's products affacted by
these (30%) is double that of the total imports concerned by
these restrictions. This may be explained by the fact that the
region's exports to industrialized countries contain a high
proportion of agricultural products, which are the target of
most of the guetas in the central countries. while regional
exports of mamufactured goods are less affected by such
restrictions, they bear a diverse range of protectionist
measures, sSuwch as  voluntary restraints, of a clearly
discriminatory nature (6.7%), supervisory systems (4.2%) and
other price~cantrol measures (2.3%).

With regard to a certain mmber of specific products of
relatively greater importance for Latin America and the
Cariktbean, such discrimination represents a far higher real
cost. A far greater percaentage of these products are in fact
affected by non-tariff measures. Such is the case of meat
exports which are restricted by tariff contingents and other
quotas, or of sugar limited by various quaptitative
restrictions and variable surcharges, Copper is also to a
large extent affected by supervisory systems. A high
percentage of iron and steel exports fram the region are
subject both to supervisory systems and voluntary restraints
as well as to other price control measures. Exports of
leather, in turm, are concermed by anti-dumping measures.

It should be stressed that even in those cases where
there appears to be no significant discrimination against
latin America and the Caribbean (as is the case of sugar, for
example), the harm caused to latin American countries is
relatively higher as a result of the product’s high share of
their total exports,

The United States applies tariffs which are, on average
below 5% in so far as the exports of Latin America and the
Carikhean are concernad, with the excepticn of exports from
Barbados, Haiti and Uruguay. However, a mmber of coumtries in
the regicn are more deeply affected by non-tariff restraints.

Such is the case of the Daminican Republic, 44.5% of whose
eaq:ortstothetmitedstatasammbjecttomafﬂmse
measures. Barbados (39.0%), Guyana (30.2%) and Panama (24%)
are also significantly concerned by non-tariff barriers of one
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Table 27

TARTFF AHD WON-TARIFF BARRIERS AFFECYING IMPORTS ON THE MARKETS
OF THE MAIN DEVELOPED COUNTRIES
Iy § tr jn milti Llarg)

Tmporter

Austria EEC Japan Norsiay Sweden Switzer- United

Exporter (9 coun- larnd  States
tries)
Developing countries in:
America 414 21 562 $ 651 521 1197 Wi O »mn
Africa 692 43090 2703 249 1036 802 28 &30
Asie 1760 95 777 70 494 739 333 1902 43 910
Countries With centratly-
plenned econcomies 2085 269593 6622 3 174 1847 2439
Oeveloped market-sconoty
countries 17 42 166 TA7 49525 14 663 26 013 31 425 116 87T

Aversge weighted tariff rate g/
Developing countries in:

Merica 1.0 2.6 5.1 0.3 0.5 4.5 2.0

Africa 1.6 0.2 2.4 0.0 0.1 1.5 0.7

Asia 5.5 0.9 3.7 2.0 2.4 2.2 33
Countries with centratly- :

planned economies 41 4.2 6.4 2.5 2.1 2.6 7.8
Developed market -economy

countries 11.6 3.4 8.6 4.9 4.3 3.4 3

are of imports subject -tariff barriers b/

Developing countriec in:

Americe 3.7 .7 18,5 Ly 3.8 36.3 7.3

Africa 2.8 10.4 10.6 14.0 1.6 85.2 0.8

Asia 3.0 9.9 4.8 1.6 9.2 §3.2 10.2
Countries with centrally-

planned econamies 4.2 3.9 13.3 3841 4.7 .1 3.4
Developed market-

econamy countries 6.7 19.7 19.9 10.1 7.0 ga.7 6.8

Source: LMCTAD data base in trade messures,

8/ Average, weighted on the besis of the volume of trade, and of most-favoured-nation
status preferential tariff rates.

b/ Estimates are based on: 1) information for 1983, by tariff bracket, relating to given
non-tariff barriers (for example, Yvoluntary" export restrictions, total and
conditional bang, quotas, discretionary import authorizations, sutomatic licenses,
multi-fibre agreement, tariff quotes, varisble surcharges, anti-dumping and
compensatory tax investigstions, minimm price systews and import surveillsnce); and
2) date on tariff breckets for 1980 imports. In the case of the EEC, separate
estimates were made for each of the member States, taking into account the measures
adopted both by the Commnity ard at the mationsl level.

form or another on their total exports to the United States.
In compariscn the largest countries seem to be less affected,
especially if the greater volumes and higher values involvedi
are taken into acoount. For example, 15.4% of Argentina's

to the United States are subject to some form of
ron-tariff measure. Data for Brazil reveal that 17.2% of its
exports are concerned. In turn, only 5.1% of Mexico's exports
are affected by such measures (see table 28).
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Table 28

TARIFF AND NOM-TARIFF BARRIERS AFFECTING IMPORTS FROM LATIN AMERICAN AND CARIGBEAM DOUMTRIES 1IN
THE MARKETS OF THE MAIN DEVELOPED COUWTRIES

Importer Valus of imports in 1980, in millions of dollars a/

Austris EEC Japen Noruay Sweden Switzerland nited
Exparter (% countries) States
Argentina 20 243 3 b 54 70 e
Bahusoos ] 870 8 . 14 2 1 373
Barbados o 3% 0 0 0 1 o6
Bolivia 1 201 29 0 1 1 182
Grazil 125 5 705 1558 141 =7 157 3 &85
Colombia i 1 456 175 54 150 &9 1.252
Costa Rica 18 253 1% 5 23 kd] 357
Chile 1% 1818 50 3 &7 7 536
Cuba & I3 192 1 1 7 -
Daminican Republic 2 545 23 0 4 1 789
Ecuador % 250 A7 1 36 9 850
El Salvador 21 k.7 3T 6 3 1" 426
Grenada - 177 [ . 0 1 1
Guatemals 1" 366 FES a 15 s 430
Guyana 0 158 21 7 2 [1] 120
Haiti (1} 87 1 1 2 2 253
Hondyras 16 372 36 & 12 25 &17
Jamaica (1} 235 & 8y 21 0 79
Mexico 1% 1 463 927 [ 42 50 12 417
Nicaragus 2 "7 14 0 1 11 214
Panama 14 205 62 26 12 181 323
Paraguay 9 203 34 0 3 12 81
Peru 17 707 480 2 34 27 1 344
. Suriname 0 268 30 s 0 1 109
Trinided and Tobego 1 383 16 g 30 1 2 385
Uruguey 1" 36 1 1 é 12 96
Venezuwla 18 227 683 56 396 - 5 300




Table 28 (cont.)
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Averoge tariff rate by

Importer

United
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(9 countries)
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Table 28 (concl.)

Proportion of imports stbject to non-teriff berriers b/

importer

Ui ted

States

switzerland

EEC Japan

(7 comntries)

Auatria

Norsay

Exporter

‘0082663 590013‘59150&901?0

sow?ﬁﬁﬂz “&505Nﬂ0.5m&830u80

‘8033.‘96386‘00?1&858715012

NosdRgunnegeicgigsgcSnm gy

000?510410350203239805‘0050
?0093% 6000“0&0”“0670%00060

61.1

100.0

3663851223111?3?23248‘83125

grordgddfcodgNryispegRgogone

0..-.32?33?3.&.30038660103625155

58969.&.&..&.9135 001035.&.5&.00000
B%?ﬂ” SZOQW W02514” 530000

Dominican Republic

Argentina
Bahames
Barbados
Bolivis
Brazil
Colambia
Costa Rica

Chile
Cubs

Trinided and Tobwgo

Uruguey
Venezuala

Sur inam

Source: UNCTAD deta base on tirade measures.

o/ Zero indicates Less than helf a willion dollers.

B/ See the notes to table 27, which give the relevant explanations.
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Average tariffs in the European Econcmic Commmity. are
higher than in the United States. Nevertheless, countries in
the English-speaking Carikbean enjoy clear tariff preference,
with zero tariffs for the Behemas, Barbados, Grenada, Guyana,
Jmica,&mhmnmﬂ!‘rbﬁ.dadmﬂl’cbago In contrast, high
proportions of exports to the EEC fram a number of countries
in the region are subject to non-tariff barriers. Such is the
case of Colambia (73. 3%),Uk1.\glay(375%),mgentim(34%),
Brazil (2‘77%) and Jamaica (22%). As far as the EEC

concerned, an initial oconclusion suggests that it
discriminates against the medium-sized and large coumtries in
the region, poesibly because of the greater share of temperate
climate agricultwral products or of industrial products in
their exports, and favours small contries in the region, and
particularly those in the English-speaking Caribbean.

As far as Japan is concermed it seews to prefer the
adoption of non-tariff measures, as average tariffs are
relatively low, except in the cases of Cuba, Ecuader and
Mexico. Moreover, not only is the percentage of imports
subject to non-tariff barriers higher in compariscn with the
United States or the EEC, ut so is their frequency. Those
ocountries most affected are Honduras (91.2%), Haiti (82.7%),
Jamaica (81.8%), Costa Rica (63.1%) and Colambia (60.5%).

The position of Qiba deserves special mention, as it has
no trade recorded with the United States, and bears the

heaviest percentages of tariff and non~tariff protectionism
both with regard to the Commmnity and Japan.

At the very best, at:l:énpl:stoestimatetlninpactof
non-tariff protectionism are imprecise, A more exact estimate

of the overall levels of protectionism is still being
perfected.67/
Table 29, vwhich was prepared for ECIAC by UNCTAD,

congiders data relating to tariff and non-tariff trade
barriers affecting some of the main export products of the
two largest countries in the region: Argentina and Brazil.»/
This table reveals that the "levels of protection affecting
these Xey export products are generally extremely high
and well in excess of 100%, Argentine wheat exparts,
which were worth more than USS$ 800 million in 1980, are
subject to levels of protection which vary between 120% and

2/ Table 29 Iincludes representative products whose
exports reached a minimm of US$ 100 millien in 1980, and
indicates the type of non-tariff barriers affecting them on
the industrial markets, as well as the published calculations
of the ad valorem eguivalents of such restrictions (including
the impact of tariffs).
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Teble 29

AVERAGE LEVELS OF PROTECTIOMISN AFFECTING THE PRINCIPAL EXPORT PRODUCTS
OF ARGENTINA AND BRAZIL

value of Hon-tariff barriers spplied Estimmted levels of a actual
wports in 1980 in industrisiized countries b/ protectionism ¢/
Exporter Product g/ (millions of
dollars)
EEC Japary unitad
States
Argentine Raw meat (011) 6869 1,2,3,4,5, 6 18 328 46
Wheat (041} £16.9 2,3, 4,67 120 us ]
Maize (044} 513.3 8, 23,61 a3 ne 10
Fruit snd ruts (051) 180.5 8, 9,1,2 6,4, 10 35 194 na
Fresh vegetables (054) 120.7 9,3, 2, 4,6, 1 42 ' 85 25
Suger and honey (061) 3.2 2,3 46,4 160 &4 27
Oilseeds (221} 662.3 &, 6 ] na na
Textile fibres (26) .0 12, 13, W, 2 59 13 68
Lesther (611) 310.3 & 18 2 5
Iron and steel (6T) %39 15, 12, 16, 1, 17 &3 8 35
Clothing ¢(84) 140,7 12, 13, & 59 18 Lad
brazil Fresh meat (011) 209.1 1, 2,3, 4,5, 6 118 328 &6
Meat preparations (013) 320.6 3,2 6,4 10 130 174 L3
Fish preparations (03) 132.6 8,1,2,9 4 6 &4 L Fid
Fruit preparations (053) 5.3 2,3,12, 6,4, 9 36 19% 18
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Table 2¢ (concl.)

3

Value of Non-tariff barriers applied Estimated levels of a actual
exports in 1980 in industrialized countries &/ protectionism ¢/
Exporter Product g/ (millions of
' dollars)
EEC Japan United
Stateg
Sugar and honey (061) 3754 2,3 6, 4 160 & 27
Coffee and menufactures thereof (071) 2 7731 18, 2, & o3 15 39
Cocos and menufactures thereof (072) 6966 6 12 173 &
Tobacco and manufactures thereof (12) 295.3 &6, 7 Th 352 20
Textile yarn {65) 654.3 13 59 13 68
Iron and steel (&7} 88t1.5 t7, 15, 19, 12, 15, 1, 20 43 .3 35
Footwear {(351) 387.9 12, 20, 4 27 16 9

Source:UNCTAD data.

a/ Stendard Internetional Trade Classification references (SITC) are given in brackets. The 1980 commercisl values of these products were taken

from the UNCTAD publication *Yearbook of Internetionsl Trade Statistics®, vol. I, New York, 1982.

b/ This colum gives the type of non-tariff restrictions affecting export producta in the European Economic Community, Jepan and the United States.
The key sdopted for the various forms of non-teriff barriers Vs o8 followss 1: teriff guote; 2: perwit foremlities; 3: varisble surcharge; &:
general quota; S: minimmes price; 6: heslth snd hygiens regulations; 7: State wwnopoly; 8: reference price; 9: seasonal taciff incresse; 10:
discretionary granting of import licenses; 11: ben; 12: controlled authosfzation; 13: multi-fibre agreement; 14: norms; 15: anti-dumping
irmvestigation; 16: basic price; 17: "voluntary™ export restrictions; 18: variable component; 19: anti-duping tax; 20: compersatory tax.

¢/ The estimated levels of protection given in this column refer to tariff and non-teriff barriers. The informmtion was obtained from the following
sources: Intemstional Monetary Fund, "Effects of incressed market access on selected developing countries' export earnings: An illustrative
exercise®, Washington, D.C., 3 May 1984; LNCTAD, “Protectionism end structural adjustwent™, TD/B/940, Geneva, 2 February 1983; and A. J. Yeats,

“Trade barriers facing developing countrieg”, London, MacMillan Press, 1979,

It also has to be acknowledged that the Levels of protectionism

affecting saricultural products may change sharply as @ result of the mature of the trade restrictions applied.



145% in the EEC and Japan; Argentine and Brazilian meat
exports face even higher trade barriers (the respective level
of protection is estimated to be more than 300% in Japan).
addition, in the case of textile and clething exports
levels of protection fluctuate between 59% and 79% in the
Buopsan Economic Commnity ard the United States, Tha table
also indicates that the eystems of protectiom affecting these

8

even more serious.
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IV. LATIN AMERICA AND THE CARTBEEAN IN THE FACE OF
THE INTERNATIONAL DEEATE OVER SERVICES

A. BACKEROUND

Telecoommications, banking, data processing, cinema and
television, insurance, advertising and auwditing, education amd
health serviceg, transport, in short the whole of that set of
economic activities which are not included in the goods~
producing sectors are today the subject of growing and
urprecedanted interest in a mmber of centres of the glcke.
Academics and goverrments, scciologists, political sciemtists,
international anxd legislative bodies, executives in major
corporations as well as the specialized press and other
written media, in various countries, are devoting increasing
time and rescurces to studying ard gaining deeper knowledge of

the econcamic, social and political role of this hitherto
ignored sector.
This new approach would seem to be the result of the

conwergence of various factors, which may be helping to
stimilate the intermaticnal concern with services,

A sudden and perhaps belated realization is taking place
of the vast economic, social and technological dimensions
which the tertiary sector has acquired, both in develcped amd
developing economies. Services contribute more than half world
value added and employ approximately 60% of the world's
available labour.

In tum, striking technological — progress is
revolutionizing a whole range of service activities, such as
across-the-frontier data tramsmission, banking, insurance,
transport: amd others. These changes are taking place with such
speed that they often make it impossible to clearly perceive
what inpact they may have on the processes of economic and
social development, as well as on the econamic and political
relations between oountries, partioularly between the
developing and the industrialized countries.

The modern world is deeply frustrated and confused by the

of serious social and economic problems in the
majority of countries, particularly in view of the inability
of cowenticnal development wmodels to solve the serious
problems affecting a large part of the world's population.
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This situation requires that new development options based on
a more oaplete knowledge of hitherto disregarded sectors,
such as services, be sought out,

An intense and as yet unresolved dabate is going on both
in the developed markst economy countries and in the
developing countries as to the real role played by services in
econcmic and social development, In the view of scame, untoward
expansion of the tertiary sector of the econcmy 1s a sign of
wsakening, distortion and declining productivity in the
eccnomic apparatus, while for others, the existence of modern,
efficient and cheap services in activities such as transport,
banking, insurance, data processing and others is a
fmﬂanmtalreqxﬂmmntfordevelommtamforinpmved
integration of countries into the intemational econcmy

It is consequently not surprising that the industrialized
countries, headed by the United States, are prawoting tha
adeption of a series of miltilateral commitments desigmed to
facilitate the expansion of their service activities through
the internationalization of their large service enterprises,
whose expansion requires a vast and unencumbered geographical
area to develop. In order to achieve this, for some years the
United States have been pursuing extremely concrete aims at
the bilateral (by means of the 1984 Trade and Tariff Law),
regional (as part of commitments to the other industrialized
OECD counrtries), and multilateral (by pramoting inclusion of
services within GAIT) levels.

Awvareness of the fact that services may hold one of the
mastar keys to development and to economic relations between
countries, together with the realization that increasing
external dependence is asscciated with the supply of new
strategic services, such as those linked to the internatianal
data networks, has led to the developing countries viewing
with increasing and well-fournded mistrust the recent
international initiatives taken with regard to these services.
It is increasingly realized that behind such initiatives lie
more camplex and far-reaching issues than mere business. Nor
do developing countries perceive the advantages they could
cbtain from the application of the measures proposed;
comtries seem far more inclined to expect a gradual weakening
of their position in the world econcmy. Finally, neither do
these countries find the proposed forum attractive, in view of
the long history of frustration and restrictions which has
been their lot in their dealings with developed countries
under GATT. .

At the multilateral level, this attitude has been
mirrored in the almost unanimous rejection by the developing
countries of attempts €o bring the issue of services before a
forum such as GATT. In twrn, these countries have shown
considerable interest in broadening the intermational debate
soastogivadueattmtlmtothehpactmtheirdevalcpnnt
which would be associated with national and internmational
policies an services. Consequently, in March 1985, the Trade
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and Development Board of UNCTAD adopted a programme of
work 69/ which devoted additional funds to improving knowledge
of the role of services in the trade and development of
ocomtries, and to examining mechanisms for international co=
operation capable of maximizing this sector's contribution to
the developing countries.

At the regional level, a joint UNCTAD/ECIAC/UNDP project
aims to provide Latin American and Caribbean countries with
support in the search for regional co~operation mechanisms in
the services sector, and in preparing studies to assist in
dafining a framework for international services which fully
satisties their interests.

Finally, within the framework of SEIA, in 1983 the Latin
Awerican Council adopted Decision 153 which, among other
things, expresses the desire of the countries in the region to
act in a co-ordinated and harmonious fashion with regard to
the intermaticnal debate over services, and to pursue all
necessary eofforts to improve knowledge of the role which
gsarvices can play in development, as the bhest means of
identifying the real interests of the region in this field.

B. INTERMATIOMAL INITIATIVES TAKEN BY THE UNITED STATES
WITH REGARD TO THE SERVICES TRALE

Tha leading role played by the United States in the
development of hilatsral, regional and multilateral
initiatives in the field of services is well known. It is
Yy useful to briefly set out the core of these
initiatives before attempting to interpret them.

1. The 1984 United States Trade and Tapiff Act

on 30 October 1984, President Reagan signed and brought into
effect the new United States Trade and Tariff Act.70/ Title
III, of this Act, and in particular section 302, sets out the
general pwrposes which the United States Administration has
sought to achleve in this field.

- These are:

a) to foster the economic growth of, and full employment
in, tha United States by expanding competitive United States
exports through the achievement of commercial opportunities in
foreign warkets substantially equivalent to those acoorded by
the United States;

b) to improve the ability of the President: i} to
identify and to analyse barriers to (and restrictions on)
United States Trade and investment; and ii) to achieve the
elimination of such barriers and restrictions:

c) to encourage the expansion of i) intermational trade
in services through the negetiation of agreements (both
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bilateral and miltilateral) which reduce or eliminate barriers
to intermational trade in services; and ii) United States
service industries in foreign commerce;

d) to enhance the free flow of foreign direct irwvestwent

through the negotiation of agreements (bhoth bilateral amd
mltilateral) which reduce or eliminate the trade distortive

effects of certain investment-related measures.

The statement of purposes reveals three major elements.
The firet of these is the inclusion of a new concept of
reciprocity in commercial opportunities substantially
equivalmttotmseaocordedbythemitadsutas The sacond
is the improvement of the President's ability to take

retaliatory action in the absence of reciprocity harming the
interests of United States companies in other countries.
Finally, it places barriers affecting trade in goods and
services. and direct foreign investmert on the same level, and
provides for the adoption of interchangeable and
counter-measures of reprisal in each of these three fields.

Rirther on the Act establishes the negotiating chjectives
with respect to trade in services:

a) to reduce or to eliminate barriers to, or othar
distortions of, intermational trade in services (particularly
the United States service sector trade in foreign markets),
including barriers that deny natiomal treatment and
restrictions on the establishment and operation in such
markets;

b) to develop intermationally agreed riles, including
dispute-settlement procedures, which: i) are consistent with
the commercial policies of the United States, ii) will reduce
or eliminate such barriers or distortions ard help ensure open
international trade in services.

The Act also empowers the Executive to specifically
pursue the following negotiating dbjectives with respect to
services, investment and technology:

a) to reduce or to eliminate barriers to, or other
distortions of, intermational trade in services and to develop
internationally agreed rules including

, which will reduce or eliminate such barrievs;
b) i) to reduce or to eliminate artificial or trade-
barriers to trade, amd to establish nomms,
including dispute-settlement procadures, which will help

enmure a free flow of foreign direct investment, and reduce or
eliminata the trade distortive effects of certain investment
related measures; ii) to dbtain the elimination or reduction

of, or ocompensation for, the pressures exerted by other
mntriestomcxeasemeueaq:ortstothemitedsutes,to
vhich end the Trade Representative may impose import
restrictions, and even ban the products of firms from
countries which exert such pressure;

c) i) to dbtain and preserve the maximm openness with
respect to international trade and investment in high
tedunlogyprcdlmtsandrelated services, and to cbtain the
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elimination or reduction of, or compensation for, the

significantly distorting effects of foreign goverrment
intervention affecting United States exports of high
technology products; and ii) to obtain the reduction or
elhimtimofalltanffsm,axﬂotherbamersto
United States exports of high-technology products, and
to cbtain  ocomitments to  foster national treatment
and to provide effective winimm safequards for the
acquisition and enforcement of intellectual property

The Act frequently uses the words "unreascnabled,
ajustifiable® and  “discriminatory®, to describe the
obstaclesordistortimsmentmnedabwa In Title III, these
adjectives are defined as follows:

The tem "wnreasonable! means any act, policy or practice
which, while not necessarily in violaticn of or inconsistent
withtlwhternatimallegalngmsofthemﬁtedsmtea,is
otherwise deemad to be unfair and inequitable. The temm
inclides, but is not limited to, any act, policy or practice
vwhich denles fair and equitable: i) market opportunities, ii)
opportunities for the establishment of an enterprise, or iii)
provision of adequate and effective protection of intellectual
property rights.

The term "unjustifiable” means any act, policy, or

vhich is in viclation of, or inconsistent with, the
intemational legal rights of the United States. The tem
mmjustifiable” includes, but is not limited to, any act,
policy or practice which denies national or most-favoured-
nation treatment, the right of establishment, or protection of
intellectual property rights.

The tern “discriminatory" includes, where appropriate,
any act, palicy or practice which denies national or most-
favoured-nation treatment to United States goods, services, or
irvestment.

Finally, in an unequivocal enlargement of the various
arquments which oould be invoked in order to cpen up the world
services market, and which is of particular interest for the
developing countries, Title V of the Act, in sections 501 to
508 (Generalized System of FPreferences Renewal Act of 1984),
requires the developing countries to act so0 as to ensure the
Unitad States of thsir intention to eliminate or reduce
barriars to trade in services. This cansideraticn serves for
the designation of beneficiary countries, regqulaticns relating
to articles which may be designated as eligible articles,
limitations on preferential treatment and termination of duty-
free treatment for imports and exports in application of the
systmofprefe:awes

would seem to have been recently established
inﬂxisrespectwiththeadopumofafreetradeagmemmt
between the United States and Israel, under which extended
benefits within the system of preferences were granted in
excharge for concessions with regard to services.
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As the 1984 Trade ard Tariff Act and its immediate
predecessor, the 1974 Trade Act (in particular the 1979
amendment to this Act) state, the Executive Authority of the
United States, acting thromh the Special Trade
Representative, is empowered to foster the adopticn of a set
of miltilaterally agreed norms, with a view to cpening wp
trade in services.

In view of their greater geographical and trade
influence, as well as the legal nature of their commitments,
the mwost importart United States initiatives are closely
linked to the proposal made by the United States to extend a
mober of the principles and norms of GATT, which nowadays
apply almost exclusively to trade in goods, to the
intermational services trade.

The United States propose that a new rowd of
miltilateral negotiations be held, to include, among other
items, a ocatractual agreawent on intermational trade and
foreign investment in services, under the auspices of the
secretariat of GAIT, and with the support of the
administrative apparatus of the institution.7l/ To this end,
and together with other industrialized oountries, the
United States has fostered an exchange of information
between the  contracting  parties relating to  the
principal conclusions of a  mmber of  national
investigations into the services sector.72/ It is worth
pointing out that this exchange only tock place

has so far presented either a natiomal study or
any information on the services sector in the framework of
GNIT

In the view of the United States, this exchange of
information and futwe discussions will allow for a more
camplete understanding of the oonceptual and statistical
problems, as well as of the definitions and approaches
imvolved in the services sactor in different courrtries.

whilst the sectors which would be examined form part of
the negotiating agenda, the United States has expressed
interest in including activities such as banking, insurance,
telecommmications, data processing, maritime transport, air
transport, and construction and engineering.

Although the United States have specifically indicated
that the agreement would exclude all those financial flows
deriving fram payments to factors of productien (transfers of
profits and workers' income), and would simply concerm the
comnercial aspects of services, the proposals so far set out
continue to adopt an ambiguous lamguage which in no way
excludes the future inclusion of items which fall within the
sphere of direct foreign investment and, woreover, of
international movements of highly skilled labour.
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In an exposé made by the GAIT Group of 18, the United
States representative specified a nuwber of aims of a new
round of trade negotiations which would include services.,

The overall aim would be the establishment of a legal
framework of rules and procedures in order to: i) render the
sarvices trade as open as possible, through greater
transparency In practices, and by solving problems through
consultation, and ii) negotiate sectoral or functional

comnitments in relaticn to specific problems of given service
induatries

The legal framework should contain the following
eleaments: transparency; the principle of national treatment;
the establishment of cpen reglementary procedure; agreement on
pblic monopolies; procedure for settling disputes, and the
principle of market access.

With regard to the reduction of trade barriers, the
United States delegation proposed that procedure be
established for both sectoral and functional negotiations.

As far as sectoral negotiations are concerned, the United
States planned a set of understandings or agreements relating
to the specific problems affecting trade in given services. In
this respect, the United States suggested that priority be
given to the achievement of an understanding in the area of
international data flows, in view of their huge impact on
almost all service industries.

As far as functicnal negotiations are concerned, the
United States put forward a proposal to apply the fundamental

and principles used in the various codes on non-
tariff barriers which had been the cutcome of the Tokyo round
of negotiations, The United States specifically mentioned the
codes relating to technical norms and to government purchases.
They also suggested that elements of the future agreement on
intellectual property suitable for application to services be

Finally, with regard to investments, the United States
delegation stated that a mumber of service enterprises were
experiencing sericus problems in pursuing their operatiuns in
foreign countries, as they did not possess actess to ownership
of the property necessary for local production of the
services., In order to improve the trade opportunities of these
enterprises, the United States put forward a proposal to
establish a similar context to that suggested for the services
trade, and wged the ocontracting parties to initiate an
examination of the investment problems involved in services,
as part of an eventual framework for irnvestments in services.
In any case, the delegation emphasized that any understanding
ot the international services trade would have to include
activities facilitating the right of representation of foreign
services enterprises, in order to facilitate importation of
the service in question into the receiver country.

Other developed countries have expressed their intention
to oco~operate with these initiatives and have put forward
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relatively similar proposals in order to provide international
trade in services with a legal framework under GATT. France is
the only developed country which has manifested any reticence
in this respect, as it subjects any new ramnd of ftrade
regotiations to the progress achieved in reform of the
international monetary and financial systen.

C. SOME MAIN FEATURES OF THE INTERNATICNAL
ECONOMY AND OF SERVICES

In a previous report,74/ the Secretariat provided an initial
analysis of the complex repercussions of a mmber of
initiatives linked to possible intermational negotiations en
services, This report underiined the need to clearly separate
strictly cammercial aspects from cother issues under debate,
such as that of foreign direct investment, examination of
which, in conjunction with the issue of the services trade
would appear to be arbitrary (as it simultanecusly excludes
the flows originating in other intermational movements of
production factors, such as labour) and exceeded the
possibilities for concrete action in a forum hitherto designed
only to regulate intermational trade in goods.

Te previous section provided a synthesis of two
important elements which have appeared relatively recently ard
which may help in clarifying the debate: the United States
Trade and Tariff Act of 1984, and the formal presentation of
the United States proposal for a new round of trade
negotiations under GATT, put forward in July 1985 to the Group
of 18,

Similtanecusly, since that date, the imternational debate
on the sublect, both at the political and academic levels has
considerably broadened and deepened. Consequently it now seems
crporbme to provide a certain amount of further background
information which may further highlight the potential effects
of and the real issues behind the initiatives set ocut above.

" 1. The structure of the international services trade

a) a of jces and jonal de

The difficulties involved in "storing" and “transporting®
a large number of services mean that, despite the considerable
dimensions which the sector has attained, in almest all
economies  that  proportion of services which are
intermationally tradeable averages barely 8% of the world
product of services, compared with 45% for agriculture and 55%
for mining and industry. It is possible that this extremely
low tradeable proportion of services is also a reflection of
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the inadequacies of traditional systems for recording
invisible goods in the balance of payments.

b) Flows in the services trade

In 1980, world trade in services attained USS 436
billion. Between 1970 and 1980 this trade grew at an average
anmial rate of 18.9%, somewhat lower than the rate for goods,
vhich was 20.8%. The developed ocuntries are the main
exporters (86.5%) and importers (82.5%) of services, and
throghout the 1970s showed a oontimious growth in the
supluses on their trade in services. In the case of the
United States, in 1580 the swplus on services (USS 6.6
billion) covered one cuarter of the deficit of the trade in
goods (US$ 27.4 billion). The item "other services" has been
the industrialized countries' major source of surpluses.

As far as the developing ocountries are concerned, they
consume a minor share of the world trade in services (13.5% of
exports and 17.5% of imports) and have recorded considerable
and increasing deficits in this trade, in which transport is
the most significant item.

It showld be pointed ocut that a rumber of developed
countries are also in serious deficit in their trade in
services (for example, the Federal Republic of Germany as a
result of the balances in the “travel" account), and that a
mmber of developing countries possess considerable surpluses
(for example, Mexico, thanks to tourism).75/

c) foreiqn i

intermatjonalization of sexrvices

Although the veolume of world trade in services attains
oconsiderable proportions, it is of relatively little econcmic
significence in relation with the other movements resulting
fram the intermationalized services sector. The difficulties
described above in selling services internationally led to the
major service companies developing and improving new forms of
management and international control. This fact, based on the
techrological progress in information science, has meant that
once these enterprises have successfully set up an
international network of data transmission they are able to
considerably expand the frontiers of their markets and
internationalize their coperations even a very longy way from
their headquarters.

This phenamencn has led to the development of far more
important financial flows than those associated with exports
and imports of services in the strict sense of the word.
Although insufficient analysis has been made of the overall
data in thie area, it is useful to mention the case of the
United States. In 1980 this country earned a surplus in the
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reglon of US$ 31.5 billion on flows from its interests in
service enterprises cperating abroad. The figwe was almost
rivatimeshigmrthanthamrplusonitssexvioastradethat

year (US$ 6 illion) and almost US$ 11 billien higher than

deficit en the trade in goods (Us$ 27.4 billion).

'Ihailmraceivedbyammberotvnitedsmtesfimu
a result of thelr overseas operations may be of vital
importance for mary of them and, on the basis of partial
indicators, the significance of such operations as a source of
incame is rapidly grewing., For example, it has been calculated
that United States advertising firms receive 37% of their
gross income from their overseas operations, The equivalent
percentage for auditing firms is 25% and for consultancy and
engineering firms 43%.76/

d) Iatin America and services

The services sector in Iatin 2America also attains
considerable importance in the economic, social and
technological spheres. On average, it contributes rather more
than 55% of total value added in the region and employs at
least 60% of its labour force. Its impact on employment may be
even greater if the labour-intensive nature and the weight of
service activities in the extensive informal sector of these
economies is taken into acoount.

" With regard to intermational trade in services, the
regionhasasmlarsharetoitsshareofworldtradein
goods (approximately 5%). However, flows in the services trade
reflect a continuing and ever-increasing imbalance
the 19708, reaching a deficit of US$ 10 billion in 1980. The
greatest deficits were in "transport" and “other services",

Unfortunately the regional balance of payments does not
provide satisfactory estimates of the portion of remittances
of profits which correspond to the operations of service firms
established ocutside the region. Nevertheless, it is possible
that the figures which correspond to these flows are quite
considerable, if the share of total supply constituted by
transnational enterprises in activities such as auwditing and
advertising, banking and insurance, data processing, hotels
and other sectors in which foreign interest are prominent is
taken into account.?7/

2. New technologies and the production of and
frade in services

In recent years extremely significant changes have been noted
in the comeition and characteristics of the tertiary sector,
hoth in so far as its output and its insertion within the
world economy are concerned. Among other things, these changes
are linked to the following factors.
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Nowadays information constitutes a fundamental resource
in the production of a wide range of goods and services. It

be defined as an inexhaustible resource requiring
relatively little input in order for it to be updated, In
turn, informatien generally flows in two directions: from the
supplier to the user, and from the user to the supplier (this
latter flow generally costs the supplier nothing).

Moreaver, the growing role of data processing in economic
activities is bringing about considerable changes in the
quantity, quality and type of services available to the
econamic infrastructure, both demestically and
internationally, The merging of informatics, i.e., of the
activities of data oollection, processing, storage and
distribution with the national and  international
telecammnications network makes it possible to supply an
ever-increasing number of service activities in a constantly
growing mmber of locations throughout the world with
information rescurces.

It the evolution of the most dynamic service activities
is cbeerved, it is possible to perceive a similar process to
that which was recorded at the beginning of this century
following the introduction of electricity and the effect it
had in reinforcirng the industrial base of countries. A process
with similar repercussions would seem to be taking place as a
result of the introduction of data processing and the
development of service activities, both within national
eoconcmies and at the international level.

Howewver, in view of the degree of concentration of
financial and technological rescurces achieved by a rumber of
corglomerates, and the increasingly widespread nature of
intercormected data bases, information is only available
within captive circuits to which only a limited muber of
users have acoess. .

There is no doubt that the introduction and application
new technologles, such as the development of data
ing, are having far-reaching economlc effects whose
impact is not yet fully apparent. The most covious signs
appear to be the following: i) the quality, quantity and
diversity of services offered is undergoing a radical change;
ii) intermational competition in the goods and services trade
is being deeply marked by the supply of a certain mumber of
key services; and iii) in view of the increasing
data~processing element in many services anxi the enlarged
possibilities for "transporting" this rescurce across
frontiers, the mmber of activities concerned by such an
internaticnal trade is growing considerably. _

i
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This consequence is particularly apparent in the
irternationalization of a range of professional services, such
as architecture, engineering and management consultancy, using
camuterized design and wanagement. techniques.

Increased coverage, together with the degree
of technical perfection of international telecammmications
networks provides a free flowing web of “freeways" for
sm.qqalying an increasing range of services across frontiers,
brmgm;aboutasimilarchanqetothatcausedtotheqoods
trade by the improvement of conventional means of transport.

In tum, the increased ‘tradeability® of certain
services, as well as the incorporation of new technologies
also influences the dynamism of certain goods. A significant
growth of the services element incorporated into their value
added may be observed in the production of goods; information
represents an increasingly important share of this ircrease in
value produced by services. This is particularly true of high-
technology goods, which are moreover those which prove most
dynamic in international trade.

c) Changes in comparative advantages: towards
the end of cheap labouwr?

As was outlined above, the introduction of new
technologies such as data processing and robotics is causing
deep changes in the processes of production of goods and
services, It is likely that these changes are also having a
marked impact on the traditional productive relaticnship
between capital and labour, in both the field of goods and of
sexvices.

'ﬂxarﬂtstctheuseofmbotsatﬂcmlters Japan has
succeeded in making oonsiderable savings in its labour
costs in the clothing industry. In the United States
computer programmes have been written for designing and
cutting clothing, making it possible to copy patterns,
automatically alter them to different sizes and introduce
additional accessories, while at the same time minimizing the
amount of material used; all of these factors ewert a crucial
influence over the intermational competitivity of these
industries.

In the trangport sector, container technology, together
with the integration of different modes of transport in large-
scale operations is also displacing the antiquated fleets of
mary developing countries.78/

So far, the low cost of labour in these countries has
made it to same extent possible to offset the higher
productivity of capital and labour in a mmber of advanced

countries. The above technological changes however, are
allowing these countries to restore comparative advantages in
traditional sectors which were assumed to have been
definitively transferred to developing countries.
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3. Transnational corporations and the production

of serv

A determining factor on the intermational economic scene is
the growing importance acquired by transnational corporations
in the supply of services. The transnational development of
many service enterprises has in part represented the logical
contirmuation of the similar process which took place with
great intensity among goods-producing firms in the 1960s amd
1970s. It is only possible to satisfy the natural market thus
created beyond naticnal frontiers by establishing subsidiaries
and branches in other countries. This accounts for the
transnationalization of the major banking and insurance
conglemerates, those involved in advertising and auditing, as
well as a wide ramge of service activities which do not
possess ready potential for international trade and which,
however, are an essential logistical support for the
intermationalization of the economy of the central countries.

a) Changes in patterns of management and control

As was mentioned above, the process of inter-
nationalization of goods-producinhg activities which has taken
place in the last decade or so is being followed by the
internationalization of a broad range of service activities.
This phenomenon carplements international trade through the
establishment of extensive networks of subsidiaries, hranches
or other organic units, which it is easier to manage and
oomtrol  intermationally thanks to  relatively recent
administrative procedures, such as the granting of licences,
privileges or franchises, rentals under specific conditions,
and others.

In this comnection, it has been suggested that government
policies which, perhaps inadvertently, affect the relative
profitability of investment in one sector or ancther, togethar
with the relative intensity of intermational competition, may
also coanstitute factors which account for the emergence of new
sarvice sectors and of new forms of organization in firms.79/

Not only have these factors lengthened the list of
services offered, but they have also sparked off a series of
mergers between firms which would have been unthinkable barely
a few years ago. Obvicusly, the reason lies in the fact that
mexgers diversify risks, help with the acquisition of new
tecmical knowledge and facilitate access to finance.B80/

b)

The dominant position of transnational corporations in
the worlawide trade and supply of services also reveals the
very particular dynamism which has characterized these firms!
activity in recent years. :
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Among the factors which explain such dynamism is the low
level of intermational ‘“tradeability® of services and,

consequently, the attractiveness of foreign markets to these
firms, as a stimlus to the expansion of the volume of their
operations,

A major part of the capital of transnational services
corporations is composed of their accwnmilated technical
Jnowledge, as well as the reputation they have acquired and
the goodwill inspired by their trade mark. Expansion of the
frontiers within which the conglomerate is able to operate is
consequently vital in order to take fuller advantage of
econcmies of scale and to meximize overall profits.

Moveover, keener campetition has forced firms to lengthen
the list of services offered, by entering into mergers, This
is the reason for integraticn between a mmber of industries,
ot only in the services sector, but also between
manufacturing firms, so as to achieve greater penetration into
foreign markets and to extend their operations thevein.

One of the most widely quoted examples of this type of
dyramic conglomerate is the case of what are known as the
"sogo-shosha" in Japan, The intermationalization of these
major trading companies has transformed them into the
organizers and co-ordinators of projects capable of supplying
a great variety of support services, ranging from project
financing amd supervision, purchase of equipment for plants
and construction of infrastructure works (such as ports and
motorways), to the sale of mineral resocurces and provision of
consultancy sexrvices, These enterprises also take part in the
construction of airports, tourism installations and housing
cauplexes in developing countries.8)l/

Wwithin a large nmber of service activities (particulariy
barking, insurance, transport and others), the processes of
intemationalization of production, control and management of
activities on a world scale are gathering speed and being

and diversified thanks to the development of the
global telecommnications infrastructure and to the simplicity
and rapidity with which it is possible to transfer large
volumes of information across national frontiers using media
such as, telematics.

Whilst the cost of setting W an international data
network is extremely high, the marginal costs associated with
the transmission of new data, or information hitherto not

Y,
number of services offered is also extremely low, when these
services are directly dependent on the supply of information,
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In tum, when & central data base is available together
with suitable cormections with temminals in  public
teleccrmunications networks, and from there to the data base
attm%ﬂwmmmmmﬁmuyw
axtend the coverage of cperal also quite
low. The direct investment in the establistment of
absidiaries of barks, insurance companies and other service
enterprises imvolves little more than expanditure on

advertising, furnishing offices and purchase of terminals, an
imestnmttmidiinammberofcasesisalmstccmpletely
financed with local funds.

For the reasons briefly set out above, it is quite clear
that the mjor service enterprises will endeavour to expand as
far as possible an area free froum hindrances and heterogenecus
requlations making it difficult for them to be present on the
most diverse markets. The high marginal return asscciated with
the establishment of subsidiaries in a predictable and
relatively homogeneous etviramment consequently constitutes a
vital necessity for the survival and further development of
these firms,

In confimmation of this, one of the mest active lokbies
defending the interests of the major transnational service
corporations (known as the “"Coalition of service industries")
has identified the main cbstacles to the expansion of its
members' activities as being, among other things, restrictions
on the right of enterprises to operates on foreign markets and
to be given the same treatment as national firms (i.e., the
"right of establishment® and the right to ‘"national
treatment®) ; tariff discrimination; barriers to cross-frontier
data transfer, ard unfair ocompetition which may arise fram
State monopolies.g2/

The failure of a variety of approaches to the development

processes in a large muber of camtries, together with the
sharpening of economic imbalances between the industrialized
and tha developing countries, has sparked off increasing re-
exanination of conventional development theories, as wall as
of the principal factors which determine the international
division of labour.

The frustration and perxplexity caused by traditicnal
models of ecocmic and social development whose achievements
have proved inadequate in a large mumber of countries, has led
to a gearch for new development alternatives based on better
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knowledge of the role which may be played by economic sectors,
such as services, to which little attention has hitherto been

A mmber of authors suggest that the importance of
services iz not the almost automatic cutcome of a
stage develomment (from agriculture to mamufacturing and from
there to services) but quite on the conmtrary, that services
represent one of the central keys to the development and
relative wealth of nations. _

If such is the case, far from lessening the vitality and
somdness of goods-producing sectors, the provision of modern,
dynamic and efficient services would appear to be fundamental
in stimlating them. In other words, services would seem to be
rather a prerequisite of the development process and not, as
was hitherto thought, a consequence thereof. The tight links
between the various services and the rest of the econcmy mean
that immovation and progress in key service activities are
rapidly disseminated in the form of lower costs, increased
productivity and an increase in  the intermational
campetitiveness of all sectors of the economy.

In this respect, it is important to bear in mind that
services way generate considerable external savings and

dissavings, depending on the concrete forms in which countries
decide to provide them.

Moreover, if it is bomme in mind that services represent
a major and growing share of aggregate world product, the
ownership and management of the supply of value produced by
the internationalization of the sector has an undoubted impact
on econamic relations between countries, as well as on their
ability to tap the surplus generated by these activities,

Consequently, there is no risk in assuming that after the
tertiarization of the world economy and trade, similar
phenomena to those which caused the structural deterioration
in the developing countries' terms of trade oould again ocour
and become more pronoumced., As is well Joown, this
deterioration has Ibeen 1linked with the profile of the
periphery's extermal trade which is based on the export of
comnodities, whose relative prices systematically decline and
on the import of mamfachired goods and equipment of high
value added, whose prices terd to rise,

In so far as the central countries maintain a dominant
poeition over the most dynamic service activities in the world
econcay, they will find it increasingly easy to capture a
growing percentage of world income. Regressive distribution of
such income would be brought about by international trade and
movements of factors, favouring the economic revival of
activities over which the developed countries possess
worldwide control and ownership.

Furthermore, there would seem to be no cother limits to
the internationalization of services than those set by the
capacity to develcp new techniques of management and control.
It would thus be possible to cover almost all these
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beterogenecus activities, provided the marginal management
costs ware lower than the additicmal income genmerated. This
would include mot only barking and other financial and
professional services, ut also urban transport, wholesale and
retajl trade and distribution, as well as a mmber of public
services (mail, urban cleaning and maintenance, health and
edqueation services, and others).

D. IATIN AMFRICA AND THE CARTBREAN: THEIR INTERESTS AND
THE INTTIATIVES TAKEN BY THE UNITED STATES
IN RELATION TO THE SERVICES TRALE

Developing comtries in general and those of Latin America in
particular have shown understandable cqualms over- the
possibility of the intermational debate on the services trade
following the lines laid down by the United States. Brazil,
Argentina, India and other ocountries in the developing world
have resolutely opposed the idea of dealing with the theme of
the services trade within the same conceptual and
instituticonal frameworks which have so far been used to deal
with the miltilateral aspects of the trade in gocds.

A mmber of arguments have been put forward to justify
this refusal. There is no doubt that in the view of wany
develcping countries, these proposals seem to contain the real
possibility that forms of econamic expansionism and domination
will be repeated, in a similar fashion to the colonial
practices of the Furcpean countries from the last
wrtil the middle of the present century. It is worth
remembering that a fundamental strategic component of
colonialism was based on the development and subsequent
control of kay service activities, both in the colonies ard in
the young Iatin American nations. This control was
corcentrated on services such as railways, telephones amd
telegraphs, the wholesale trade and warehousing, as well as on
a mumber of basic services, mainly gas and electricity.

It 1s quite clear that both the organizatjon and the
conceptual backing for the United States proposal relating to
the inclusion of the services trade within the framework of
GATT closely follows the relevant form and content of the 1984
Trade and Tariff act.

The relevant United States Act not only defines the
overall principles which, from that country's viewpoint, are
to direct the intermationalization of the services trade, such
as the right of United States fimms to set up (right of
establishment), to be given the =same treatment as national
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firms (the right to naticnal treatment) and to enjoy most
favoured nation status, but also establishes a definitive link
between the themes of services, investments and
technology, while simltanecusly specifically advocating the
liberalization of all cross-frontier movements of data and
eliminating restrictions affecting the geographical
lecalization of data banks.

Moreover, should the United States' effort to have these
natioral principles consolidated within GATT succeed, many of
the cbstacles to the intematicnalization of services which
the 2american Act defines as "unreasonable!, would became
“unjustifiable", i.e., the would constitute viclations of the
miltilateral rights acquired by that country, as a result of
which the financial and comercial reprisals adopted would
enjoy camplete legal support from the international commmnity
vhich has signed these agreements.

2, Implications of any agreement within
the framework of GATT

Inclusion of the services trade within GATT, under the terms
suggested by the United States and in keeping with the legal
and contractual nature of this Agreement, would signify
acoepting that the very same principles which regulate
international trade in goods should goverm the
intermationalization of service activities. Not only is the
conceptual ccherence of such proposals debatable, but, what is
far more jwportant, it would coblige countries to expose
themselves to the adoption of a series of retaliatory measures
arfecting their exports of goods in possible reprisal against
requlations or practices violating principles such as the
right of establishment, non-restriction of data flows or
others.

Examples of this have been provided by the recent
attitudes adopted by the United States Goverrment towards
Brazil, over its data-processing policy, and towards South
Korea, over its practices in the field of insurance. With
these precedents in mind, it is logical to wonder whether
within the framework of GAIT there would be cases in which
those "contracting parties which refuse to extend national
treatment to foreign banks risk retaliation in the form of the
withdrawal of tariff concessions on bananas or crange

Juice".83/

3. ion at the i 1 and t 1 levels
It is also cbvious that the new United States Trade and Tariff
Act reflects a particular ideological concept: the desire to

restore the importance of "the free play of market forces" and
to diminish regulations of every kind which are considered to
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nilitate against greater dynamism and competitiveness in
econamic activities. There are many service industries within

the United States econamy in which a process of derequlation
has been introduced, imvolving among other things the
suppression of price, exchange and wages controls, as well as
of a large mmber of controls and regulations affecting such
important sectors as eneryy, transport, telecammmications and
financial services,

On Jamary 1, 1985 the body regulating air transport
(Civil Aeronautics Board) which had been in existence since
1938 disappeared. In 1980 restrictions affecting loading
rights and the practice of fixing agreed tariffs in read
transport were eliminated, In 1982, the Federal Communications
Caxmission reached an agreement with AT over the division of
its requlated monopoly into seven large regicnal telephone
oampanies and for the elimination of the exclusive supply of
equipment and intermational telecommnications and data
transmission services., Finally, in 1980, an Act deregulating
financial services eliminated the ceiflings on interest on
savings, as well as restrictions on the type of loans which
intermediaries may offer. Paradoxically, considerable
restrictions remain with regard te the geographical coverage
of finarcial operations within the United States.B84/

The theoretical basis for the United States GATT proposal
wwldomseq.xentlyseemtobemesameasthatmimhas
pravailed in bringing about changes within its own econcmy: in
cother words, liberalizirqmﬂopenn'quptheworldecmmyto
the unhindered and unfettered expansion of the major service

Altha.lgh the available information is quite incomplete,
the Iatin American ocountries in general possess fairly
“Jeregqulated" service sectors, particularly in areas such as
data processing, cinema and television, auditing and

' aswallasinfarmcriticalamasmchas

legal agreement to freeze this unregulated situation, an
agreement which the oountries of the region would adopt
without chbtaining any compensatory concessions fram the
industrialized countries.

Purthermore, the presentation made by the Unitad States
in which the intermationalization of the services trade is
linked to a hypothetical abundance of direct foredgn
investment would seem to be little else than a well-meaning
declaration. In fact, the '"right of establishment" and
rmational treatment” would allow the major transnaticnal
coxpcratiastomtermwmarketsmthammimnofaddinoml
investment; i.e., only that investment required in order for
their subsidiaries and branches to comnect their terminals to
the international telecomminications networks, which in tum
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would link them to the head office and thereby ensure
that most of the value added by this activity would be
produced in the countries in which the firms have their

The United States has put forward a hypothetical setting in
which the developed ocountries would evolve towards a
concentration of their external trade on the export of
services, while the developing countries would specialize in
exporting goods. The basis for this argument is the conwviction
that the development of services corresponds to a higher stage
of the development process, and that consequently comparative
advantages would seem to suggest countries will specialize as
set out above, with the consequent benefit of an improved
standard of well-being for the intermational commmity as a
whole,

Rather strangely the same sources which vaut the
merits of this scenario miss no opportunity to emphasize
that the growth of the services sector does not weaken the
vitality of the manufacturing sector, just as growth of the
latter did not devitalize the growth of agriculture. In order
to drive the poimt home, it is pointed out that in the
United States, between 1910 and 1970, while agricultural
amployment fell from some 13.6 million to 4.5 millicn, real
agricultural product tripled and it is added that the
mamfacturing sector, an a percentage basis, has shown the
same trends.85/

This link between a modern and efficient services sector
and the dynamism and strength of the primary and secondary
sectors has been recognized by a mmber of authors. Some even
refer to the "absolute advantages" which a higher stage of
development may provide, and which would hold sway throughout
every sector of the economy.86/ The volume and dynamism of
United States agricultural esports, together with the recovery
of a ocertain degres of competitiveness in a number of textile
activities in the most developed countries, would seem to
provide confirmation of this phenomencn.

Finally, if it is borme in mind that the majority of
services will remain “non-tradeable” activities in the
conventional sense of the word, the intermaticnalization of
services constitutes a partial and inadequate means for the
industrialized econcmies to maintain their leadership. In the
absence of similar dymamism in agriculture and manufacturing,
the intermationalization of services will imdeed bhe able to
increase income from factor services in the balance of
payments, but will not create new source of employment within
the industrialized econcmies.
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5. GATT: beyond services

The deepening of the international economic crisis, and in
partiolar the surge of high and persistent rates of

oyment within the industrialized econcmies revealed the
fragility of the institutional arrangements for intermational
trade which were set up after the Second World War,

The principles of non-discrimination and reduction of
cbstacles to free trade between countries have been gradually
replaced by a growing tendency to resort to what is described
as managed trade., All mammer of voluntary restraints on
exports, non-tariff barriers of every kind, campaigns amd
pressure exerted to influence the consumer habits of naticnal
citizens, subeidies and cother unfair practices which affect
the possibilities of trade have gradually created a parallel
system of intermational trade within which the role of GATT as
a requlating agreement for mltilateral trade appears
increasingly weakened.

All of these practices have had particular impact on the
daveloping countries in general, and on those of latin America
and the Caribbean in particular. The weak bargaining position
and scant econcmic power of the countries of this region have
not only meart that they have been dbliged to fully comply
with their GAIT comitments, but that discussion and solucion
of the problems which affect them most acutely have heen
systematically neglected. This is true of the trade in
agricultural products, textile products and other goods in
which arbitrary use of unfair practices on the part of the
developed comtries is in contravention of a mmber of GMIT
principles.

In such circumstances, there is further reason for the
coamtries of lLatin America and the Caribbean to cheerve with
misgivings the use of this forum for discussion of an issue
connected with activities whose development has barely started
on thelir territory. In view of the apparent insignificance of
the promise of improved access for their exports of goods,
what can the region expect in exchange for ooncessions
facilitating the internatiocnalization of the industrialized
countriest service enterprises?

E. POLICY IMPLICATIONS

With the exception of a mmber of fragmentary disciplines
vhich have addressed same specific service activities,
particularly transport and ocertain financial services, the
services sector has not received particular theoretical or
practical attention in countries' economic policies. The con-
vergerce of a geries of factors, such as those which have been
briefly set out above, is bringing about a rapid change in
this situation, above all within the industrialized countries.
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The desirability of acquiring improved knowledge of the
contritution of the different service activities to the growth
arnd development of ecorxmies is undeniable, In contrast with
other economic phenomena, little is to be learnt fram the
experience of the industrialized countries, as they thewselves
coprehend relatively little about the role of services.

To a large extent, this task requires the develomment of
specific methodologies and approaches in order to determine
which services are vital in order to more fully achieve social
and econamic goals, and what particular forms of organization,
ownership and management must be adopted to ensure the supply
of these services,

In carrying out this task it may prove extremely useful
to perform a close examination of the contribution made by

services to development, centering attention, as stggested by
UNCTAD, on the reciprocal links between the production of a
variety of services, and bhetween these services and the
production of goods, rather than attempting to measure the
prodquctivity of each sarvice.87/ It would also be dasirable to
further imvestication of the historical and econmmic causes
which determined the presert structure of the national supply
of services in the region's econamies, Identification of the
principal conflicts and contradictions which arcee from the
participation of foreign capital and technology in the
management of these activities may prove particularly
illuminating,

Improved knowledge of the role of services in development
mist necessarily imvolve a definition of the true role of
foreigntradeandinvestmentjnﬂueservioessector,inorder

econonic and comercial or whether, on the
contrary, ﬂﬁyfacilitatemmmﬂself-mimd

opmentmtheoomtriesoflatinamicaamm
Carikbean.,

The technological, finamial and market capacity required for
the efficient and dynamic develeyment of many service activ-
ities no doubt constitutes a major barrier to thea possibility
of developing service activities restricted to the fragmented
scenario offered by the regicn's piecemsal national eccncmies.
nﬂswillmdmbtmteammpoasjbuiﬁestorﬂn
of new and imaginative formg of co-cperation and
ticn between two or more oountries depanding on the
gpecific characteristics of the activity in questiom,
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Moreover, it is increasingly apparent that economic
integration between countries requires a broad process also
the integation of a wvarlety of basic service
activities, without whose contribution attempts at intecpration -
d not seem viable. The multinational expansion of the supply
of services such as transport, insurance, banking, informatics
and others appears to have played a determining role in a
muioar of successful integration experiments, such as the
Mupammicmity
again, previcus attempts at co-cperation amd
im:gzaﬂmmdabytlnmies of the region at different
levals have systematically underestimated the contribution
which services can make, not only as an essential camplement
toco-cparatimamintegratimofpromctiveacuvitiesam
of the markets comnected thereto, but also to their expart
potential towards markets outside the region, or in
substituting imports therefrom.

There is Increasingly widespread acknowledgement of the fact
that the contribution of services to development reaches far
beayord the simple amount of the value added by them to
rational accounts, As has been indicated above, the existence
of a complex nstwork of intercomnections between certain
sarvices and the rest of the econumic apparatus, together with
the axtarnal savings generated by these services, indicates
the neead to develop strategies capable of establishing a
hierarchy of services on the basis of their contrikution to
the performance of the national econcmy

Subeeqtmmly,mthebasisofthishieraxdw it will be
necessary to identify the most suitable instruments and
convenient policies to bring about the modernization and
galvanization of these activities,

Furthermore, the present structure of world trade in
services brings out the pressing need to improve the
contrimtion made by services to the extemal sector of
sconomies, and to take advantage of the potential of the
countries of latin America and the Caribbean in this area,
with a view to significantly raising their share of the
intemational services trade, renderirng them less dependent on
the supply of services from countries cutside the region. It
is emsy to state these aims, kut far from simple to achieve
thar., The vital need for the timely, efficient and cheapest
possible supply of a range of services which are essential for
glcbal econcmic development cannoct be forgotten. This cbliges
many countries in the region to resort to imports of specific
sarvices when the national economy proves incapable of
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supplying them on the same terms. This explains the complex
dilemma facing many countries in the region, invelving the
nead to improve efficiency and remain technologically wp to
date and the possibilities of strengthening their autonomy and
independence over naticnal econamic management,

4. The peed for a pattern for interpational co-operatjon
in sexvice actjvities meeting the interests of
Latin America and the Caribbean

There is no doubt that services have been the victims of
unjustified neglect both within national develcpment processes
and with regard to their links with trade and international
ecencmic relations, The growing acknowledgement of the crucial
role vhich they are capable of playing in the trade and
development of the countries of the region makes it imperative
to conceive new ways in vhich the intermational community can
support the efforts of countries of latin America and the
Caritbean to modernize, galvanize ard improve the contribution
made by services to their own development.,

The intematicnal debate has so far been dominated by
initiatives which appear campletely divorced from the reality
and interests of the region, There is no likelihcod of a
dialogue founded on such bases prospering. Rigidly insisting
on proposals so alien to the interests of the developing
countries will merely exasperate the parties imvolved and
leave thenm at loggerheads,

The countries in the regjon need to possess modernm,
efficiert and low-cost services., In order to develop these it
will be necessary to formulate and carry out policies at the
rational and regional level to harmonize efforts and maximize
results,

The political, economic, socio-cultural and strategic
characteristics of many services open up a natural area for
co-cperation between oountries which are not only
geographically close, hut close with regard to these

This is clearly the case of the omuntries of
Iatinhmericaarﬂthecaribbean Moreover, the physical and
econande conditions necesgary for the supply of many sarvices
require ¢ and econamic spaces far larger than those
which exist in the countries of the region individually.
Consequently, there is considerable potential for extensive
development of service activities at the regicnal and
sub:egimal levels, which must as soon as possible be esgplored

in depth.

In this context, regional and subregional co-operation
and integration of a mumber of key services is particularly
important. It seems unrealistic to hope to offer alternatives
for extended internmational co-operation which are not in tumn
based on concyete experience within the region. If the
contries of Iatin ZAmerica and the Carikbean were able to
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protagonize successful patterms of integration of their
service activities, this very fact would provide a solid
faundation for any original proposal put before intermaticnal
forums. In turn, such experience would make it possible to
more clearly define the oomplementary support which
international co-cperation should provide for the development
and modernization of regional services, and in particular, tha
role which the industrialized countries should assume in this
task.

only within such a framework would it be possible to
define a regiocnal counterproposal which would not only enrich
the intermational debate over services, but which wold also
put forward means and instruments for bringing about more
equitable intermational co-operation in this field.

One pranis field for initiating study of a regionmal
counterproposal the sector of informatics and all
activities 1linked to the collection, processing and
distrilution of data.

The nature of data as a "wital fuel* for the development
of essertial service activities would require an intermational
agreement conceived in broader terms than those provided by a
merely comercial framework. As is the case of intermationmal

over pharmaceuticals and chemicals used in lwman
health, which have been drawn up on the bhasis of a broad
understanding of their social function, information would also
require the intermational commnity to adopt an agreement
recognizing its highly specific nature, as well as the need to
respact the rights and responsibilities of countries in the
field. In such a case, it is hard to imagine that a framework
such as GATT, drawn up in accordance with the restricted

of a trade agreement, could be capable of
light on suitable forms of intermaticnal co-cperation for a
resaurce which has far-reaching political, econamic and social
implications.
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V. FINANCING AND EXTERNAL DERT IN LATIN AMERICA
AND THE CARTBBEAN

A. THE FINANCIAL SITUATION OF LATIN AMERICA AND
THE CARTEBBEAN: TRENDS AND PROSPECTS

As from the midile of the 19705 the financial resources
reaching the region rose considerably. From sums in the order
of US$ 1 billion per year prior to 1973, the figure rose to
approximately US$ 40 billien in 1981,

These increases mostly reflected capital in the form of
loans, rather than greater direct or portfolic investments.
Ths, the region's external debt rose from approximately
Us$ 20 blllion in 1970 to US$ 368 billion in 1985; i.e., it
rose twenty times, Since 1982, the size of the debt has been
mﬂmthreetimesthatofarmalmq)orts As a yesult of

this, the continuing rise in interest rates, interest
have tomtituteagmmummmt
burden, which in recent years has exceaded more than one third

ofﬂ:etotalvalueofexports

Since the middle of 1982, the flow of net external
financing towards the region has fallen off sharply, and in
198% represented less than US$ S billion. On the one hand,
there was a considerable dacline in gross capital inflow, and
on the othar, a vertigincus rise in interest payments as a
remiﬁofﬂnrisesmmtenntimnlm?tea.m
rey suddenly began to suffer acute balance-of-payments
pn:tblens, essentially caused by the overwhelming welght of the

Famdwithﬂmextmlbottlmeck,ﬂwmmtriesotﬂn
region have been cbliged to readjust their economies, reducing
domestic expanditure on imvestment and consuamption, at the
apense of a serious recession. Gross domestic product fell in
1982 and 1983, and has remained extremely low since then: in
per capita terws it fell by 9% betwean 1981 and 1985. Gross
domestic irvestment fell sharply between 1981 and 1983, amxd
since then has remained at such a low level that in 1985 it
was 33% lower than in 1980. All of these factors brought about
a severe shrinkage in Latin American imports, which were 40%
lower Iin 1985 than in 1980.
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Bearing in mind the decline in ¢roes foreion capital
inflows, this shrinkage in imports has constituted the main
mechaniem with which the region has tackled its present
balance-of-payments crisis. If qross capital inflow is
subtracted from the amount of amortization and interest

on the external debt, it is clear that since 1982
there has been a capital ocutflow from ILatin America and the
Carikbean whoee scale in 1985 verged upon the truly enormous
eum of US$ 30 billion,

The readjustment to which the region's econcmies have
been subjected has had extremely distressing consequences in
terms of, among cother things, unemployment, wage reductions,
the increase of poverty, inflation and idle capital resources.
In addition, the sharp fall in investment casts doubt on the
possjbilityofrestormgadeqaatea:ﬂmﬂratesofeommic

within a vreasonable period of time. In such
cim.mstances the social amd political stability of the
countries in the region, both at the present time and in the
foreseeable future, is a sourse of considerable preoccupation.
In the face of the damestic economic situation of latin
America and the Caribbean it is necessary to rapidly find
relief mechanisms, and speedily return to paths of acceptably
rapid formichitlsessem:lal to determine new ways
of solving the problem of external debt.

A nmber of econcmic projections have been made based on
the hypothesis that the region would assume responsibility for
100% of thae external debt burden, as has for the most part
been the case so far, and the size of extermal funds which
would be required for the region to recover its growth, at,
moreover, moderate rates, has been calculated. The overall
conclusion of these stidies is that the foreign funds neces-
sary to provide a path to solving the problem of the regim's
extarnal debt are far more sizeable than those which interma-
tional sources have proved prepared to grant. Consequently, it
is necessary to deal with the debt problem in different terms.

Projections have been drawn up to fit two different sets
of ciramstances. In case A, it has been assumed that the per
capita gross domestic product will conly retwn to its 1980
level towards the end of the present decade (growing 1.8%
anraally) ; that it will continue to rise at an anmwal rate of
3.5% until 1995, and that exports at constant prices will
increase by 4% per year between 1985 and 1990 and by 5%
thereafter. In case B, vwhich is more optimistic, it has been
assumed that per capita gross domestic product will grow at
the rate of 3% per year until 1990, and by 4.5% thereafter;
that exports at constant prices will rise by 5% per year
during the first five years and 6% in the second five years,
and that the extermal debt will be rescheduled over a tan-year
torm, with five years!' grace, which will be applied to the
delt in abeyance ard to the new debt,

In both cases an anmual rate of world inflation of 6% has
beenn assumed and external jinterest rates have been set at
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between 12 and 11,5% for private operations, and between 6.8
and 8% for operations involving official institutigns. The

in tables 30 and 31. 'Iheprinc:.pal conclusions arf
cwvious, Net extermal funding requiremerts in 19
fluctuate between US$ 25 and US$ 33 billimperyear
1995 between US$ 55 and US$ 68 billion. As a
exterpal debt will have to continue growing, andwil attain

almost US$ 800 billion in 1995 should econamic prove
more vepid. Although the proportion of exports re d by
the debt will gradually decline, it will remain y
high. In both cases there will bhe a trade supl and

buden, it will require far greater extemal financing, well
beyend the amounts at present forecast by private amd official
financial bodies. These results are certainly valid for the
forecast hypotheses regarding international scenarics, both in
g0 far as interest rates and the growth of trade are
concetned, ard there is every likelihood of these scenarios
occarring if the projections for the world econcmy made by
miliinational bodies such as the IMF and the World Bank prove
cm:r.\ct.

This explains the urgent need to search for alternative
solutions to the debt problem, adopting corrective measures
which take into account all parties involved. The policies at
present in force will nead to be modified, and the inter-
mational monetary and financial systems strengthened and
corpacted

-
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Table 30

LATIN AMERICA AND THE CARIBBEAN 3/: BALANCE ON CURRENT ACCOUNT

Case A Case B
1980 19481 1962 1943 1984
1990 1995 1990 1995
Hill of cur it dol Lar
Exports of goods and services 105 770 114 076 101 956 100 450 112 239 194 593 332 490 205 933 369 T
Imports of goods and services 115 900 126 &03 104 332 5 222 w218 172 014 322 31 188 784 354 817
Trade surplus (-) 10 130 12 s27 2 376 «25 428 =35 021 22 580 -10 180 17 149 -4 953
Net external factor payments 1B in 28 393 38 432 34 869 37 428 48 001 65 808 50 276 73 234
Net external finencing 28 087 40 34T & 77 8 793 1878 25 085 S5 026 nm 67 659

Imports of goods snd services 109.6 ".0 102.3 T6.? 68.8 88.4 9.9 9.7 9.7
Trade surplus (-) 9.6 1.0 23 -25.3 -31.2 -11.6 3.1 -8.3 -1.3
Met external factor pmyments 17.4 2.9 3.7 .6 33.5 2.7 19.8 2.4 19.8
Net externsl finencing 2.5 35.4 39.9 8.7 1.7 12.9 16.5 15.9 18.3

Source: ECLAC, an the basis of official data. .
§/ Argentine, Bolivis, Brazil, Cotosbis, Costa Rice, Chile, Oominican Republic, Ecuador, E\ Salvedor, Guastasala, Maiti, Nonduras, Mexico,

Wicaregus, Panems, Parsgusy, Peru, Uruguny end Venezuels.
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Table 31

LATIN AMERICA AND THE CARIBBEAN a/: EVOLUTION OF THE EXTERNAL DEBT AND TTSwSERVICING

Case A Case B
1980 1981 1982 1983 1984
1990 1995 1590 1995
Millfons of current dollars
Interest on external debt (paid) 21 03 31 483 19 S67 35 550 39 479 48 109 67 509 51 562 76 487
Amortization of external debr 18 244 21 433 22 208 23 838 23 864 56 269 7 239 38 177 51133
Total external debt servicing g 275 52 M6 Hn s 59 388 &3 343 104 978 144 828 8y 739 127 520
Gross inflow of foreign capital 48 204 5% 603 43 Q7 28 4450 33 845 88 M 144 951 v 333 133 829
Net contribution of foreign capital 11 692 10 000 -17 002 29 M7 =27 316 -15 486 3 535 -8 692 10 728
External debt 202 23 27s 322 315 610 340 638 155 431 474 429 692 151 500 162 79 38
Interest on external debt {(peid) 20.2 28.0 39.4 35.¢9 5.7 25.3 20.6 5.4 21.0
amortization of external debt 7.5 %1 2.1 24,1 21.6 2¢.3 28.5 18.8 14.0
Total exterral debt servicing 37.7 47.1 61.5 40.0 57.3 S6.6 4.1 &4.2 5.0
Gross inflow of foreign capital 46.2 53.0 433 28.8 30.6 45.8 4.2 39.0 358.7
Het contriburion of foreign cepital 1.2 8.9 -16.9 «30.3 - 24,7 -8.1 1.1 4.3 2.9
External debt. 200.9 242.8 .4 F AN 322.5 266.8 210.8 266.1 213.7

Soyrce: ECLAC, on the basis of official data.

8/ Argentine, Bolivis, Brazil, Colambis, Costa Rice, Chile, Oominican Republic,

Nicaragua, Paraguay, Peru, Uruguay and Vénezuels,

Ecuador, E\ Satvador, Guetemsia, MHaiti, Honduras, Mexico,



B. THE ORTGIN AND NATURE OF THE EXTERNAL DEBT FROBLEM

Two types of factors contributed to the accumudation of the
region's external debt. On the one hand rapid growth of the
international financial markets took place in the 1970s. This
was essentially brought about by the huge accumulation of
liguidities on the part of the oil-exporting countries
following the enormous increases in oil prices, and by the
fact that this affluence of funds inundated a market which
lacked suitable requlations, as was the case of the
euro-currercy market. In this way the international capital
market expanded to a large extent outside the reach of any
national or intermational monetary authority, and capital
mwements became increasingly more significant in countries®
balance-of-payments results.

Moreover, the application of national policies
stimlating the inflew of private funds helped to increase the
region's extermal indebtedness, and also tended to produce
excessive damestic experditure by the public sector in some
cases, and by the private sector in others.

Whenever goverrment expenditure is in excess of income,
it seeks to finance the shortfall by extermal loans, thereby
directly increasing the official debt, or by domestic loans,
Mﬁdlcaus&anmcmasemmmysupplyorrisesinme
interest rate, If there is an excess of money supply in the
econcmy, overall demard for goods and services grows
inordinately, engendering disequilibria in the trade balance,
as a result of which the country is affected by a shrirkage of
1tsraservesandthegwenmentterﬁstoresorttodebtm
order to cover the deficit; in this situation, which is the
most frequent, the extermal public debt often increases.

With regard to excessive expenditure by the private
sector (which may lead to an increase in the external debt of
countries whose public sector has managed to improve the
balance of its accounts), the majcrity of analysts have
assumed that it may be avoided as the government is able to
control growth of domestic credit. Nevertheless, it has been
cbserved that excessive private-sector spending targets can be
met if altermmative external sources of furds appear, and if
the policy in force makes it easy to obtain access to them.

In those cases in which excessive private expenditure
predaminates, it has been ocbserved that the external debt of
the private sector increases, while when the fiscal deficit is
predaminant, official indebtedness is of greater importance.

Other naticnal policies which contributed to increasing
the region's external indebtedness were those which led to the
maintenance of considerable differences between domestic and
external interest rates,

- The available information indicates that differences
between domestic and external interest rates in the region
have been both pronounced and persistent, even if expected
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fluctuations in the exchange rate are taken inte account. In a
mmber of countries in the region the domestic rates,
expressed in foreign currency, have veered sharply away from
external rates,

- Administrative control over capital movements constitutes
the traditional eplanation for this divergence between
damestic and extermal interest rates, However, recent
experience has shown that even when such movements are
relatively free, the divergence may persist for a lorg time,
Firstly, because the international capital market is segmented
amd local applicants for credit do not themselves have direct
access thereto, but only a mmber of financial intermediaries,
Secondly, because local financial assets do not constitute
satisfactory substitutes for interpational - ones, either
because of the absence of the information necessary to assess
risks or as a result of the excessive cost of cbtaining such
information: Finally, a number of the (social) costs of
extemal indebtedness are not adequately taken into account in
market prices (for example, the fact that additional debt
increases the rate of interest or the surcharges on the debt
as a whole). To sum up, in the absence of suitable controls,
the market does not operate as a suitable regqulatory mechanism
over international capital movements.

bomestic interest rates also remained higher <than
external ones in a rumber of countries in the region as a
result of structural and short-term econamic policies which
failed to exert sufficient control over the behavicr of major
groups of large enterprises with links between one another and
with the financial sector. Participation of banks in the
ownership of non-financial enterprises provided the latter
with the guarantee that they would not be excluded from the
market. Moreover, less security was reguived of them, as a
result of which, since they were risking less, theyvuex:e
prepared to pay high interest rates and to get deeper into
debt. It should be added that in a number of ocountries in the
region stringent anti-inflation policies were tried out, with
a ocomponent of restrictive monetary policies. This entailed
increases in the rates of interest, excessive demand for
credit, or both.

To sum up, responsibility for the growth of Iatin
America's external debt is to be shared cut between creditors
and debtors. As far as creditors are concerned, they are
responsible for having lent considerable funds while failing
to examine the solvency of borrowers., As for the debtor
oountries, their responsibility lies in having applied
policies which stimilated external indebtedness or failed to
exart adequate control thereover.

The increase in the level of the external debt has
bmlghtabmrtprcblemsmldlaxenewtotheommtriesofﬂme
region or has sharpened already existing difficulties. On the
one hand, domestic policy 1is encountering further
restrictions, since the greater the funds invested in a
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‘ountry by banks, the greater their interest in appraising
that country's domestic policies before granting further
loans., On the other hand, the greater the level of the debt,
the greater the need for debtor countries to obtain further
funds to finance the payment comitments thereby involved.
Moreover, the rise in the level of the debt increases the
1ikelihood of the countries in the region becoming net
exporters of financial and real rescurces,

Purther problems arise fram the fact that most of the new
debt originates in private intermational sources. On the one
hand, credit is subject to conditions of a commercial nature,
i.e., higher costs and shorter repayment periods: on the other
hand, the debt is subject to floating interest rates whose
fluctvations affect the total debt and not only the new debt
taken out. Finally, the fact that private debt is imvolved
does not prevent reasons of a political nature weighing in the
decisions of lenders, as was ance optimistically thought. Once
the level of the debt exceeds a reasonable limit, it becomes
as serious political problem for the majer fimancial credit
institutions,

Finally, the increase in the external debt leads to an
increase in the damestic dabt owed to the intermediaries of
the latter, generally the local financial system. The latter
cbserves an increase in the vulnerability of its assets when
the external debt becomes a problem.

The increased vulnerability of the balance of payments
and the financial systems of those countries vhose debt
expands may suddenly spark off a crisis if unexpected changes
take place under particular conditions. This was the case at
the begiming of the 1980s, when the industrialized economies
ware experiencing a deep recession. This recession went hand
in hand with the application of anti-inflaticnary policies
which caused sharp rises in interest rates and paralyzed
financial flows. This caused stagnation and even a reduction
in international trade.

The conjunctural shrinkage in trade caused by the
recession in the industrial economies and by the reduction of
financial flows, came on top of, and acted in the same
direction as already existing structural factors. The
industrial redeployment of the developed econamies, a
consequence of the extremely rapid and uneven rates of
technological change which they have experienced in recent
years, has suffered fram areas of friction and backwardness,
which have helped to generate a trend toward unemployment, and
consequently protectionism, weakening trade even further.

The consequences for the region have been catastrophic. A
sharp deterioration oocwrred in the terms of trade (more than
16% between 1981 and 1985); this fact alone entailed a loss of
resources worth US$ 15 billion in 1985. The rise in interest
rates also had extremely seriocus consequences: on the one
hard, because the rise in the rates were umusual; real rates
in the last five years have bheen at their highest levels in
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the last half century, on the other hand, because the debt was
extremely large, withtheresultthatmtem;tpamts

exceeded the cost of oil imports by the developing countries.
Moreover, intermational financial flows were reversed, partly
as a result of the rise in extermal interest rates, arﬂpartly
as a consequence of the crisis which broke out in the
econcmies of the region and of the resulting policy changes.
Thus, bark credit fell by US$ 11.4 billion net in 1982 and
became neqative in 1985; foreign investment fell frem US$ 5.2
billion between 1977 and 1982 to half that sum in 1983 and
1984, and capital flight became more pronounced, as can be
daduced from indirect estimates.

Since the middle of 1982, Latin America and the Caribbean
have thus faced the deepest international crisis since the
great depression of the 1930s. Fresh solutions have to be
sought for this crisis and for its consequences. Should things
follow their present path, there is every reason for holding
out the darkest long-term economic and social cutlook for the
region, in accordance with the projections which have been
mentioned. Only a sharp stimilus to world econamic '
togethar with the materialization of mechanisms to alleviate

the debt hurden could be capable of brightening this glocmy
forecast.

C. SGME GUIDELINES FOR ACTION

Policy should be based on the following premises:

a) Creditors and debtors share responsibility for the
incommensurate expansion of the external debt of Latin America
ard the Caribbean.

b) The transformation of the debt problem into the
present crisis is the result of factors (policies applied in
the industrialized countries, intermational recession,
protectioniam) which ave completely outside the control of the
countries in the region.

¢) Strategies so far applied to bring about a solution,
based upcn the recessionary readjustment of the economies of
the region and ¢n case-by-case rescheduling of debt payments,
do not solve the problem and lead to situations which are
urjoearable for the debtor countries.

The strategies so far applied have sought to gain time,
and, in principle, have ignored all of these The
measures adopted from 1982 onwards clearly fall im:o the
category of measures designed to provide breathing space while
the normal operation of the world econcmy resolves the
preblems of rates of interest, terms and volumes of trade.
They are principally composed of case-by-case renegotiation of
the external debt, strengthening of the role played by the
International Monetary Fund ard its asymmetrical condition-
“ality guidelines, and close co-ordination between creditors.
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Successive rounds of renegotiation of the extermal debt
have corrected same of the initial shortcomings. Despite
granting more time for payment of the principal part of the
debt, the first yound of renegotiations, held in 1983, raised
its cost by increasing margins and comissions, Subsequerrt
rounds have eliminated these surcharges and even reduced the
cost of the debt to a limited extent, by accepting changes in
the reference rates, lower margins on interest rates, more
moderate commissions and other expenses comnected to the
process of renegotiation (or their elimination), rescheduling
of amortization payments over a mumber of years, longer
pericds of grace and maturity and the possibility of changing
the cnrency in which the debt is expressed. The World Bark
has expanded its joint financing and for the first time
granted partial guarantees which would make it possible to
lower the risk taken by the country and stimilate increased
funding from private sources, However, there has been little
sign of a revival on the part of the latter,

There is no reason for expecting significantly more from
case-by-case renegotiation. As was indicated in a study
caxriedoutbyﬂcmc,i/ recent data have quenched some of the
optimistic expectations inspired by the 1984 results, The
terms of trade continue to worsen, there is no sign of
expansion in world trade and rates of interest practised
remain excessively high for debtors.

The data used in the above projection clearly suggest the
need for a radical change in strategy if latin America and the
Caribbean are to return to positive rates of econcmic growth,
however modest these may be. The conditions prevailing in the
world econamy, protectionism and interest rates will need to
undergo a considerable change if the strategies designed to
gain time are to have a positive long-term impact. In
addition, heavy further financing would be required. latin
America cannot allow its fate to hang on these hopes. It is
essential to examine strategies which come to orips with the
problem immediately and to attenpt to lessen its impact.

This type of strategy is based on seriocus and responsible
consideration of the three premises indicated above. In this
respect, there would seem to be two approaches: restrict debt
servicing payments in accordance with certain criteria as to
capacity, or directly reduce such payments. From the financial
point of view both come down to the same thing, as the first
approach makes it possible to indefinitely acoumlate debt
servicing which is in excess of the limits adopted.

It is possible to reduce the debt either by lowering
interests (to below market rates), or by directly reducing the
principal. In this case too, both measures are the same from a
financial point of view, although they differ in accounting
term. As far as the balance of the creditor institutions is
concerned, reduction of interests is merely reflected over
time, while a reduction of principal is immediately and fully
reflected in the balance. This difference may be significant
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as far as the stability of the crediter institutions is
concerned.

A mmber of proposals have attempted to tackle the
problem of the external debt by limiting servicing in
accordance with the payment capacity of the debtor. The most

of these are set ocut in the Qaxtepec Commmicqué and
that put into practice by the Goverrment of Peru.

The Oaxtepec Commniqué maintains that rules should be
laid down to provide for the sharing of risks between
creditors and debtors, and a maximm ceiling established for
net transfers from debtor countries so as to ensure minimm
growth of their product and allow them to stabilize their

The policy adopted by the Government of Peru consists in
defining a criterion as to payment capacity in terms of a
percentage of exports. In the case of Peru itself, the
percentage was set at 10%, and payments to institutions which
grant the country net additional financing above the payment
requirement were excluded from the limit,

Two other types of proposal fall within this same overall
category: those which propose transforming debt bonds into
gshares in productive capital, and those which suggest
transforming part of the external debt into local currency.
The first of these invelves conversion of the debt into shares
or other securities in the capital of the debtor countries!
firms. Interest payments are thereby transformed into profit
transfers (cdwionsly, only if profit is made). In view of the
sums jmvolved, if this proposal were adopted on a fairly large
scale it would lead to a notable change in the structure of
ownership in the debtor countries. Transformation of a
congiderable part of the external debt into local currency
could have similar consequences, which would also have an
impact on the balance-of-payments trade account, as the local
currency would probably be directed towards the purchase of
capital stock and internaticnally tradeable goods,

Altewmatively, a nuwber of sclutions based on a reduction
of the debt capital have been put forward. This would achieve
a reduction in the weight of servicing even if interest rates
did not decline. The proposals to reduce the capital are based
on the fact that the langer the terms of trade take to improve
and the rate of interest to decline, the more the problem of
vliquidity" in debt payment is transformed into a problem of
"golvencytl. In accordance with the principle of Jjoint
responsibility for the generation of the debt, extermal
creditors should thus accept part of the corresponding capital
loss.

There is a broad rarnge of options for applying this type
of proposal. They include the conversion of the external debt,
at lower naminal values, into other financial or real assets,

market mechanisms, multilateral goverrment measures or
unilateral action. Ancther possibility involves promoting the
establishment of a secondary market on which banks are able to
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trade their debt certificates. At present, this method has
‘been above all applied in the case of the smallest creditor
‘banks, and would only constitute relief for debtor countries
.1f they themselves recovered their external debt certificates
‘at lower prices than on the market. Ancther mechanism could
imvolve transfer of bank certificates to a multilateral body,
which would exchange them for longer-term bonds at a lower
‘value to that of the existing certificates.

| Preposals which aim to reduce the rates of interest are
from a financial point of view equivalent to those which
involve a reduction of the capital, though it is possible to
spread their impact on the creditor institutions over a long
period, provided existing norms do not oblige the latter to
reflect the full impact of a fall in the accounting value of
these assets. A proposal of this kind is based on the granting
of an official miltilateral gquarantee to the external debt,
which would allow the banks to lower the interests charged in

exchange for greater portfolio security,

Other altermatives aim at a more direct reduction in
interest rates, even should this affect the creditor
institutions, applying similar mechanisms to the external debt
to those applied when a creditor bank has to negotiate with a
debtor firm facing difficulties over its payments. A proposal
has also been made to establish a special financing service,
or to extend an existing service, with the aim of financing
increases in the interest rates when these are above their
historical averages. Such funding would be granted at a lower
rate than the market rate, which would automatically lessen
the debt burden.

One interesting wechanism would consist of the autamatic
capitalization of interests when the interest rate exceeds a
certain ceiling. Capitalization would also lighten the debt
burden in so far as the capitalized interests would not in
turn generate interests at the market rate. Interest
capitalization may be considered as equivalent to the
utilization of variable maturity instrnuments. These make it
possible to adopt variable interest rates, while maintaining
constant payments for servicing, altering the number of
periods during which debt service payments must be made. When
rates rise, the debtor's interest payment comitments rise,
ut this increase is offset by lower repayments of principal,
and the difference is carried forward. This type of instrument
is extremely 1limited in its application in the case of
restnturing the existing external debt; however, it could
prove attractive for future new loans which would be dealt
with differently from existing ones. When interest rates are
above historical averages, interest capitalization solutions
possess a further advantage: like the financial services
created to this end, they help to soften the impact of changes
in international interest rates on the debtor countries.

A new proposal, which differs from strategies at present
used was made by the United States Treasury Secretary,
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Mr. James Baker, in October 1985. This involves seeking means
of achleving further growth of approximately 3% per year in
the debt accumulated over three years. Financing would be
provided by the intermational commercial banks amd
miltilateral development banks, in exchange for increased
corditionality over the use of these funds by the debtors. As
existing rates of inflation are higher than 3%, the Baker
proposal would require a reduction in the real level of the
debt, and would make it possible to finance only around
cne-third of the interests which the debtor countries must at
presant pay. It would be necessary to cover the remainder with
a positive trade balance, implying a sustained transfer of
real resources from the debtor countries towards the
creditors.,

The proposal also implies a generalization of
yet-to~be~defined macroeconomic conditionality to all sources
of funds, which could lead to difficulties with regard to the
utilization of these funds and high risks resulting from the
possibllity of errors in defining the terms of the
copditionality. _

Nevertheless, the proposal represents the first
significant new element in the approach adopted towards the
debt by the creditor countries. It recognizes the need for
determined action by the governments of the irdustrialized
countries to seek a solution to the prcoblem of the debt within
a framework of economic growth in the debtor countries.

Finally, the altermatives to the existing proposals which
have gradually been put forward by the sigmatories to the
Cartagena 2Agreement should be given attention. These
countries, which include all the region's principal debtors,
have began to jointly examine the problem of the external debt
and to seek a mumber of comon bases for a solution which, in
so far as possible, does not involve upsetting world financial
markets. The poeition adopted by this group of countries has
evolved towards increasingly specific proposals, which tend to
conciliate the aims of economic growth with transfers of real
and financial resources.

The signatories to the Cartagena Agreement have put
forward an Emergency Proposition for negotiations on the
extermal debt and growth. ‘This in particular includes the
rebwrm of interest rates to their historical levels, an
increase in the flow of funds and differentiation between the
treatment of the existing debt and that of future debt, with
the aim of subjecting the latter to market conditions and the
former to preferential conditiens, from debtor's viewpoint.
One criterion proposed is the maintenance of real levels of
credit from comercial banks, and a net annual increase of 20%
in funds directed towards the region by multilateral-.
development bodies. Moreover, it is suggested that
campensatory financing from the Intermational Monetary Fund be
extended, s0 as to offset the impact of exogencus factors such
as the deterioration in the terms of trade and the persistence
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of high interest rates, The need to avoid the application of
conditionality which obliges the economy to be adjusted to the
prevailing external disequilibrium is  established.
Similtanecusly, the tight relationship between finance and
trade is recognized, together with the need for an end to
protectionist measures which restrict the debtor oountries!
freedom of access to the main world markets. The proposal also
includes the need to set a ceiling on net transfers of
resources linked to a minimum target of growth of product, and
includes the possibility of limiting debt service payments to
a propertion of income from exports. Fimally, the proposal
m:atesthatmﬂessmesetofproposedmsures is adopted,
the region ocould find itself facing a situation of extreme
gravity which would necessarily oblige it to limit its net
transfers of resources in order to avoid increased social and
political instability which could reverse the processes of
democratic stabilization.

In conclusion, it is worth reasserting the notion that
specific policies are required to lighten the debt burden if
it is wished to help solve the economic crisis affecting the
region. This is the principal and unavoidable conclusion to be
drawn from the present situation.

It might be assumed that with annual growth rates of
above 4% in the economies of the OECD countries, the debt
problem might gradually disappear. while such rates of growth
have not been unknown in the past, the present instability of
the world econamy gives reason for viewing with skepticism any
possibility of their being attained and firmly maintained at
the present time, While the reduction in interest rates ard in
the price of oil point towards a revival, other indicators
(for example, the United States economy) suggéest a trend
towards stagnation., Moreover, both protectionism and the
existing restrictions in international credit markets deny any
hope that the dynamism of the world econcmy, should it retum,
will be, as before, transmitted to the developing econcmies.
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Part Two

REGIONAL INTEGRATION AND CO-OPERATION






1

A, BACKEROUND __' ":

As a consequerve of the most intense and painful economic
crisis which latin America has faced since the OGreat
Depression, goverrments have given proof of their political
determination to take joint action in order to once again
provide countries with prospects of development, and of a -
fairer and more symmetrical insertion within the world

_'The first high-level political declaration is the Quito
Declaration ard the corresponding Plan of Action,)/ adopted at
the lLatin 2American ‘Ecohomic Conference in Jarmary 1984, This
Declaration stated: :"Latin America and the Caribbean are
facing the most serjious and intense economic and social crisis
of thi§ century, one wvhich is characterized by unique and
unpretedented features". "The crisis demands urgent sclutions
by #eans of joint actions founded on regiomal co-operation and
an the forging of a common position aimed at strengthening the
reglon'e capacity for response". There is no doubt that this
conference was of particular importance in that it representad
Iatin America and the Caribbean's return to the peth of unity,
through an attempt to strengthen their systems of co-operation
and integration and to revive the regional market as a basis
for initiating a process of economic revival, founded cn the
efforts of all the countries themselves. : :

Many of the proposals made by the Quito Plan of Action
were subsequently incorporated into the lecml reculations of
ALADI, by resolutions adopted at the Second Meeting of the
Council of Ministers of the Association, in April 1984,

The commitments made in the Plan of Action cover the main
aspects of the region's éxternal trade and establish specific
guidelines for reviving the integration process. As can be
seen in table 32, the extent to which these commitments have
in practice been fulfilled has been extraordinarily low.
Moreover, neither have subsequent AIADI resolutions been
implemented, despite the .fact that in a number of cases they
merely represernted naminal comnitments. The Regional Tariff
Preferenice is an excellent example of this type of agreement.
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Jable 32

COMMITMENTS MADE UNDER THE QUITO PLAN OF ACTION FOR REGIOMAL INTEGRATION

1984-19685 assassment

Non-taritf restrictiomm
to intra-Latin American
trade (NTR)

Latin American Regionel
Tariff Preference (RTP)

Silateral megotiatione

« Mo further introduction of RIR's
+ Elimination or gradusl reduction
of existing WTR's

« Establistment of RTP within ALADI

- Negotiation over the partici-
pation of other Latin Americen
and Caribbean countries in RTP

Intersification of biletersl or

sultilatersl trade negotistions for

the purpose of schieving » rapid
increase in regional trade

Resolutfon 5 of Second Council of ALADI
Manbrars sets s period of three yosrs
for the elimipation of axisting NIR's
from 27 April 1984

It has proved lmpossible to bring

this resolution into effect

almost two years sfter its

approval

The Secord Council of Ministers of ALADI
spproves the Reglorml Agreemant an
Regional Tariff Preference

The levels approved for RTP very
betwesn 2 und 10X and its field

of application wes restricted as

a result of the langthy lists of
exceptions defined by contrias

A round of regotistions wes to be
Lawurched within ALAD] in April
1906
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Table 32 (concl.)

Teatm Comnl twmnt 1004~ 1985 assessmnt

Soverrment procureRent - Pramotion of operationsl mechanisss meking = #0 progress has been made tearde
it possible to take sdvertage of goverrment : redirect ing government procuremant or
procurement capacity by sesking to import spplylng preference to regiomal
frou regional smppliers suppliers

Naking use of regional
spply and desand for
goods:

Spreuliant s

Strengthening of
cospansstory anchenisms

A regional preference in favour of Latin
At {cen snd Coribbean suppliers and
carporationa through public tender

Taking sdvantege of regionel suply and - « Unfulfilled
desand to facilitate purcheses and sales

of the region within the regian itself;

to intersify induetrialization and to

sistitute extra-regional imports

Creation of Latin American merketing enterprisess

Creation of an efficient system of trade informtian

Amalysis of sxisting cpportunities - No significant agreements have been

for counterpurchass : reached in this ares.
Mationel Legislatian {s incomplate
ordd resteictive with regard to thie

Improvement and axtensfon of the coverage - « Unmterial ized projects axist within

of the system of reciprocsl payment snd credit ALAD
Strengthening of axport financing mechanisms




mnwlmtimotﬂmmtavideomthginmms,
gsigned by Presidents and high-level goverrment representa-
tives, reassertedtheurgertneedtomdifytlnpmwailhq
immobility.2/ The Declaration stated that "A practical means

will begin with a hi.gh-level political meeting
member countries of AIADI, which will be held in
from 7-11 April 1986, Its aims will be to the
definitive agenda of the round, to set its and
define a timetable for the meetings to be hald and the
political quidelines for regional co-cperation which will

decline of approximately 5% prebably cocurred. The relative
iwmofim-mfdnlmmmmwithml
exports declined fram 16.6% to 11.7% between 1981 and 1984.
Tha declinirq dynmim of trade within the integration
programmes has been widespread, and such trade has been of
lesg importance within total trade., The market of the various
integration programmes has displayed a disturbing recesgive
trend. In any case, the levels of trade attained in 1984 were
lower than those recorded at the begimning of the decade. The
relative scale of trade within each programme has also
censlderably declined. The Central American Common Market
(CacM), vhich under normal circunstances handled wmore than 20%
ocfﬂmaxeastrads,inwumlympcewutedls.s%,mida
gives an jdea of the scale of the problems affecting
reciprocal trade. Similar trends were apparent within ALADI
and the Andean Group, while the decline of trade among member
countries of CARTOM was less pronounced (see table 33).
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Table 33

LATIN AMERICAN AND THE CARIBBEAN: ENPORTS BETWEEN INTEGRATION ORGANIZATIONS,

INTRA-REGICNAL AMD TOTAL EXPORTS

Exports to Latin Amwrics -

(Millions of curcent dollars, FOB)
1940 1965 1970 1975 1978 9% 1980 1981 1982 1983 o/ 1984 p/
ALAD]
Total exports 7348 93887 137857 20466h.2 A E30.1 S0 T29.0 TOS69.1 87 00,9 80 7378 82 019.7 88 312.9
Exports to Latin Americe - - 15635 50311.2 71743 100118 11 9625 14 156.8 11 684.3 9 183.0 10 047.5
Percentages of exports to
Latin America/total - - 12.4 7.0 6.9 146.5 15.0 16.3 %.5 11.2 11.4
Exports within ALADI 566.6 81.¢ 12660 40102 5834 8576 108M3I 119152 ¢ 7585 7 053.8 8 046.5
Percentages of exports
within ALAD]/total 7.7 2.0 9.9 13.5 131 %1 3.7 13.7 1”4 8.6 9.1
Percentages of exports wWithin
ALAD1/exports to
Latin America . - ».9 »n.7 [} 85.6 90.9 84.2 3.5 76.8 80.1
by .
Total exports 35868 4 346.0 S5419.1 12897.8 16 29354 23 9575 30 06L.5 29 VSB.9 26 954.0 24 813.6 24 425.2
Exporta to Latin America . - 5690 20853 24042 34129 39228 4 BS540 4 4202 3 &28.7 3 114.3
Percentages of sxports to
Latin America/total . - 10.5 15.9 1%.8 14.3 13.0 156.3 16.4 13.8 12.8
Exports within the
Andean Group 2.5 s2.7 Nn.é 4771 [ 10751 11826 11953 12202 843.0 744.0
Fercentages of exports within
. the Andeen Group/total 0.7 1.2 1.7 3.7 4.2 4.5 3.9 4.0 4.5 3.4 3.1
Percentages of exports within
the Andesn Group/exports
to Latin America - - 1%.1 23.2 28.5 31.5 30.1 4.6 27.6 24.6 3.9
ral [ t
Total exports hik 2 762.5 1106.4 23094 390 44625 425 42992 3 3I93.T 3 923.5 4 186.8
- 3.7 645.9 5.7 10362 11720 Y 250.4 969 .4 956.8 883.0
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Table 33 (concl.)

Percantages of exports to
Latin America/total

Exports within CACN

percentages of exports within
CACM/ total

Percentages of sxports within
CACH/exports to
Latin America

CARICOM ¢/

Tatal emports
Exports to Latin Merica
Percentages of exports to
Latin America/total
Percentages of exports
within CARICOM
Percentages of exports within
CARLCOM/ total
Percentages of exports within
CARICOM/ exports to
Latin America

Latin Amerfca and the caribbean ¢/

Totsl exports

Intra-regioral trade
Percentage of intra-regional
trade/total

1960 1965 1970 1975 1978 1979 1980 1981 1982 1983 a/ 1984 af
- - 28.4 28.0 24,3 23.2 23.7 29.3 28.6 24.4 21.0
30.% 132.8 287.1 541.3 862.8 898.7 994.3 972.3 7ét.2 7551 &96.2
7.4 17.4 26.0 23.4 21.7 20.1 20.1 22.6 22.4 19.3 16.6

- . 1.5 83.8 8.3 as.9 84.8 7.1 78.5 78.9 7.0
543.7 730.2 1 000.1 3 028.5 3 190.2 2 908.1 S 498.4 5 113.0 & 506.7 3 6B83.4 3 580.5
. . 63.2 259.7 297.6 439.6 593.9 677.0 728.3 480.3 440.0

. . 6.3 8.6 9.3 11.2 10.8 13.2 16.5 13.0 12.3
21.3 271 42.3 216.8 2047 255.7 352.5 372.9 3.2 nr.y 280.0
3.9 3.6 4.2 7.2 6.4 6.5 [ 7.2 8.6 a.6 7.8

- . 6.9 a3.5 68,8 58,2 59.4 55.1 51.9 66.2 &3.6
§53.5 11518.6 15 212.2 346 182.8 52 712.2 70 255.6 91 325.7 97 956.8 B9 B5B.4 90 895.4 97 &36.1
749.9 1253 19647 59648 B8535 11583.3 13 882.9 16 227.9 13 481.3 10 696.¢ 11 443.3
8.8 1.1 12.9 16.5 16.2 16.5 15.2 16.6 15.0 11.8 1.7

Source: ECLAC, on the basis of official data.

af Estimates,
by Excluding Chile.

¢/ Only includes Barbados, Guysna, Jemaica and Trinidad and Tobago.
d/ Including 11 ALADI countries, five CACM countries, four CARICOM countries, Panama snd the Dominicen Republic.
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To sm uwp, the regional market and that of each
integration programme in particalar failed to soften the
impact of the intermational crisis, and constituted an
Ircveasingly emall portion of overall trade. It proved
difficult to sell a large rumber of products on other markets,

amathzqtheracessim partia.\larlyintlusector
expc:rt:\.rg goods.,

m,ﬂnintemtimlsattmgrmhnmnvwrable

for latin America and the Caribbhean. The region has become a

ret exporter of funds, the high - levels of extermal
indebtadness have made it necessary to adopt highly
recessicnary - readjustment policies and

trends have become more in the central

regian that even the major countyies will be unable to
matmﬂairmﬂwmlacdwllmfacd:qﬂmatﬂn
present tima. Om-seq.lem:ly regional wunity represents
necessity far all, vhatever the eommicmﬁpoliticalmdels
midameadmmydmseinaocordamewimitsmmtiml

ty.

Moreover, experience has demonstrated the need to act
sjmaltammslyinbothﬂnmtermtimlardtheintra-

of contributing to national efforts at revival and
development.

Ancther important backepound factor which must bhe borne
in mind ia the which a muowber of develcped countries

tiens on goods, extermal investment, technology and services.
Wwith regard to this latter itam in particular, the majority of
the comtries in the region still lack a clear position with
regard to their interests and potential, despite the fact that
tha Tenth latin American Ccoancil stated that this new round of
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B, AIMS AND COURSES COF ACTION FCR A POSSIBIE
REGIONAL NEGOTIATION

1. Regotiating framesork

It has been acknowledged within AIADI that "regional rounds of
negotiations represent the forum in which mesber ocountries
will endeavour to transform these declarations (in political
agreements) into measures, action and programmes to facilitate
sustained recovery and expansion in their reciprocal trade and
qalvanize the integration process, by means of solutions which
take into account the unfavourable circumstances affecting the
region®.3/

Achleving these aims, which have been agreed upn amd
encowraged by the goverrments themselves, requires the
similtanecus adoption of measures designed to:

i) auwment and stimulate intra-regional trade so as to
recover at least the 1981 levels as rapldly as possible; and
ii) define a coherent policy for removing regional barriers,
i.e., imvolve all latin Mmerican and Caribbean countries in
these efforts, in accordance with article 25 of the 1980
Mcntevideo Treaty, and with the political mandates indicated
above.
In order to make proper use of regional potential,
resolute political determination is required both at the
goverrmental

the begimning of the decade, Efforts should also be directed
at generating an intensive expansion of intra-regicnal trade,
in order that it may achieve autonomous growth.

In order to achieve these enda, in the short term
govermments oould take decisions designed to spark off a
procese of concertation and negotiations possessing the
aforementioned characteristics. The above-menticoned

level. It is alseo important that the heads of the central
banks make a determined coremitment to the dbjectives of the
process. Consequently, from the very beginning every appro-
priate body in each country should become imvolved, both in a
political and cperational sense, as this is the only way of

the required viability for the process and of short-
ening the time required to transform declarations into action,

An examination of the trend in reciprocal trade, and



crisis, Thue, for example, AIADI has cbserved
parked declines in trade are to he foud in
Argertina, Brazil and Mexico with the other comtries.
follows that an initial analysis within ALADT could centre on
the potential for trade Dbetween medium-sized and less
developed countries on the cne hand, and the thres largest
contries on the other, There are three reascns for this:
firstly, trade between Argentina, Brazil and Mexico (ABRAMEX)
ard the other AIADI member comtries has constituted and still
constitutes the major share of intra~-regional trade; secondly,
ﬂniﬂnlmmuadewithinmismimllydmtoﬂn

the

g8
41

Grap,ﬂncamardtoalesserexteﬂtmmcn{,tlmehasbeen
a marked slup in trade between the main member countries of

subregional organization. Probably the most striking case
is that of the Andean Group, since in addition, there has been
a marked failure to apply the instruments designed to foment

:

i

Just as it is quite awious that the negotiating process
must be based on the principal axes of regicnal trade, it is
also logical that it concentrate on thoge flows which possess
or which may possess the greatest potential for trade between
the countries of Latin America and the Caribbean.

This requires that indicators or levels of reference ba
given with regard to potential ammual trade, If those
coprtries which import most express their determination to

certain volumes of selected products within the

mn:dartoinitintathepmcassinmemmdwcﬁhed
above —principal awes and countries which import a great
deal-- it is necessary for the largest countries in the region
to manifest their intention to purchase therefrom and thereby
to asmume the leadership of the initiative. This requires that
the initiative be given full political support and that
high-level tachnical teams participate in order to bring it
into effect. The natural partners for such a process would be
the Andean Group, CAM and CARICM, which, in association with
ﬂnoﬂmmnbarcomtriesofhlﬂﬂmcapableotmwidﬁq
adecpate levels of apply of a mmber of pracucts to satisfy a
high proportion of the dewmand emanating fram the largest
cautriee in the region.

The fact that Brazil and Mexion, ard to a lesser extent
Argentina, which repwesent the largest countries in the region
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possess considerable control over their external trade and are
capable of decidedly influencing the origin and destination of
their imports and exports constitutes a major consideration,
Consequently, such capacity could help materialize those trade
flmmtigvmldinﬂmlwnmbemedbyﬂw

If the negotiations are to be initiated with the basic
ain of restoring and creating new trade flows, it will ke
necessary to alter measures which restrict this aim, It would
first of all be necessary to define integral projects for
negotiation and secondly, to identify precisely which measures
ocould ensure the viability of these trade flows., Such an
approach would be in perfect harmony with the propositions set
ot in the variocus political agreements and, moreover, would
be compatible with the flexibility characteristic of the 1980
Montevideo Treaty, should this be adopted as the micleus of a
series of regional negotiations. This would provide countries
vith a sufficiently broad frame of action, allowing them to
choose a combination of measures to quarantee the negotiations
as well as the trade flows on which agreements were to be
reached therein. The ad hoc adeption of the necessary measures
vauld minimize interference with national policies as well as
with goverrmental agreements with other countries or outside
bodies (GATT or IMF, for example).

In order to choose the products or groups of products
which would be covered by the proposed negotiations it is
necessary to set out a mumber of options. The main
osideration in determining the choice should be to ensure
fixed levels of trade together with a viable structure for
vedirectirng excharge.4/

In this way, it would be possible to cambine conditicns
of potential =suply and demand ensuring a specific
recrientation of trade. Such demand should in so far as
possible be satisfied by an expansion in exportable supply,
and efforts should be made to avoid a shrinkage in exports to
third-party countries. In addition, demand in the largest
countries should include products which the other countries in
the region expart to the rest of the world, since they offer a
degree of campetitiveness which would make it easier to bring
about the process.

2. Specific negotiating factors

In addition to being highly selective and concentrating cn the
most significant types of trade, reorientating exchange
towards Latin American and Carilbean suppliers should help to
solve a mmber of major problems in the region's external
trade. One of these oconcerns oummodities which are
experiencing a significant drop in demand and in prices. It
oonsecuently seems reasonable to satisfy as large a part as
possible of regional recquirements by creating a relatively
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stable market and lowering transport and insurarce costs. A
nuber of studies reveal the existence of considerable scope
for redirecting trade in these products. For example, in 1984,
according to figures provided by CECD,5/ countries in this
organization imported approximately US$ 26 billion worth of
goods from latin America and the Caribbean. At the same time
the region's imports of these same products reached
Us$ 2.5 billion. Agriciltural products, and in particular
purchases of soya bean and soya bean oil make up 80% of these
parchases; in 1984, these represented wore than
Us$ 1.2 billion. Purchases of meat, timber, leather and iron
ore are also significant. The regicn is a net exorter of
these products and consequently, it seems quite feasible to
omnsiderably lower its imports from outside ocounrtries,
Such imports constitute approximately 22% of total intra-
regional trade and avound 32% of trade between ATADI wember
countries,

A second major feature concems the utilization of the
States' purchasing power. Estimates made by the Institute for
Latin American Integration (INTAL) evaluate State imports in
1982 at an average of 40% of total external purchases.&/

stidies reveal that cut of the US$ 71 billion worth
of imports made by RAIADI member countries in that year,
parchases by State-owned entities constitute approximately
Us$ 29 billion. If imports of fuel (US$ 14.5 billion) and
agricultural products (US$S 5.5 billion) are excluded, there
remain approximately US$ 9 billion of which a high proportion
are manufactured goods. For a number of technical reasons it
is not possible to provide projections relating to recent
years, Nanetheless, these figures provide a rough estimate
from which it is possible to conclude that if such trade were
redirected towards regional supply it would have a significant
reactivating impact upon the productive sector.

A third problem concerms revival of the industrial
sector. The shrinkage both in demand and in the availability
of currency have had a marked impact upon this sector's
evolution, and consequently measures such as the above would
contribute towards easing its predicament. Reactivation in
this sector needs to be oconceived and designed so as to
improve opportunities for industry, so that their impact may
be of henafit to all countyies.

With regard to those countries in the region which

a more developed industrial sector, intra-regiomal
exports of mamufactured goods could provide an cpportunity for
intensifying and reunding off the process of industrialization
which has already taken place, particularly with xegard to
intermediate imputs for the marufacturing sector itself and
for thoee mamufacturing sectors which are closely linked to
it, as well as in capital goods, As far as thoee countries
wvith mediwm to low levels of industrial develogpment are
concerned, exports may enable them to specialize in those
amasinmiditheyalreadypossassomparativeadvantagssor
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in which it may be possible to bring swh advantages into
being on the basis of the most significant domestic dewand,
such as for example, mining, agriculture, fishing and other
basic sectors, or by directing mamfacturing productien
towards mass-produced consumer goods. So far, attempts in the
region to harmonize development with industrial activity have
left mach to be desired, but this in no way means that it is
not worthwhile and even necessary to strive to achieve this.
It should be remembered that the bhasis of the BEurcpean
Econcmic Commmnity was the Steel and Coal Commmity, which at
the time represented strategic sectors for oonsolidating
Purcpean  industrialization. Consequently, it would be
desirable to bring about co-ordination in those branches of
industry vhich are crucial for sustaining more autonomous and
dynamic growth in this sector. A clear and intense effort to
direct intra-regional trade flows in marufactured goods could
contrilte to achieving this,

Clearly, there is considerably more potential for exports
from the less-developed and smaller countries towards the rest
of the region than in the opposite direction, This may
restrict any attempt to expand intra-regional trade.
Consequently, as is the case in the majority of integraticon
treaties and in the various political agreemerts, it would be
necessary to specify special treatment for mediuwm-sized and
less developed countries.

Imbalances in trade are due to a variety of causes., The
heterogeneity of oountries' productive output, the varied
levels of development, the considerable importance of a mmber
of products, such as petroleum, for example, are same of the
reasons which acoont for countries having trade deficits or
surpluses within an integration system. It is necessary to
bear this in mind in preparing the negotiations to revive
reciprocal trade, in order to ensure that it does not hamper
the recovery of trade and the expansion of new trade flows,

The problem of imbalances is more significant in the case
of those products in which trade is protected by customg
preferences, which means that intra-regienal imports are more
costly than imports from outside comtries, Consequently, it
is desirable that a relative balance be attained in such
trade, at least in the medium term.

On the other hand, such merchandise trade as is carried
out on equal terms to those prevailing in the internaticnal
market will show similar imbalances to those which exist
between each individual country and the rest of the world., A
mmber of commodities provide excellemt examples. Increasing
regional supplies of oil, copper or wheat, etc., neither
increase nor reduce trade balances :f the transactions are at
intermational prices. The same hol.s: true for a mmber of
mamfacburedgoodsarﬂim;utsmichitmyfmntmetotﬁne
be possible to purchase within the region, to satisfy the
particular requirements of a country, and which are not
pmtectedbypneferentlaltradetermnwolvi:gmghercosts
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A fina]l feature of particular importance is the
necessarily multilateral manner in which the issue of the
trade balance mast be dealt with, since a bilateral approad

econonic characteristics of ocountries, 1t is
that certain disequilibria exist between a certain
them taken two by two, although such imbalances may
within a multilateral arrangement.
Itisinpossibletnmiwtradainisola

for a certain period of time. Particular attention was given
to this issue at the Iatin American Economic Confe
the Council of Ministers adopted a special resolutic
subject, although a solution has yet to be | fourd,
Consequently, it seems appropriate for the countries

this measure for financing trade to in

partic . 3
this, it is likely that solutions to problems of funding and
credit of a general nature will be cut of step with the
adoption of arrangements concerning trade., In order tp solve
the problem resulting therefrom it is vital that the heads
the central banks mearmhile contribute towards the p

of suitable formilas for increasing trade in the g

prevailing circumstances in the region. They

, A
urgent that a determined and systematic policy be pd
cperation, with different levels of intensity, so|as to
incorporate all of the oountries in Iatin America 2
Caribbean.
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II. THE SEARCH FOR MODES OF OCNVERGENCE EETWEEN
INTEGRATICN AND QO-OFERATICN

A. THE CONCEPTS OF INTEGRATION AND QO-OPERATION AND A
NUMEER OF AREAS OF DIVERGENCE

There are no byoadly accepted interpretations of the terms
integration and co-gperation; consequently, neither is there a
clearly marked border between these concepts. They frequently
appear to be synonymous. On other occasions, they signify
different approaches within a single process or set of
circmstances. For a mmber of people, co-cperation is the
antechamber of integration; such a relationship acknowledges a
degree of evolution as well as deqrees of or possibilities for
covergerce., For others, there is an opposition between both
omceptsarﬂhmmerfartheyarem@lored,theymyinmmy

. Etmlogicall apealdng Integration is the act and
mpactofinbagratmg, i.e., camleting by addition of parte

making up the parts which lack to make up a whole.
co—cperatim an the other hand, represents the act and
cmseqm:esofco—operatmg,ie.,ofmkmgtogeﬂnrwith
one or several others to achieve the same end,

The use made of these terms at the intermational level
reveals somewhat clearer distinctions, The ooncept of
integration is directly associated to external trade, and is
onfined to the legal norms laid down by GATT. Consequently,
it almost exclusively designates the concepts of free trade
area, custams undon or common market.

Broad uge is wade of the concept of co-cgperation by
the Council for Mutual Economic Assistance (CMEA). Prior
to 1971, this oonstituted the central feature of the process
oflhﬂcsmﬂintexdeperﬂemeptmnedinm:dartomﬁolidate
mitual econcmic relations. The adoption
the "Programme for deepening and improving collabaratim
and develcping socialist econamic integration" states that
when "co-operaticn in the economic, scientific and technical
spheres is intensified, integratio strides farward“.7/ In
other wards, co-operatimiscmwen‘.uaspartofancvezall
process of integraticn.

Broad and varying use is also made of the concept of
co-cperation in the international sphere. It constitutes a set
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of norms and principles which genherally regulates economic
relations between nations. With regard to 1links between
developed and developing countries, typical examples are norms
such as preferential temms of trade, non-discrimination and
official development assistance., Such measures are clearly
voluntary and their aims are not always met. Recent trends in
the international eoconcny have jecpardized a whole set of
principles which once were of considerable importance.

In particular, the concept of co-cperation has been
adopted within the framework of econamic relations between
developing countries., Econamic co-operation (ECD) and
technical co-operation (TCD) between these cauntries has
become an increasingly vital element for stimilating Seuth-
South relations. Such co-operation, which also extends to
cther developing regions, is not the concern of this article,
as the analysis has centred on intra-Iatin American relations
alone. Norlsthequestionofwhatislumas"had.sﬂmic
co-cperation® dealt with, as this is preferably fomented
within the framework of OAS. United States' participation
emdows this initiative with speclal features, different from
those which are the concern of this article.

As a starting point, it is necessary to focus attention
exclusively on the regional sphere and begin examining the
viability of greater convergence between the spheres of
inteqration and co-operation, so that both types of action may
as far as possible be directed at similar aims.
Simultanecusly, oreater inter-penetration and interaction
between the organizations active in each sphere is desirable..

Cohen and Roserthal 8/ have stated that "although so much
has been written on the subject of integration,
interpretations of what it implies are far from uniform". Thay
identify four simplified levels of definition, ranging from
"the total abolition of customs barriers between different
national economic units (the partial elimination of such
barriers would be only eccnomic ‘co—cperation')™ to “"the
unification of several econcmies in a single whole, with total
mobility of factors within this expanded econcmy, and total
unitication of policies under the direction of centralized
institutions". _

The authors conclude: "For the purpose of the present
note, any set of Jjoint activities, pramcted by ocemon
institutions, which raises the level of econonic
Me:depetﬂmmgagmzpofommtriesmaybemidered

integrating process. The degree of intensity of this
pmcesswillbeasgtaatoraslmtedasthembermmtnes
may desire".

In practice, in the region the concept of economic
integration has been associated with the corventional aims of
a free-trade zone, customs unjon or oommon market. The most
advanced stages involve a certain nmmber of supranaticnal
features which goverrments have usually been reluctant to
accept; when these have been partly accepted, they have been
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subject to tight restrictions. This is the case in the Central
American Common Market (CACM) or the Andean Group, which
possess a mmber of these features. In both cases, such
feabires were the outcome of the ewolution which they
underwent, and not the result of a deliberate initial degign.

Regardless of the supranational aspects, which are
themselves a ocumplex issue, there is no doubt that within
Latin Mmerica the concept of integraticn has alweys been
closely associatad with the expansion of markets ard
oconsequently with the abolition of tariffs and non~tariff
barriers, It is assumed that a unified economic zone would
make it possible to make full use of economies of scale with
the consecuentt increases in ocutput and productivity. Generally
speaking, it was thought that the creation of a broad market
struchre would, through free competition, provide a healthy
stimlus for the ecomemic development of the assocjated
ocountries, particularly in the industrial sector. It wvas thus
acoepted that the expanded market of the integrated countries,
and the free interplay of supply and demand would constitute
the most efficlent factors in the process of resource
allocation.

A marber of campensatory mechanisms were adopted by the
CAM and the Andean Group, such as the Régime for Industries
in Central 2American Integration and the Sectoral Prograrmes
for Industrial Developwent. These mechanisms, which acted at
the level of specific projects, were designed to act as a
camplement to the action of the market and facilitate equi-
table distribution of the benefits of integration. Regret-
tably, extremely limited use was made of these instruments,
and in both cases, with varying degrees of intensity, prefer-
ence was given to a commercial approach which finally became
the mogt characteristic feature of Latin American integratiom.

To sum up, integration plans centred their efforts on
designing and putting into practice all the necessary
mechanisms to facilitate the expansion of markets, such as the
removal of tariff and non-tariff barriers, a cammon external
tariff, compensatory payments systems, etc. It wasassumed that
this would spark off a gradual and cumlative preocess which
would bring about succesgive stages of increasing intensity,
Harmonization of oertain basic policies in the field of
external trade would make it possible to co-ordinate other
policies and in the long term culminate with the establishment
of subregional economic units.

This was at the root of the miniversal® vision of
integration and the implicit assumption that it would almost
automatically become a major factor in the conception and
execution of national policies or plans. Consequently, there
also arose an erronecus assunmption as to the irreversible
natuwre of the process. These visions as a whole helped
generate ewcessive epectations with regard to the progress
actually made, which, although signifwant remained
oonsiderably more modest.
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With varyiny degrees of importance and emphasis, this
view predominated within the region for a considerable peried
of time. It basically represented an imitative approach which,
to same degree, aimed at reproducing within Iatin America a
nmber of the institutional features of intermational
relations, principally between developed ocoumntries. Thus, for
example, the structure of the Montevideo Treaty by which ALAIC
vas set up, was particularly influenced by the norms of GATT.
In cother more advanced cases, the EEC provided a model.
However, the traditional approach merely facilitated the
veproduction of norms of a commercial nature. Sectoral
approaches, such as the Furopean Coal and Steel Cammnity
first, and the agricultural community second, were neither
considered nor correctly applied.

The tendency to identify integration amd free trade led
to a restrictive view of the potential of concerted regional
action, Econamic interdependence was alwost exclusively viewed
from the commercial viewpoint, and success or failure was
measured in temms of the evolution of reciprocal trade. In
many cases, it was forgotten that the direction of trade and
fluctuations in its level are the simultaneocus result of a
mmber of factors, and that the measures chosen to bring about
integration only affect scme of these, and not always the most
significant,

As a result of this conceptual inflexibility, several
initiatives, preferably of a sectoral nature, aimed at
increasing interdependence between countries were described as
being nothing more than co-cperation, In other words, the
orthodox view of integration assigned them a smaller role, as
they lacked "universal" character, In addition, this directly
called into aquestion oco-cperation itself, both from a
conceptual and an  instnumental angle. This erronecus
interpretation also led to assumptions as to the impossibility
of convergence between the two processes.

Practice revealed that the identificatien of imtegration
with free trade did not reflect the region's historical
political and economic reality. In so far as new and far-
reaching areas of turbulence appear every day in the
intermaticnal envirorment, and affect the regional setting,
such identification appears even more inadequate. The search
for new altermatives gives priority to the comcept of
co-operation, or otherwise to the concept of integration in a
far less conventional sense than in the past.

B. THE CRISIS OF INTEGRATION AND THE RISE
OF QO~OPERATICON?

The actual evolution of integration processes, viewed from the
above standpoint, began to reveal sharp contradictions shortly
after they began to nove towards the fulfillment of thejr
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respective aims., The benefits oftheprocass not shared
ot equitably: as was to be expected, the most developed
contries reaped most of the advantages. The less developed

countries had practically no supply of exportable goods, and
meqmtlymdm:ed.accesstoﬂnmmrm In its

Mrdsthea‘doftlnl%Os the crisis was

mwuserﬂeavcurmgtomsseuble,altermgitsmby
means of the Caracas Protocol. The oonflict between

struchure which was beginning te see light with the Andean
m‘

Towards the begimning of the 15708, awareness of the
crisis was sharpensd by external factors, The inconvertibility
of the dollar, the slack growth of intemational trade, the
rise in oil prices cawmtituted factors which among others
bagan to bring about substantive changes in established
internaticnal economic patterns and to have a negative impact
upen the regional economic outlock.

In a naber of cases, as pointed out by Rosenthal 8/ for
Certral 2America, the "crisis" of integration did not concern
so much the distance between aims and achievements as the
divergence hetween achievements and expectations,
Ciramstances were different in the case of other programmes.
Real crises broke cut --and still persist— undemmining the
conceptual cperating bases of integration. In a large mmber
of cases, these crises prevepted the instrumental measures
vhich would bring the broad market into being from reachirg
culmination; reversals even ccourred in the processas, and

which had been painstakingly achieved were
cancelled. The way was open for excessively bilateral flows
which, by definition, run couter to the type of
mﬂﬁhwalimiﬂwtmﬂnmtegratimmmidait
had besn attempted to oonstruct in ILatin America and the
caribbean

The roote of the crisis affectin: integration ave to be
fomdinits:lnabilityboadaptarﬂmspaﬂtomenew
circumstances affecting trends in the international
This is why countries gradually redirected their efforts

227



[ AP L A T

towards bilateral or sectoral arrangements, within a new
conceptual and instrumental framework closer to the more
traditional form of co-cperation.

Moreover, it must be recognized that, particularly during
the previous decade, the region faced an extraordinarily
ouplexsetofcimmtamesmidi,madditimtomfyhg
the political structure, creatad a highly hostile envircment
for the promotion of Iatin American interdependence. Powerful
political wmovements besed - .an the- dectrine of national
security, the adoption of mao~liberal models taken to their
extreme, and easy access to funds, directed goverrment --and
entrepreneurial— action alony dismetrically opposed paths to
those leading to regianal unity.

Te need to create and intensify regimmal
interdependence, both for political and economic reasons, "led
to the increasing popularity in I[atin America of a more
pragmatic approach to integration, which a mumber of authors
designated as "informal integration® or "integration by
projects®, which oocasionally rencunced the universal approach
and final aims, and replaced, or complemanted them, with joint
action in those areas of economic activity in which there was
soope for co-cperation between two or more countries. This
approach no doubt exerted oonsiderable influence over the
conception of SEIA, as well as that of ALADI.10/

It was in the energy sector that this new approach began
to take shape. The international envirament became
increasingly unsettled as a result of the problematic cutlook
for energy at the beginning of the last decade. Although the
Iatin American State Petrolem Enterprises Motual Add
Asscciation (ARPEL) had indeed been in existence since 1964,
the scale of the problem required a cumprehensive political
framework for concertation. The Lima Agreement, by which the
Iatin American Energy Organizaticn (CLADE) was set up, was
signed in November 1973 after speedy negotiations, and was
open to all sovereign States in Iatin America and the
caribbean who desired to join. Thus, an extreme interpretation
of subregionalism came to an end, ard a pluralist dialogus
begmmmingﬂnprﬁwipalpmblaaintlnem:gysactor

The change in canceptual approach was no easy matter.
VWhile the Lima Agqreement imtroduced a set of imnovative

measures in the regional sphere, the Agreement itself, and to
a mich greater extent OLADE's First Programme of Work, were
heavily influenced by conventional forms of integration. In
the short term, priority was given to the creation of a lLatin
American energy market and the establishment of a financial
organization to carry out projects in the energy field as well
as others directly comnected with energy. The organization's
functions included offsetting, on the Latin American market,
any eventual maladjustments resulting from the different
amounts of resources available,

_ The first major reorganization of the operational and
conceptual base of OLADE came to an erd in 1980, with the
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adoption of the San José Declaration, which established an
operational programme of work. This organization's experience
indicates that a considerable period of time was necessary
before settling upon the main gquidelines for developing co-
operation in the eneryy field.

Simltaneously, a mmber of mechanisms for co-operation
began to appear. 'nmezmltﬁndﬂulatinmicanmd
Caribhean Group of Sugar-Exporting Countries (GEPLACEA), the
Union of Banane-Bxporting COountries (UBEC) and the
Multinational Caribbean Shipping Line (MAMUCAR), which
constitute the ijmmediate backeround for the programme of
co-cperation established as part of SEIA's Action Comittee.
After 1975, these became reqular Iingtruments for promoting
co~operation. During SEIA's first five years of existence nine
committees were set up, cwvering a variety of major sectors.
Some of these culminated with the creation of a permanent and
autonomous co-cperation agency (in the case of fertilizers,.
the Ilatin American Miltinational Fertilizer
Corporation, MULTIFERT; in that of fishing, the lLatin American
Organization for the Development of Fishing, OLDEPESCA)}.
Others oompleted their activities after having partly
fulfilled their aims within a fixed term (Guatemala and
Nicaragua), In the case of other Comittees it proved
impoasible to establish a scund frameswork for co-operatiopn and
their activities proved fruitless, as in the case of food
sapplements,

The phase of review and the search for further
altematives culminated with the signing of the Mantevideo
Treaty in 1980, which established the Iatin American
Integratim Association (AIADI}. This Association concentrates

expanding trade between its wmembers. It has renounced
traditimalammadiesardopmadmemyfcramstyleor
form of integration, or more correctly, of trade co—cperation
in Iatin America.

C. CHARACTERISTICS AND QONDITICNS OF REGICMAL
CO-OPERATTION

Efforts to lhring about co~operation in latin America amnd
the Caribbean display a wide variety of experiences
covering a diversity of sectors and approaches. Naturally,
a nuber of initiatives have had satisfactory results,
others failed to mabire and sme proved negative. With
regard to co-cperation itself, crises also ocowrred in
expectations, as well as real crises and complex processes
of consolidation. It is far from easy to provide an overall
description of the broad range of experience; however,
it is possible to identify a mumber of requirements for
regional co-operation on the basis of the varicus attempts
so far made:
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a) The principles of equality, soversignty and
independence of States, of solidarity and non-intervention in
demestic matters, and of respect for the different political,
econcmic and social systems clearly oonstitute essential
factors for the success of a co-cperation programme.

b} A central aim for co-cperation is the provision of
assistance in the execution of given natiomal policies or
plans through the development of specific projects imvolving
two or more Iatin American oountries. . This implies
acknowledgement of the need for comon interests between

and a clear understanding that the pursuit of any
venture will lead to greater benefits ——or lower costs— if it
is carried out by concerted action between countries.

¢) Consequently, co-cperation has a camplementary role to
play with regard to national policies; i.e., it represents
only cne means of achieving the particular concrete aims, It
may be exparkled and intensified, provided oountries share
miltiple and specific common objectives. In its narrowest
sense, co-operation focuses countries' interests on a concrete
activity or project, which may even be of a temporary nature.
Co-cperation will expand and intensify as the mmber of joint
projects increases or if there exist broad areas for possible
concrete action within a given sector.

d) It seems desirable to make a clear distinction between
gsuch co-operation as exclusively links Latin American and
Caribbean oountries with one ancther and intermational
co—operation in a broader sense. This in no way prevents the
joint or concerted negotiation of different types of

with industrialized countries., Howewer, this form
of international negotiation must not be considered part of
regional co-operation as described here, but rather within the
context of international econamic relations.ll/

e) Institutional aspects operate at two interrelated
levels: the national and the multilateral. At the national
level, it is vital to identify and inwolve operational
partners who will carry out the damestic policies; this
ensures the maintenance of a direct link betwesn the agreement
{bilateral or miltilateral) and real requirements, as has been
clearly demonstrated by those co-cperative ventures which have
made most progress. At the multilateral lewvel, co-operation
may acquire various institutional forms, which will reflect
the type of agreement imvolved and also, to a relative degree,
the domestic structure of the participating countries.
Consequently, there is a considerable degree of variation,
vhich it is hard to incorperate into predetermined models.

e fheh 1o 4 sti;.lultam;ntthe than
Agreemant, which gave b to SEIA, tes more
two countries must sit on the Action Comittees, and
consequently automatically eliminates bilateral co—cperation.
It is most likely that this stipulation originated in the fear
of excessive bilateralism, Nevertheless, binational oo-
operation today constitutes an increasingly significant trend,
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particularly with regard to across-the-border co-operation.
Moreover, a mmber of major projects, for example, Itaip,
represent cases in which long-term econamic interdependence
has been establishad. The launching of this project has even
had an incidence upon the rate of development of Paraguay and
Brazil. Such ventures take place under the auspices of
intermational treaties which are in practice of a permanent
nature.

One characteristic of processes of regicnal co-operation
is that they address areas vhich are not normally included
within cawentional integration. programmes. In a nurnber of
cases, this has only taken place indirectly, when a given
sector has been subjected to norms of a general nature, as may
be the case of, for example, a liberalization programme.

In addition to acocounting for a significant difference
between inteqration and co-cperation, these considerations
also provide an explanation for the high level of dispersion
in "the field of co-operation. There is a tendency for each
initiative to act as specifically required by its sector or
field of action. A mmber of cammon approaches exist between
various initiatives, but these pursue separate paths as the
execution of a particular project develops.

Without attempting to draw up a typology of co-operation,
it is possible to distinguish between: )2/

a) Sectoral co-cperation, for example in the field of
transport and infrastructure, in energy, in joint exploitation
of natural resources, etc.

b) Entrepreneurial co-operation in the public and private
sectore, as in the case of the latin American Iron and Steel
Institute (JILAFA), ARPEL, the latin American Association of
Capital Goods Industries (ALABIC), etc.

c) "Punctional® co-cperation, for example in health (the
Hipdlite Inanue Agreement of the Andean Group), educaticn and
culture (the Andrés Bello Agreement).

d) Trade co-operation, for example through the Joint
pramotion of exports, co-ordination of imports, the
aestablistment of networks for the exhange of trade
information, and the organization of trade fairs and
exhibitions. Examples of this are UBEC and MULTIFERT.

e) Technological co-operation, in the form of initiatives
such as the latin American Technological Information Network
(RITLA), the Andean System for Technological Information
(SAIT), the production of enriched foodstuffs and, in gensral,
the andean Projects for Technological Davelapment (PADT) .

f) Political co-operation, in the form of joint stands
in defence of democracy and self-determination, and joint
action to put an end to wars or to avoid them (the Contadora

Trade co-cperation is closely 1linked +to action
characteristic of an integration proocess. However, it s
to point out that wajor instrumental differences

exist., Within trade co-operation therea is no question of using
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tariff policy as an owverall means of promoting trade nor as
the central axis of a specific process of resources
allocation. #hen tariff measures are adopted, they are of a
limited and temporary kind, with no global or miltilateral
pretentions. The pramotion of exports to outside countries was
the central activity of the Multinatiomal Banana Trading
Campany S.A. (OCMUNBANA). MULTIFERT channels considerable
volumes of fertilizer imports from international markets, and
should the enterprises which participate in the multinational
possess surpluses, these -are sold on the regional market
regardless of the existence of tariff or non-tariff barriers.

A common factor of these types of co-cperation is their
permanent nature, as they generally involve long-term or
endhring measures, Nevertheless, temporary forms of
co-cperation exist which may be particularly important: the
fact that co-operation is temporary is mo indication of its
relative importance, tut rather of the fact that it is linked
to the attaimment of predetarmined aims constituting the
co-operation programse being promoted. The San José Agreement
is one example of considerable political and  econamic
significance, and is exemplary of this type of co-cperation.
Under the terms of this international agreement, Mexico and
Venezuela assumed responsibility for supplying hydrocarbons to
countries in Central America and the Caribbean. In addition
they set up a financial department to help lighten the hurden
of payments for petroleum. This worthwhile initiative was
instigated in 1974 by Venezuela, ard when Mexico joined in
1980, the number of beneficiary countries was increased.l3/
The agreement is on an anmal basis and has been regularly
renewed, in spite of the readjustments which are taking
place on the petroleum market. The prevailing price trends
could lead to the introduction of major charges in this
agreement. In spite of this, it has to be yecognized that it
has played an extraordinarily significant role during a
critical period in both the regional and internmational
spheres, which has had a particularly serious impact upon the
petroleumm importing contries in the Caribbean and Central
America.

2n inherent feature of the legal and functional structure
of SEIA's Action Committees is their temporary nature.
Although in many cases the issues ocovered were far-rarging,
considerations of time made it necessary to focus attention
upen those areas in which there was greatest potential for
harmonious action. A nmuber of Committees adopted permanent
modes of co-operation covering almost all the aspects of the
original programme. This was the case of OLDEPESCA. In other
cases, the permanent aspect of co-operation merely represented
part of the original platform: MULTIFERT has taken over the
most important responsibilities of the Action Committee on
Fertilizers in +the commercial field, but excludes
consideration of production; the circmstances which prevailed
at the time made it impossible to identify opportanities for
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co-operation in the field of fertilizer mamufacture. However,
the issue may be raised again by countries at the opportune
moment.,

It mist be ephasized that permanent action in the field
of co-cperation requires the prior oconstitution of a
oonsistent system of interrelations, in order to
adequate long~term support. In other words, a high level of
coincidence is necessary between national and multinational
cbjectives, as well as systematic interaction between the day-
to-day activities of ocomtries and the co-cperation
organization together with ample participation on the part of
the national cperational agents.

If the present oatlook for co-cperation is considered, it
is clearly apparent that the absence of any of the above
central requirements will lead to the process being left in
abeyatneorfailingtopmducetheplamadmﬂts.mﬂ:e

; if these conditions are fully met, co-cperation will
be most effective and is capable of relatively self-sufficient
development, notwithstanding the occasicnal slump.

We are not aware of any systematic presentation of
gignificant experience allowing alternative paths for present
or future co-cperation efforts to be plotted. Nor does there
seem to exist any irventory of initiatives which, for a
variety of reasons, failed to materialize, nor a list of the
reascns why other projects failed to sufficiently mature. At
the same time, before the FPanama Agreament came into
operation, steps towards co-operation lacked a protective
legal and institutiopal framework which would also ensure
their dissemination and provide them with miltilateral
features even thouch they concernad action restricted to a few
or even two cowurtries, Cnoe SEIA came into operation,
ocountries were theoretically obliged to channel their
initiatives through this organization. As this has cnly been
partly the case, co—operation has remained extremely
spontansous ard generally speaking bilateral, making it
difficult to systematize experiences (be they satisfactory or
unsatisfactory), or to fament further action and lay down
minimm guidelines for co-ordination between co-operation
organizations as well as between these and integration

Iatin America and the Caribbean are far from possessing a
coherent and sound co-cperation policy which would ensure
raximization of the benefits deriving from the various
initiatives taken over time.

It would be possible for a policy of co-operation to
endeavour to interlink the many projects in operation and, in
general, to draw the full benefits from the principal
experiences recorded. In addressing the concept of a regional
policy for co-cperation it seems first of all necessary to

ryt'mtthexeismquestimofrestrictamnatioral
initiatives by incorporating them inmto particular legal and
institutional plans. Secondly, neither there is any question
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of establishing a ocentralized legal code establishing
campulsory steps which in many cases are merely formal and
vhich, moreover, may even distort certain projects. On the
cmt:aryapolicyofregimalcc—cperatim—at least in its
initial stages~~ should attempt to clarify the various
initiatives, maintain an up-to-date register of projects
m]d.ngitpoesjblatogatharemperim facilitate a variety
of forms of collakoration by reinforcing the action of each
organization and avolding the duplication of efforts?
esteblish or strengthen bodies to promote further action and
in general, endeavour to render the process as efficient and
operational as possible,

The keystone of the system ocould be provided Ly the
platform for co-operation which countries adept periodically
within the framework of SEIA, Within the medium term, this
should constitute a regional goal and remain so in spite of
the fact that this institution's 10 years of experience have
revealed the difficulties of putting this idea into practice.

Potential at the subregional level is another matter and will
be examined below.

The specific feabtures of each co~operation initiative
ocotain considerable diversity. This dispersion leads to each
isolated co-operation activity remaining in a tight circle, as
a result of tco proenounced and excessive a sectoral outlook,
vhich frequently makes it iwpossible to carry out an
appropriate regional assessment of the progress made or the
difficulties encountered. Without losing sight of the specific
nature of co-cperation, it seems logical to move, when so
recuired, towards a new ocutlook seeking a breader framework
arﬂattarptmgtopmjectarﬂputmtopracticeanintensive
process of intra-latin American co-crdination.

These cbservations are of particular importance in the
cagse of bilateral co-operation. A large rmmber of initiatives
between any two countries, particularly in certain frontier
areas have mot been integrated imto a specifically regional
aurtlook. They frequently facilitate trade, directly increase

a mmber of cases possess clear
pctentialforbein;resmmmea, and expanded to a trilateral
or even miltilateral level. However, their bilateral character
excludes tham from broader processes, and they seem to lay
cutside the desired pattern of regional interrelation.

D. SCME EXPERIENCE OF CO-OPERATICN

1. Selected cases

Five concrete exanmples of co-operation are presented below.
They were selected as they represent experience in different
fields and possess oonsiderable potential for stimulating
initiatives with the same aime or derived therefrowm. In
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addition, they constitute examples of the broad thematic and
instrumental spectrum of regional co-operaticn and of the

approaches which may be adopted therein,
a) Co-cperation in the ruclear enerqy sector

The strategic importance of the peaceful use and military
applications of this sector is well ¥nown. Its considerable
impact in the scientific, technological and economic fields
influences a variety of activities.

Develocpment of nuclear energy requires heavy investment
ard access to techmologies which are clesely protected by
developed omuntries or which they sell only under extremely
restrictive conditions. There is a clear monopolistic trend
restricting the possibility for the majority of countries in
the regioh to acquire this type of knowledge. Consequently,
ane particularly important goal for the oountries of the
region with an interest in this area is the attaimment of a
fairly autonomous level of technological develomment, which,
for the reasons given above, will cnly prove feasible within a
sound framework of regional co-operation.

Oonsequently, oonsiderations of a political amd
gecgraphical nature are of particular significance. Border
disputes and in general relations between States require that
the issue be addressed with particular care. The bilateral ard
miltilateral efforts underway in the region and the aims

achieved, reveal the potential for progresg in
particularly important and sensitive areas, once rigid
geapolitical comvepts have been set aside.

The recent Declaration by the Presidents of Argentina and
Brazil on muclear energy (Iguazi, Rovember 1985) which
considers expanding co-operaticn to other Iatin american
camtries amd secking means of ensuring the region's concern
with peace, seouwrity and development, coonstitutes a
particularly important step forward.

The most important peaceful use of nuclear energy is for
the generation of electricity in rmuclear power plants, and its
development has led to the establistment of a set of
interlinked activities. These essentially oconcexrn the
ramufacture, construction and operation of muclear power
plants, the production of miclear fuel together with a mumber
of complementary features of this set of activities., The

use of muaclear energy has diversified and spread into
new fislds, thereky increasing its tedhimological and economic
significance

Local oonstruction of muclear power plants requires
active participation on the part of the cowentional
electrical, mechanical and metallurgical sectors, which must
carry out the necessary modernization in order to provide

z:aquiring camplex techrologies and stringent quality
This. progress in turn overspills into more
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traditional areas, such as that providing equi;merrt for the
food industry, the chemical industry, forgmg and welding
large camponents, special non-destructive tests, control
instruments for industries, processes and others, as a result
of which the impact of the techmological development
associated with the miclear industry affects many other areas
of productive activity.

Anbtonamous  techyological development in the miclear
energy field involves the solution of extremely complex
scientific problems involving considerable risks and
consequently requires considerable investments in terms of
financial, human and mwaterial resources, far in excess of
those at present available in the vast majority of countries
in Iatin America and the Caribbean. If priority is given to
the peaceful use of muclear energy, it becomes vital to foster
concerted efforts between a mumber of countries in the region
in order to strive to attain autonomy both in so far as
manufacturing capacity is concermed and with regard to the
develogment of autonomous technologies, in view of the
international moncpoly which the developed countries possess
in this area.

Nuclear co-cperation in the region was stimulated by the
rise in the price of hydrocarbons. On the basis of the
capacity of Argentina and Brazil, a mmber of forms of
bilateral co—operation began to develop or to intensify. These
have contimied to progress in spite of the overall
difficulties affecting relations between certain comntries.
The case of Argentina and Chile is particularly significant,
as the co-¢peration agreements remained in force even during
the periods of greatest border tension.

The Programe of Co-cperative Regional Arrangements for
promoting muclear science and techmology in latin America
(BRCAL), oconstitutes the first attempt at multilateral
co-operation in the sector. It arcse from an initiative within
the Andean Group designed to bring about greater development
in the melear field through co-cperation. Subsequently,

, Brazil, Chile, Paraguay, Uruguay and Guatemala,
which had been participating as observers, became member
States. In addition, at the present time Cuba, Costa Rica and
Mexico are dbeervers.

Anmial co-ordinating meetings at which information is
also exchanged take place within the framework of ARCAL. In
1984 it was agreed to develop further initiatives relating to
radiation protection, muclear analytical techniques, the use
of reactors, the radiation treatment of foodstuffs, etc, In
1985, plans were approved to carry out the first projects over
a period of five years.

ARCAI, has completed its organizational phase and is
progressing towards the execution of concrete projects, on the
basis of complementary uses of resources and knowledge, The

ienably relies on the support granted by
Argmtina and Brazil, which have attained high levels of
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technological development in the sector and consequently, are
in a position to provide the technical backing required by the
programne. The region is meking the first tentative steps
towards a major programee of scientific and technical
collaboraticn in an area of particular importance. This effort
mist be extended to the broad area of joint aims which the
region pursues. If this initiative isg' incorporated therein, it
cmld Jead to an intensification of muclear co-cperation,
setthmgitatﬂnsezviceofatdmlemngaofregianlneeds

At the bilateral level, the active role played by
Argentina, midxposaessestheappmpriatsmfrastmcmre
wellasagmtsmthvarimstatmmricanmmriesis
particularly noteworthy. Agreements are in force with Brazil,
Chile and Peru.

The Argentine National Atomic Energy Commission (QHEA)
was established in 1950. From the beginning it was clearly
realized that if the sector was to develop it was necessary to
achieve a certain degree of technological autoncmy, both for
the sake of the technology itself and in view of the
particular conditions affecting technology transfers in this
sector. The Comission has almost ocontimually pursued an
approach cloeely in line with the above, inwvolving a clearly
defined policy of pursuing openings in Latin America, by means
of training ocourses, seminars and, in general, the
dissemination of its experience. The CNEA has achieved a high
technological 1level which provides a foundation for the
bilateral and maltilateral co-operation pursued Iy Argentina.

Nuclear co-operation between Argentina and PBrazil has
been on the increase, particularly in recent years. Inter—
institational agreements are in force allowing for Jjoint
activities in the field of experimental physics, the exchange
of information and of specialists. Since 1980, comeercial
operations have bequn in the field of zirconium alloy tukes,
rental of uranium concentrates and the supply of reactor
elements.

. The recent Declaration on Nuclear Folicy signed by
Presidents R. Alfonsin and J. Sarmey (November 1985) expresses
the hope that binational co-operation in the field of the
peaceful uses of atomic energy will be extended to other Latin
American comtries, Consequently, it was agreed to establish
working parties, under the supervision of both goverrments and
composed  of representatives of the respective miclear
enterprises, in order to promote technological and muclear
development as well as the creation of mechanisms to protect
the imnterests of peace, security and development in the

ion,
= on between Argentina and Peru is centred on the
activities of the Huarangal Froject ‘tose aim is to build a
mlear research centre. Argentina las provided technical
nowlerdkre and has directly participated in the construction of
the reactor. This co-cperation makes the broadest possible use
of Peruvian entrepreneurial capacity. Argentine entexprises
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are also participating in the project, generally in
association with or in an advisory capacity to local firms.

Co~¢cperation Detween Argentina and Chile includes
horizontal co-cperation, the exchange of specialists,
technical training, agreements on radicisotopes and muclear
fuels, industrial applications as well as collaboration in the
field of rclesr medicine. Co-operation began in 1876 ard in
1984 was extended to cover the supply of fuel elements. Under
the terms of this agreement, Argentina guarantees priority to
¢hile in the supply of enriched uranium.

The three examples of bilateral co-operaticn briefly set
out above reveal a considerable mmber of joint activities in

a sector of particular importance. Intensification of the
miltilateral patterns established by ARCAL and the expansion
of bilateral relations shald help to extend the present bases
for operations within this type of oco-cperation. Its
projection into the regional sphere is of particular
importance in view of its major scientific, technological and
econcmic impact.,

b) The Iatin American Association of Capital Goods
Industries (AIABIC)

Imports of capital goods into latin America rose fram
US$ 4 834 to US$ 27 618 million between 1971 amd 1981. Merely
US$ 1 540 million (little more than 7% of the total) were fram
the region itself.

A mmber of jnvestigations have revealed that many
cortries in the region, including medium-sized ard even a
mmber of small oountries possess installed capacity and
technical skills capable of =atisfying all or part of the
demand for imported equipment.

It has also been demonstrated that the region's
industrial capacity has not been properly divulged; that in
major areas there is virtually no ciroulation of information
between enterprises in different coumtries and finally, that
there is often even considerable ignorance of national

. This is particularly notorious in a mmber of
medium-sized ocountries. One of the oonsequencas of this
situation is the failure to seize the opportunities which
appear for joint production ventures.

Finally, there is an outstanding tendency to use
traditional sources of supply in the developed countries. This
trend exists even when external supply offers no particular
financial advantages.

In these circumstances, a group of entrepreneurs begah to
seek ways of generating effective reciprocal support to
facilitate their operations and provide the potential

with guarantees based on their oollective
experience. This led to the establishment of AIABIC whose
fundamental aims are to promote the development of the
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of Latin American enterprises irvolved in the design and the
marufacture of capital goods.

In oxder to achieve these aims it will be principally

: 1) promote increasing participation on the part

i

firme in geeking solutions to the financial problems affecting
activities; and lv) irstigataamtaimdofforttoredme
dependence on outside engineer

Special mention should be made of the agreemernt to
oco~axdinate the action of the associated enterprises, in order
that the experience, technical development and capacitiss of

This is the most characteristic feabmre of the
organization. It establishes a gquiding principle for joint
action and may become a factor to galvanize coammon action amd
facilitate the use of local and regional sources of supply.

proves

operational links with other efforts taking place in the
sector. Fram this viewpoint, in addition to reinforcing its
action, it appears important for it to seek operational
methods allowirygy it to make use of the capacity of integration
organizations, development banks (CAF, CABEI, CDB) arxd other
co~gperation bodies through joint action, making use of the
various instruments available to the institutions in order to
ensure the viability of its aims and projects.

¢) Amazon Co—operation Tyeaty

The Amazon Co-~cperation Treaty 14/ 1s an agreement of a
general kind, It contains a platform wade up of long~term
concepts vwhich provides major definitions of principles ard
opens the way to a series of options and different courses of
action. Consequently, its true nature and scope will emerge
frunﬂtemyinmldl it is applied.l5/

The principles embodied in the Treaty essentially
constitute a reassertion of the rights and responsibilities of
each ocountry over its respective mazonian areas. They
constitiite a clear latin American response to any further
attempt at internaticnalization or future foreign intervention
in and utilization of this vast area. Similarly, the Treaty
attempts to fully integrate these territories into the
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respective development plans, in accordarce with the
priorities and aspiretions of each participatmg nation.
Consequently, bilateral or miltilateral co-operation must play
a role in providing help and assistance for the efforts made
by each country to explore and conserve these resources,

The central elements of the Treaty are of an eminently
political character. In addition to the features mentioned
above it should be added that promoting and organizing a
contimious and long-term process of rapprochement, contact and
negotiation between the parties constitutes an undeniable step
forward, not only in view of the pronounced heterogeneity and
econamic importance of the participants, but also in view of
the undenied and well-known border disputes which exist. These

became sharper at the beginning of 1981 as a result of the
conflict between Ecuador and Peru, and remain subject to
varying tension, as a result of, ameng other factors, the
dispute between Guayana and Venezuela.

In conjunction with the seriocus economic and financial
difficulties which the participating countries face, these
conflicts have delayed the effective application of the
Treaty. In addition, the pronounced imbalances between the
countries, their different geographical areas and disparity of
interests constitute a set of major restrictions which it will
be orly possible to overcome in the long term and within an
extrenely flexible framework based upon total respect and
support for the policies which each country, acting in a
sovereign marmer, desires to promote within the Treaty. Future

are therefore a fundamental element in assessing the
significance and scope of the Treaty.

Yy, within the medium term two fields of action
appear to deserve priority. The first of these concerns co-
operation in the field of exploration research, technological
development and training of human rescurces required in order
to face the political, ecornvmic, scientific and administrative
challenge involved in expleiting the enormous resources
contained in the 2mazon region. This implies an awareness of
the delicate ecological balance existing in the area on which
irreversible damage may be inflicted.

A second area of particular interest concems development
of the transport and ocommunications infrastructure and
improvement of services. The impact of co-operation in this
area has uncuestioned repercussions as a result of the
existing croes-frontier oconnections and the variety of
pessibilities they offer.

During this initial stage of the Treaty's application,
limited progress has been made in both areas. A mmber of
actions characteristic of a nascent process of horizontal
technical co-operation have been undertaken. In many cases
they have taken place within the multilateral framework
provided by the Treaty. Nevertheless, they have primarily been
brought about thanks to bilateral arrangements. The Treaty
even provides for this, and explicitly acknowledges -——for
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owious geographical reasons—— that bilateral factors will be
of considerable importance in the action undertaken.

Although the outlook and action of the Treaty covers the
long temm —-it is of indefinite duration--, the limited nature
of the achievements made during its first years is a source of
concern, Clearly, these do not correspond to the inherent
poterntial of resources in the Amazon area. A mmber of
] factors have already been mentioned. A further
significant factor is the absence of a Secretariat with the
capacity to formilate proposals and became an element capeble
of inspiring and stimulating co-operation. From this angle it
is clearly possible to identify a weakness which may unduly
prolong the period necessary for this major initiative to
mature. The idea of a pro-tempore secretariat, occupied in
turm by the various foreign ministries, to =some extent
reflects the spirit of the Treaty, but nonetheless indicates a
disturbing institutional weakness.

Finally, it is wortlmpile stressing two factors which
appear to be central. The Treaty, together with all the
activities in the geographical area it covers grants
preference to a long-term approach. However, in order to reap
benefits in the future it is necessary to intensify and
rapidly progress in the process of present—day co-operation.

The second fundamental factor is that it seems
unadvisable to contimue eyamining the problems of the Amazon
in isclation from other initiatives designed to underpin Iatin
Americen interdependence. The links which have been forged
between Andean countries and members of ALADI as well as with
other Latin American member nations of SEIA, open the way to
joint action and initiatives which could prove to have
unsuspected potential., Naturally, there is no question of

the autonomy of the Amazon countries with regard to
their central cbjective. Nor is it claimed that the other
coamtries in the region should have even indirect access to
the exploitation of these rescurces. It is merely suggested
that if relations between the 2mazon countries are considered
within a regional oconmtext, it is quite likely that a variety
of sources of co—¢peration will appear capable of becoming
wajor factors in the process of creating and intemsifying the
reciprocal relations necessary to attain regional unity over
the lorxy term.

From this viewpoimt, if the Executive Secretariat of
AIADI and the Board of the Cartagena Agrecment were for
example to make a determined comitment to intensifying co-
cperation in general and such co-operation as omuld be
developed within the Amazon Co-cperation Treaty in particular,
they could provide the appropriate technical support to the
pro-tempere secretariat. This would constitute a step towards
linking this form of co-operation with other projects
undertaken by these organizations. Tt would also make it
possible to partially offset the lack of coptimiity with
regard to these initiatives which is occasionally apparent at
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level, enabling them to become incentives for
tl'seslgzmmgofcttherjntergoven-nmtalagreaents

d) Andean Reserve FPund (FAR)

FAR 16/ provides a particular exawple of a type of
financial co-cperation developed within an integration plan.
It wvas designed to asaist the mewber countries of the Andean
Group in solving their glcbal balance-~of-payments deficit, to
improve the liquidity of investment and of intermaticnal
reserves and to help harmonize exchange, monetary and
financial policies within the framework of the Cartagena

1/

It is clearly apparent that the Fund ocovers a far broader
range of activities than those directly linked with intra-
subregional trade. This is merely one factor taken into
consideration in addressing the demand for credit formilated
by countries.,

In spite of the adverse financial ciramstances affecting
Andean countries, FAR has gradually established itself and
proved capable of extending the socope of its activities. In
turn, the Andean countries have worked jointly in a
satisfactory manner which has increased confidence in this
instrument. This is clearly illustrated by the evolution of
itz paid-in capital. This was initially US$ 240 million and
then rose as a result of successive increases to
Us$ 357.5 million towards the middle of 1985, with a total
capital of US$ 437.8 million., These increases are in line with
the policy of maintaining the level of capital in real terms
by periodically capitalizing part of the profits and gradually
increaging ordinary reserves so as to increase the ratio of
paid-in capital against reserves to a minimum 10%.

'Ihecreditgrantedinsupportofthebalameofpaynmts
reached US$ 450.5 million in 1985, representing an increase in
the region of US$ 100 million over the previous year. Most of
this credit was granted to Qolombia =--US$ 229 million——, for
payment in 12 consecutive quarterly payments starting in 198s.
Nevertheless, Oolambia was able to pay off this loan in full
at the begimning of that year. This is of particular
significance if it is borme in mingd, that, in financial terms,
credit granted by FAR is considerably cheaper than that
granted by international banks and consequently reflects a
desire to give pricrity to strengthening the FRud in
preference to other financial cammitments.

The issue of securities, known as Andean Pesos, provides
ancther significant example of the activities of FAR. In
December 1984, the Board authorized the issus of this paper
for use as a means of payment between the central banks of the
menber courtries and by other authorized bearers (JUNAC, CAF
and the Andean Parliament). Andean Pesos may be used for any
kind of payment, if both parties agree. They are automatically
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accepted in payment for trade balances between the Andean
contries and within AIADI's system of payments ard
compensation. The mechanism operates as an autamatically
renewed credit and constitutes a net increase in regional

liquidity on the basis of an issue made by the Rund, During
1985 its use was limited, which explains why FAR authorities

gmta]d:qammberofmeasumstoexterﬂarﬂstimﬂate
ts use,

FAR has recently bequm to participate in renegotiation of

Bolivia's external debt, providing technical and financial
suypport. This participation is of particular importance in
that it irvolves direct collaboration with a member country in
its relations with the IMF, the World Bank and intermational
banks.
FAR is a orelatively mediumsized institution in
comparison with the scale of the balance-of-payments problems
facing countries; nevertheless, it possesses the necessary
guarantees, adaquate management capacity as well as clear
sypport from the central banks of the member countries,
_ The Iatin American Econcmic Conference recammended to
AIADI that, in ocmnjunction with other regicnal financial
bodies it should as soon as poesible present a study into the
possibility of establishing a Reserve Furd to finance balance-
of-payments disecuilibria, FAR could play a major role in this
respect, as it vepresents a satisfactory example of regional
financial ion with uncuestioned potential for
extension, either directly or indirectly, to either other
areas of finance or other comtries in Latin America and the
mimll

Following seven years of joint activity within the Action
Committee on Sea and Fresh Water Produce of SELA,18/ the
participating coumtries decided to establish a permanent
organization responsible for stimulating the development of
fisheries in the region by means of intra-regional
co-gperation in the sector.

The activities carriad out by the Committee first of all
revealed the need for the countries of ILatin America amd the
Carikbean to jointly face the problems affecting the fisheries
sector in order to satisfactorily meet food requirvements and
the imperatives imposed by the Iaw of the Sea ard the Strategy
tor Fisheries Management and Develcpment adopted by the World
Conference on Fisheries Management and Development held by FaD
in June 1984.

Secondly, these activities revealed the striking degree
of miltilateralism in the sector. The majority of projects or
initiatives undertaken revealed a real possibility for duly
supported joint actions, providing broad soope for the
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intensification of a process which has proved particularly
dynamic from its very beginning.

A third factor of oonsiderable importance for
co~cperation in general arises from the working arrangements
vhich were established at the very begimning of the process.
This concerns the degp involvement of goverrment experts or
country's research institutions in the various projects or
initiatives, This has generally ensured considerable
corvergence between co-operation programmes and national
plans, thereby guaranteeing an independent process of
evolution. Hardly any changes have been made to the programme

of work since the Committee began operating. It consequently
deals with the main preoccupations of the countries who
initiated this form of co-cperation.

OLDEFESCA arose out of the need for regional co-operation
and was able to make use of the work which had already been
carried out thanks to a preparatory process and to contime it
into the future in accordance vith the quidelines laid down by
the countries themselves, In spite of the progress made and
the&greeofcmsolidatlmmw,progmssmtm
evolution of the committee towards a more permanent

organization has been oonsifierably slower and more arduous

than anticipated. In practice, although a transition mechanism
exists, ocomntries have diminished their degree of

participaﬁmardthearganimtimhashwmlessd;mamic Xt
is probable that the requirement ‘For legislative ratification
in order to enter the Organization is aone factor which to a
larye extent explains this lower level of activity.

At the purely regional level, OIDEPESCA maintains close
links with AIADI and to a lesser extent with the Permanent
Commission for the Conservation and Exploitation of the
Maritime Resources of thg South Pacific (CPPS). Together with
AIADI, the organization has been examining the desirability of
establishingamercial fisheries agreement --in the form of

partial agreament—, which preposes two basic types of
actim On the one hand,  incressing imtra-regional trade in
fisheries products, 80 as to raise low-cost and reliable
regional supply; this would directly lead to the properly
ed replacement of supplies from outside countries by
Iatin American supplies.  In addition, an attempt is being
made to agree on common positions in international warkets so
as to maintain and as far as possible improve the present
terms of acoess to markets, improve price levels and generally
fament a gradual ratialalizatim of e.xports to intermational
markets by increased participation in chamnels of
comrercialization,

Contacts with the (PPS are of more recent date. The
countries gave an express mandate for the establishment of a
working party in order to prepare a regional agreement on tuna
fish. This agresment, which is in its preparatory stage, would
be designed to establish norms and regulations to cover
fishing of this major rescurce:
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In spite of the difficulties which OIDEPESCA is
experiencing, there is no doubt that regional co-operation in
this sector has proved its viability and focused the attention
of governments. If these efforts are to be intensified, it is
first of all necessary for the countries which helong to the
Committee and other important countries on the Atlantic
seaboard to Jjoin. Argentina has already expressed its
intention to do so. Secondly, a further stimlus would be
provided by an intensification of the organization's relations
with integration programmes. The trade agreement, which
attempts are beiny made to establish as part of AILADI,

a step in the right direction. Similar initiatives
oould be taken within CARIOUM, the CACM ard the Andean Group.
Such a diversification of action within a relatively disparate

ical area does not involve major changes in the

geographi
organization's programmes of work as such changes are already
mderway.

2. Experience of a general nature

Generally speaking, the process of regicnal co~operation is
asmociated with institutions such as the Iatin Awerican Energy
Organization (OIRDE), the Grouwp of latin American and
Caribbean Sugar Ewporting Coumtries (GEPLACEZ), and the Union
of Banana Exporting Countries (UBEC), etc. For the purposes of
this study, an attempt will be made merely to specify the role
played by institutions of this type in the proocess of
co-cperation and promotion of reglonal interdependence and an
attempt will also be made to provide an outline of their
relations with national sectoral policies. To this end, there
follows an examination of a mumber of common features of a
general nature, which may be drawn fram the mamner in which

The first common factor is the close correlation between
the evolution of ooeoperation and intermational ciraumstances
as well as those prevailing on certain specific markets. 2n
increase in the activity and even an intensification of the
evolution of these crganizations is deeply influenced by these
ciraumstances. GEPIACEA has traditionally co-ordinated the
Iatin American position in negotiations to renew or modify the
International Sugar Agreement. Such co-ordination in fact
constitutes a priority issue in the group'’s programme of
activities. In cther cases, such as that of OLADE, activity
also appears particularly intense at times of conflict
within the hydrocarbon market. This indicates that the
external variable would seem to operate as a stimlus to
regional solidarity and consequently to co—operation itself.
This holds true, although to a lesser extent, in the case of
OLDEPESCA.

Fram this viewpoint and under present circmstances the
sectoral policies of participating countries do not seem to be
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the only determining factor in the co-operation process, which
may help to explain a mmber of periods during which joint
action has been at a standstill.

Another fairly common feature of these organizations is
the stress laid on horizontal technical co-cperation. In all
cases and with varying degrees of intensity, programes have
been organized in this area. These have led to a mumber of
fairly significant achievements, among which is the
intensification of reciprocal knowledge among countries
which directly helps to broaden the very foundations of
co-operation. This is particularly true when national experts
belonging to different subregional groups are involved and
whose contacts are, for various reasons, usually restricted to
direct contacts within their own field.

As far as the process of Latin American interdependence
is concerned, horizontal technical co-operation may be likened
totheomweptofseedcapltal This means that it produces
often intangible results which gradually increase the
achievements of co-operation by interconnecting operational
agents in different countries. The exchange of information and
knowledge in specific areas establishes links between national
policies thereby facilitating their comnection to miltilateral
prograrmes and strengthening co-operation itself. Restricting
or failing to take advantage of this type of opportunity
chviously weakens both the process of oco-operation ard
reciprocal links between countries.

Generally speaking, oo-operation organizations have
lacked the capacity to ensure the participation of all
countries interested in a particular sphere and in a position
to take a share in joint ventures. GEFIACEA is the
organization with the most fully developed regional vocation,
as 23 latin Amerjcan and Carilbean sugar-exporting countries
belong to it, thereby ensuring that it is fully
representative, A broadly representative group of countries
also belong to OLADE. The gecgraphical scope of the ramaining
organizations is rather limited. MNeither Ecuador nor Brazil
have ever belanged to the Union of Banana Exporting Countries
(UBEC) . While c¢lose contacts exist with Ecuador, it has to be
recognized that the main exporter does not belong to the
Union. OLDEPESCA has failed to persuade any of the Atlantic
seaboard countries or Colambia to join. It should be borme in
mind that mention has only been made of the most important
camtries in the sector.

These cbservations indicate that regional efforts suffer

from a high degree of dispersion or a pronounced lack of
cohesion. They may also reflect the fact that the programme of
activities of particular co-operation programes doss not
coincide with the sectoral interests and priorities of the
wajority of countries in the region.

There is no question of claiming that it is necessary for
all countries in Iatin America and the Caribbean to belong to
a co-operation programme in order for it to prove cperatiocnal.
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'Ihiswmldbemdimctomtxadictimwimthevezymtumof
such programmes. Nevertheless it is necessary to assert the
desirability of a minimm foundation capable of prm.dirq
satisfactory and efficient support for such programmes.
wortiwhile attmttoraglmalizeaco-operationstmldbegm
by examining the way in which countries organize their

tion. This requires assessments designed to adjust -
and alter the respective programmes of activities so that
they may be satisfactorily harwonized with naticmal plans,
with the political and operational decisions taken by all
participants as well as with a permanent system for promoting
oo~cperation.

Aether compon feature is the lack of resources and
limited executive capacity of the technical secretariats of
the majority of organizations, who tend to give priority to
administrative aspects. This operational weakness leaves
limited opportunity for seeking elemerts of co—operation with
the desired incidence and potential. In order to organize a
technically viable and politically attractive programme of
activities, a period of preparation iz necessary as well as
intense consultation with those national institutions which
will be imvolved, so as to ensure satisfactory correlation
between national policies and co-cperation programmes,
Considerable support on the part of countries is necessary if
these programmes are to be carried out, but it is necessary to
bear in mind that the evolution of processes is facilitated by
the existence of secretariats possessing minimm capacity and
resources

In addition, institutional aspects may be of decisive
importance to a munber of processes. Thus, the creation of the
Council of Ministers of OLADE (six Ministers belong, it covers
a large geographical area and holds highly operational
quarterly meetings) made it possible to advance with
swrprising speed and facilitated the preparation, adoption amd
bringing into operation of major projects such as the latin
American Programme for Energy Co-operation (PLACE).

Co-cperation is not a process which takes place
spontanecusly. A mmber of focal points capable of initiatirg
co—operatamareneoessaryifltswrsultistoprwe
feasible. Among these, institutional aspects are of particular

since, among other things, they allow miltilateral
to be harmmzad with pational programmes.

Despite the progress made at the instrumental and
political levels, the conceptual and operational problem
remaing a source of precccupation. As has been pointed out
above, each organization seeks to achieve the greatest degree
of autoncmy possible. There is no shortage of examples to
ocomfirm that it is often far more efficient to pursue joint
A peration has in prackice been 1oft in e badkgroumd,
co~-operation has in practice been le

On the contrary, stresssmuldbelaidmthesharirgof
efforts, giving priority to the wost efficient altemative,
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promoting reciprocal support and ensuring the process is as
operational and miltilateral as possible.

In cther words, it would be desirable to define amd
foment a new approach to processes of Iatin American

in order to amalgamate efferts, conbiné and
miltiply capacity, link together initiatives of all kinds and
produce a new operational framework for tion and
co-cperation,

A further dimension of co-cperation arises from
entreprenarial agreements, be these public or private.
Emtreprenaurial associations formed as part of AIAIC, such as
the Association of ILatin American Industrialists (AITA),
the latin American Preserves and Allied Manwfacturers'
Association (ALICA), etc., imvolve a certain degree of

oan.  Generally speaking, their activities are
centred on the organization of anmal meetings or congresses
ard they usually limit themselves to exchanging inforwation
on natiomal conditions. In a nurber of cases they also
exanine possibilities for hringing about trade negotiations
—normally meking use of the instruments provided by
AIADI-- which are subsequently submitted to goverrments.

Those institutions which group State and private

enterprises of particular importance from the economic angle
constitate a second level. In addition to those tasks
described above, they carry out studies and generally provide
technical support for the sector's activities, The recent
activities of the Iatin American Iron and Steel Institute
(ILIAFA) on the subject of protectioni=sm in the industrialized
comtries and the proposal for a partial agreement within the
steel industry, under the auspices of AIADI, provide examples
of the type of co-operation pursued by this Institute in
recent years.
In addition to emphasizing and stressing the importance
of such initiatives, there is every likelihood that these
organizations possess considerable under-utilized potential,
As most of them cover sectors which are of importance to the
countries in the region, it is well worth examining means of
allciswirgthemmaadmizetheirpotentialtohelprevivethe
regional

Co-cperation which takes place in the field of certain
spacific entreprenaurial activities represent a third lewvel of
co-operation. Transnational oorporations provide clear
axarples of this type of direct co~operation between specific
enterprises. It is probably this type of co-cperation which
has suffered most from the tension and problems which have
affected co—operation. Iatin  American transnational

have suffered a marked regressicn. The short-
lived but sucoessful transnational corporation PANCAFE, was
cbliged to cease its operations before the United States would
sign the International Coffee Agreement. The Multinaticnal
Banana Trading Company (COMUNBAMA) has had to temporarily
cease operations as a result of the impossibility of
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controlling a sufficient share of supplies of the fruit to
cmpete with transmational oorporations. The Carikbean
Multinatiopal Shipping Line (NAMUCAR) has experienced a
marked decline in freight carried, therely jecpardizing its
already situation. Apparently, the Latin American
Miltinational PFertilizer Marketing Corporation (MULTIFERT) is .
the only transnational which remains fairly active, although
it too is facing serious problems.

Consequently, oco-operation based on the creation and
subsequent operation of transnational corporations would seem
to be at a crossroads. There is a broad consensus that this
constitutes a wortlwhile and  important alternative for
co~cparation, hut experience is revealing the pitfalls which
lie in its path.

A variety of situations exist at the bilateral lewvel.
Same entreprencurial arrangements are facing complex
ciramstances suwch as those described above. Binational
enterprises directly associated with the production phase are
another cese, ag in the example of the firm Mondmeros Colambo-
Varezolano S.A. Initiatives directly commected with
infrastructure activities constitute another case unaffected
by the tremis described above. Generally speaking their
ctimiity is ensured by the very nabure of their activities
—which are to a certain extent strategic and generally

pmtected by spec:ifm political agreements operating within
framessork long-term international treatjes or

Amfactarorfeaﬁ:reofthesefonsofco—cperatim
is their isclation fram or lack of links with organizations
responsible for co-cperation and integration, which may be
explained by the lack of conctete political co-ordination in
the region, which would make it possible to co-ordinate and
structure such activities,

In view of the extreme diversity of the countries which
are potential participants in joint action as well as the
diversity of the co—operation ventures themselves, it is
desirable for them to operate within groups which are smaller
in size than the region as a whole, which in no way prevernts

more glcbal co~ordimation. A more decentralized
plan coald bring about gradual progress in relatively allied
areas or within subregions with similar problems and
priorities. The establishment of modules for pramoticon and
execution could stimilate a worthwhile movement towards
co-ordimation. For example, it is clear that OLADE and ARPEL
—ard even CIER-- ootld harmonize their activities so as to
avoid pursuing what in fact represent parallel operations and
recrganize their oollaboration in those areas of commen
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E. QO-~OPERATION WITHIN INTEGRATION

The Central American Conmon Market and the Andean Graup no
doubt represent the most ambitious inteqration programmes from
the instrumental viewpoint and with regard to their aims.
Efforts to reinforce eccnemic, technological or ocultural
interralations between the participating nations endeavoured
to overcome the iInstitutiocnal constraints inherent in the
internatjonal treaties which were at thelr root. With varying
degrees of intensity, and despite the serious hurdles they had
had to face in recent years, they have made progress in both
fields, in a whole range of areas which lie beyond the merely
commercial approach generally adopted by integration
processes,

The soope of activities in these programmes reflects the
conviction that integration is a camplex process which must
reach into the various areas of interest of the national
societies which have entered into associatien. A mmber of the
measures they have adopted constitute a natural complement to
the policy of expanding the market, as is the case of certain
financial measures or of arrangements to facilitate transport,
for exmmple. Nevertheless, this trend towards incyeased soope
oovers a rumber of issues which are directly linked to the
creatimofimardepetﬂmcybetwemmmries,withmdimct
lhﬂcstotndepolicy The agresments relating to electrical
intercormaction in Central America, the Andean Projects for
Technological Development --PADT--, agreements in the fields
of health or of education are different examples of a single

It is probably in the field of financial and
oco-cperation that progress has been most significant.
Institutions such as the Central American Bank of Economic
Integration (CABEI), the Caribbean Development Bank (CDB) or
the Andean Development Corporation (CAF) have adopted totally
different aims and procedure fram those of a mere oomplement
to free campetition within the expanded market. They are
designed to facilitate and render viable investment processes
themselves:; in many cases they give priority to their impact
on national and subregional develcopment. In other words, they
are miltilateral financial bodies which do not merely restrict
themselves to integration projects, but which cover a far
broader range of activities,

In the case of the andean Group the existing
infrastructure in the field of agreements on payments
and reciprocal credits within AILAIC-AIADI helped further
its activities. These agreements, together with the exten-
sive network of interrelations which has grown wp over
mary years between the central barnks of South America,
Mexico and the Dominican Republic, no doubt facilitated
subsequent initiatives such as FAR and more recently the
Ardean Peso.
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Despite geopolitical tension and the econmmic crisis
affecting its member countries, the Central American Common
Market has maintained or intensified co-cperation activities.
Amcng these it is worth mentioning the renewed efforts made by
Ministers of Plarming to carry ot joint action, the creation
of the Committee on Technical Co-cperation, the achievements
of the Central American Electrification Council, as well as
those of the Commissions on maritime and rail transport

with a whole variety of initiatives in various
fields. Mention should alse be made of the recent adoption of
the Central American Extermal Tariff.

The Caribbean Commnity (CARICM) is another inteqration
programe responsible for significant joint undertakings, in
addition to those pursued in order to cnsolidate a oommon
market., The ultimate aim of these measures is to establish a
cammunity of nations and a variety of areas are covered, such
as transport, food and agriculture, industry, energy and what
iz known as "functional co-operation". Activities in this
field include health and population, education and culture,
tax administration, sport and youth.

The majority of CARICIM's member countries take a part in
the ftinancing of petroleum, fertilizers and asphalt supplied
by Trinidad and Tobago to the less-developed countries in the
Comminity. They also belong to the Carikbean Development and
Co-cperation Conmittee (CDOC) which has, in association with
regional bodies, prepared a nurmber of measures in support of
these nations. -

Finally, it should be menticned that the latin American
Free Trade Association (IAFTA) --known as the latin American
Integration Association (AIADT) since 1980-- paved the way for
a oonsiderable mmber of measures in the field of co-operation
and was responzsible for establishing a lengthy list of
entreprensurial bodies representative of the various sectors
of Iatin American economic activity. Many of these bodies were
established thanks to the favourable enviromment for
integration which predominated during the first years of
IAFTA's existence,

As an illustration, it is worth remembering organizaticsas
such as the Latin American Manufacturers' Association (LAMA),
the Iatin American Preserves and Allied Manufacturers'
azsocistion (ALICA) and the Iatin American Iron and Steel
Institute (IIAFA); the Latin American State Petroleum
Entarprises Mutual Aid Association (ARPEL) and the Regional
Electricity Integration Cammission (CIER); the Latin American
Railways' Assoclation (AIAF), the Iatin 2American Road
Transport Association (ALATAC), the Latin American Shipowners'
hssociation (IASA), the Iatin American Civil Aviation
Comnission as well as monetary and financial institutions such
as the Centre for lLatin American Honetary Studies (CEMIA)
—prior to ALAIC-- the latin American Association of Finance
ard Development Institutions (ALIDE) and the lLatin American
Banking Federation (FELABAN).
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Industrial complementarity, monetary and financial
co~operation as well as co-operation in the fields of
tran@ort commnications and infrastructure are some of the

in which joint action within the former AIAIC is
axtstarﬂ.'i:g However, there is 1little doubt that the
Association's central preccoupation lay with the creation of a
free trade area and the development of the instruments
directly designad to achieve this aim.

As has often been chserved, the present-day AIADI rather
constitutes an open programme: nm-mnberdevelopngcomtnes
may participate by means of partial agreements, with no
constraints imposed by deadlines ——except those agreed upen by
the Council of Ministers for certain instruments— with
considerable flexibility as regards the methods and types of

to be reached, and with limited miltilateral
ocaponerts. It could almost be described as a hroad-ranging
co-cperation agreement in the field of trade and trade
instruments, rather than a classical model of integration.

Moreover, new forms of integration --or of co-operation--
have been sought within the gperational mechanisms of complex
and many sided integration programmes, such as the CAOM, the
Andean Group and CARIOOM, in order to tackle ccomon prublems
deserving priority. This approach, known as ‘"project
integration”, is of increasing importance in these programmes.
Even prior to the crisis, the Andean Growp, for example, had
adopted it in so important an area as agriculture. This
sector, whose range of production is quite similar in the five
countries, had clearly been left in the background by the
Andean oountries., Tariff mechanisms had not produced
satisfactory results and the seriousness of the food problem
at the national and subregicnal levels made new approaches
vital. These led to the application of an ad hoc agreement
rvalatingtopn:otectimofthefoodmly

aim of any integration process is to increase
eommicinterdepe.tﬂenoa menber countries, so as to
assistinamxtirqdevelopuentplansbyagmdualpmwezsof
interlinking. Reciprocal trade is a major indicator of
progress in this direction and not only corcerns trade
measures but also a variety of links between the econamic
agents of member countries, Ideally, interrelatians should
involve all participants. However, the region has gona ovar
from highly miltilateral programmes to more markedly bilateral
cnes. Co-operation may help to stimulate new foms of
maltilateralism laying dowm plans for various forms of
which may in the medium term lead to a more
orderly and dynamic expansion of reciprocal trade. This issue
will be dealt with in the following section.
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F. MEANS OF PROMOTING REGIONAL CO-OPERATION

Following the Latin American Economic Conference held in Quito
in Jawary 1984 a high-level political process has been
underway designed to reassess and give priority to the
capacity and potential of Iatin American integration and
co~operation. At variocus meetings -—many of which were headed
by the highest authorities of the countries in the region—
the majority of the most pressing problemg have been addressed
and the adoption of a variety of measures based on joint and
co-otdinated action between ooumtries has bean promoted.
However, the operational organizations and bodies in the
region have failed to bring about achievements and progress
ocorresponding to the political framework defined by
, ard even less to the neads arising from the
serious econamic situation affecting all countries in latin
2merica and the Caribbean. On the contrary, generally speaking
the operational capacity of these bodies is clearly at a
standstill, and in same cases has besn seriocusly weakened.
The roots of the problem seem to lie in two interrelated
areas. The first of these concerms the distance, as regards
the governments as a whole, bhetwean the declarations
expressing political will and the concrete action they need to
subsecuently undertake. Governments draw wp and adopt
ambitious programe platforms which the executive units fail
to instrument, possibly as a result of differing visions of
national interest when projected into the maltilateral sphere,
Thus the gap between the political determination expressed by
the high goverrment officials and actual econcmic action makes
it impossible to bring about a process of co-ordimation in
strategic areas in order to solve the present camplex econamic
situation and that which the region will face in coming years.
Under present circumstances, aggravated by the structural
shortcomings of the regicnal economy, miltilateral fonums have
givenpriontytostrengtherﬁ.ngthepmsesof inteqgration
and co-operation. However, pmgpssintheinstnmerrtatimof
the agreements adopted (Quito Action Plan, Montevideo Meeting,
AIADI Council of Ministers) have been modest and particularly
slow. This lack of oconcrete achievements aggravates the loss
ofcn:eda.bilityinthereqimscapacityforcmcertedactlm
and oconfirms entrepreneurial skepticism, which in tum
eliminates one of the region's most specific and vigorous
alternatives for overcaming the crisis and reviving its
prohctive systems.
Asecosﬂaraaofpreoompat:.mumththemetlwds
adopred to promote regional integration and co-cperation. In
reomtyeaxsm;derableefforthasbeencmtmdmputul
and rather oonwventional aspects of intra-regional trade.
Notwithstanding their relative importance, these have been the
central preoccupation of organizations, and other measures
relating to trade and co-operation which could stimilate and
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accelerate the process as a whole have either not been tackled
or have been left in the background,

Thus, for example, the majority of integration programmes
have devoted considerable time and resources to setting wp a
systemof tariff preferences, while neglecting aspects such as

or the improvement of the new payments
madmnimmimatthepresemtimmaypmdacisive
factors in directing trade flows, Similarly, due importance
has mot been given to cooperation over the most
characteristic instruments of integration. The potential of
co-gperation has been squandered, by considering it to be an
independent process, spontanecus in nature and almost always
bilateral, This is partly due to the institutional clearage
existing between the bodies which premote co-cperation and the
secretariats of the integration programmes.

When SEIA was established, an attempt was made to set wp
a permanent centre for the promotion of latin American
co-operation among the 25 States belanging to the System.
However, for a considerable period of time countries and the
Permanent Secretariat have given priority to activities of
co-ordination and oonsultation. The Action Committees have
been hereft of the support necessary for their consolidation,
and new steps in this field are few in mmber. Irrespective of
this situation imposed by actual circumstances and the lack of
interest on the part of many countries towards participation
in the proposed measures, the fact is that an organization
such as SEIA must satisfy the requirements of a large mmber
of extremely diverse countries, and is thereby obliged to
approach co-operation from what way be described as a
horizontal angle, i.e., it needs to be sufficiently broad ard
flexible to facilitate the participation of nations of
extremely varied degrees of development situated in the
different geographical areas of the region.

With this in mind, it may be stated that SEIA and its
Permanent Secretariat similtanecusly face two problems. First
of all, the overall weakness of economic links between
countries, as a result of the crisis and of its dissociative
effects, has restricted its capacity for concrete action.
Secordly, as a result of the heterogensity of the menber
countries and of the geographical size of its sphere of
action, SEIA has heen faced with the chligation to design
extensive programmes, thereby making it difficult for its
co-operation projects to  address specific  issues.
cmseqmtly, comtries have failed to channel many of their

through SEIA's institutional framework, thereby
mrmt:l.m it from playing its proper inductive, activating
and co-ordinating role.

This situation has a mmber of drawbacks which basically
coancern the transparency of these efforts, and the possibility
of their beingy co-ordinated and intercomnected --so as to
effectively accumilate capacity-- and of satisfactorily
organized programmes being submitted to governments. In this
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Prow there a firmm intention to pramote
co-cperation among the secretariats of the subregional
tion =-SIECA, CARICCM, JUNAC, AILADT-~, the

, promoting projects whose very nature requires their
extawimuﬁoabmadersﬁmthanﬂnsubmiomlaﬁ,m

are consecuently non-pricrity from SEIA's viewpoint., From a
legal angle, infrastructure projects, joint exploitation of
shared natural resourcves together with a whole range of
bilateral initiatives are beyond the scope of the Panama

's regulations. In other cases, such as the

South America (GEICOS), there exist forms of co-cperation
vhich are not included within the System's present

programme base, in view of its commection with the
particular requirements and programes of subregional
frontier areas.

Such  projects -—entrepreneurial, bilateral or

subregional—~ often have a marked incidence on economic
relations, as they pramote regional interdependence; in same
cases, they may significantly affect external flows (use of
transport . facilities hy landlocked areas, for exanple}.
However, few regional institutions possess clear programmes to
stimilate and foment such co~operation., On the contrary, such
projects depend solely on the capacity of participating
cauntries to carry them out. The latter find it difficult and
costly to maintain permanent lines of action designed to
identify and promote co-operation projects, thembydelaying
or weakening the creation of new links of mutual interest in
the region. Insofaraspreaentmtegratimpmgramas
possess a permanent activity wechanism foocused on

tmgardpmnothgsuchactivities, the process is
likely to cather impetus and make more ambitious
projects viable, by extending the network of relations between
manber countries.

A further line of action would involve the systematic

promotion of operational relations between the wvarious
bodies or programes, The central idea is to
establish effective and concrete forms of co-operation,

facilitating the development of Jjoint efforts to tackle
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particular issues and taking advantage of the particular
features of each group.

As was menticned above, many of these undertakings are
the outcome of bilateral agreements. Placing such relations
within a miltilateral context represents a major challenge for
the development of an activity such as that being tentatively
outlined here. Proyjded countries realize that this merely
involves promoting and rendering viable initiatives which they
themselves have conceived or desire to proamote, and that no
attempt is being made to transform the nhegotiating process
itself into a multilateral one, there is every likelihood that
support will be found for defining a strategy. The advarntages
and drawbacks of this new dimension of bilateral relations
mist be the abject of a careful and detailed analysis.

To sum up, what is being proposed is the systematic
pramction of co-operation ventures in the field of trade,
infrastrucbire, joint exploitation of natural resources,

energy, transporta:ﬂmmicaticms, science and technology,
banks and financing, the productive sectors, joint

enterprises, etc., by the following means:

a) At the level of the subregional integration
programnes, the creation or strengthening of bodies
specialized in co-operation, where this is justified, whosas
main aims would be: i) to gather and analyse information on
co~gperation activities carried cut by the member countries,
to assess their results and consider the direct and indirect
impact they have had upon the process of interrejation between
ocountries, so as to acquire experience of the modalities for
co-operatim, ii) to examine the background and causes behind
those co-operation activities which failed to materialize as
scheduled (for economic, political, ecological, etc., reascns)
as such restrictions may have changed; iii) to carry ocut a
survey of co-cperation ventures within each country, in both
the public and private sectors, s0 as to choose those of
greatest interest for two or more countries and which have not
yet been carried ocut, iv) to suggest to govermnments and
prowote further ventures, based upon systematic examination of
the real circmstances and shortcomings of nations and groups
of nations, and on their potential for contributing to the
tasks of subregicnal integration.

b) To strengthen SEIA in order that it may fulfill its
role as regional co-ordination of activities in the field of
subregional co-cperation and collaborate with those countries
which do not belong to any integration programme so as to
facilitate their participation in a variety of co—operation
projects.

The advantage of giving co-cperation activities a
miltilateral bent lies essentially in the greater stability
which may be provided for countries by the existence of a
framework of comitments and powers which have been
collectively endorsed by the nations belonging to the system.
This is important for long-term ventures, particularly in view
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of the political instability characteristic of the region. For
less~developed countries, the existence of a permanent
promotion mechanism may provide valuable help in their
negotiations with larger comtries, in view of the experience
and baclkgyround information which each co-operation body could
accoumlate.

As far as the secretariats of the integration programwes
are ooncerned, systematizing their action to
co-aperation omild help to open up a new and significant
course of operations, giving a renewed impetus to their
contacts with the goverrments of their member countries in
different spheres, as a complement to their usual activities,

There is mo lack of awareness of the implicit danger of
ureancratizing co-operation in one way or another.
Neverthelese, everything will depend on the flexibility and
efficiency of the units incorporated into the integration
programmes. In any case, the idea is to constitute small
technical groupe operating in close comtact with either
goverrments or the private sector at those levels in which
bilateral or mltilateral co-cperation ventures originate or
are instrumented, such as ministries, public or private
enterprises, universities, etc.

In the case of ALADI in particular, building a mechanism
such as that outlined above is particularly important, since
despite the lergth of time which has gone by, neither the
member countries nor the General Secretariat possess any such
instrument. The latter could deepen its activity in those
fields which either directly or indirectly stimilate
reciprocal trade or strengthen regional interdependence. It
could carry out its task without preventing the Association
from contimiing to focus its efforts on the trade sphere.
There is ne question of proposing an option which involves a
dispersal of resources; on the contrary, an attempt is being
made to develop a line of activities to provide structural
support for the work carried cut by the Asscciation in the
field of trade, bearing cn thosa tasks which enhance regicnal
cohesion and which conseguently broaden the programme‘s basis
of aupport.

257






11X, THE SERVICES SECTOR IN INTRA-REGIONAL TRALE

A. THE SERVICES SECTCR IN THE EALANCE
OF PAYMENTS

The services sector is of increasing importance in the
econcmies of both developed and developing countries. It
represents almost two~thirds of gross domestic product in the
developed countries, and in Iatin America and the Carikbean
approximately 50% of regiona) productive activity.l9/

The international services trade has also experienced
vigorous growth, and towards the baginning of the 19805 was
equal to ane-third of the merchandise trade, and was worth
Us$ 600 billion in absolute terms in 1980.20/

Generally speaking, the services trade has favoured the
imdustrialized comtries. The member comtries of AIADI2)/
have recorded an increase in their deficit on non-financial
gervices, with imports of around US$ 30 billion and exports of
approximately US$ 20 billion in 1981,

The trend in the services trade of ALADI coumtries during
the first half of the 19808 is set oit in table 34, broken
down into major items.

With regard to exports, the predominance of Travel

maximm of US$ 18 billion in 1981 to US$ 13.5 billion in 1985,

As far as imports are ooncerned, most expenditure
throughout the whole of the period was on Transport and
insurance, even though in absclute terms its level declineqd,
reflecting the crisis, fram US$ 11 billion in 1981 to US§ 7.3
billion 1in 1985, A significant decline also occurred in
aspenditure an Travel which fell by half between 1980-1881 and
1985.

Under the item Other official and private services, a
certain degree of inelasticity may be cbeerved, in spite of
the shrinkage of aggregate demand and demand for imports from
petiber countries, This item includes what are known as "new
services®, particularly activities in the field of
infarmatics, telecoamminications, dJdesign engineering, amd
consultancy services.
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One area of particular interest is that of transport and
insurance. This represented 30% of ALADI's exports of non-
financial services and 40% of imports, and accomted for a
significant share of the halance-of-services deficit.22/

Table 34

ALADI COUNTRIES: EXPORTS AND IMPORTS OF SERVICES

(Bitligns of dollars)

1980 1981 1982 1983 1984 1985

Exports 16.2 18.0 133 1.9 14.1 13.5
Transport and insurance 4.0 4.5 4.1 4.2 4.7 4.4
Travel 7. 8.6 5.6 4.8 5.7 5.0
other services £.8 4.9 3.6 2.9 3.7 4.1

Imports 24.8 28.7 25.7 17.8 18.1 17.9
Transport and insurance 0.1 1.0 8.9 7.2 7.5 7.3
Travel 9.4 1.6 B.9 - 5.6 5.2
Other services 5.3 6.1 7.9 5.5 5.0 $5.4

Sour¢e: ECLAC, on the basis of IMF statistics.

This interest is also reflected in the comitment made by
the Quito Plan of Action to "“identify specific areas for the
promotion of regional and subregional co-operation plans with
respect to services, especially in the transportation,
insurance and reinsurance sectors".23/ .

B. TRANSFORT AND INSURANCE

A more detailed examination of the Transport and insurance
sector has been considered desirable, bearing in mind, in
addition to its weight in the balance of payments, its links
with external trade in goods, and the experience acoumulated
on the subject.24/25/
To this end, an analysis was made of currercy income and
ture on transport and insurance by the principal
comtries in AIADT as well as of expenditure o¢n other services
suyplied by fims outside the area.
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The main results are set out in table 35, which presents
the distribution of the glabal trade of the member comtries
under consideration, according to the nationality of the means
of transport.

Table 35

ALADI COUNTRIES: DISTRIBUTION OF THE VALUE OF [MPORTS AND EXPORTS
BY NATIONALITY OF MEANS OF TRANSPORT

(Percentages) af

Countries Nationsl Zonal Extra-zonal
flag b/ flag flag
jmports
Argentina 43 7 50
Brazil ksd 3 18
Colombia 30 10 40
thile o 7 64
Peru . 9 1 40
Lruguay 35 16 &9
Exports
Argentina 21 3 76
Brazil 41 7 52
Chile 23 10 67
Peru 25 12 43
truguay 26 18 56

Soyrce: ECLAC, on the basis of officisl data provided by countries.

a8/ The data cover the following periods: 1982 for Argentina and Uruguay, 1981 for Brazil
and Colombia, snd 1978 for Chile; data relating to Peru corresponds to 1982 {exports)
"and 1977 (imports),

b/ tn a mmber of countries, in particulsr Brazil, this includes transport by foreign
shipe chartered by national shipping compenies. .

This analysis leads to the following conclusions:

i) naticnal firms' share of the transport of imports,
measured by value, represents approximately 30% in medium
sized countries (Colambia, Chile, Peru and Uruguay}, slightly
more in the case of Argentina (40%) and considerably more in
Brazil (80%). In the case of Brazil, the national flag
includes foreign ships chartered and operated by national
shipping companies;
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ii) the share in the transport of imports from other
AIADI oountries of firms from within the area fluctuates
between 7 and 16% in the mediwm-sized countries, and slightly
more in the case of Argentina and Brazil;

iii) there is ample room for substituting expenditure on
imports of transport services in the medium-sized countries
within AIADT and in Argentina, where the share of ocutside
firme in the transport of imports ranges from 50% to 65%;

iv) dependence on extra-zonal transport sexrvices is far
greater in the case of exports from menber countries. In every
case, the percentage of exports carried by ships sailing under
extra-zonal flags is higher in value terms than the equivalent
percentage of imports. This suggests that there is potential
for promoting exports in the field of transport services;

v) the share of national transport enterprises in their
nations' exports, in value terms, is similar among the medium=
sized owntries and Argentina (from 20 to 25%), and higher in
Brazil (40%). As in the case of imports, foreign ships are
chartered and operated by national shipping companies and
included with those sailing under the national flag;

vi) with regard to the cost of transport, the results
indicate that the average rate for freight and insurance is
between 8 and 9% of the CIF import value. This rate is
oconsiderably lower in the case of purchases of fuel.

As regards intra-zonal trade, table 36 presents the
distribution of the value of trade among AIADI member
countries, by nationality of the means of transport.

Analysis leads to the following conclusions:

i) national and zonal transport represents a considerably
higher share of the value of trade with AIADI countries than
of total trade. In particular, the percentage for transport by
other AIADI countries is higher;

ii) dependence on extra-zonal transport is considerably
lower, with the exception of petroleum purchases made by
medium-sized countries, whose fleets of oil tankers are quite
small;

iii) there may be roam for substituting the cost of
transport imports from the rest of the world, particularly in
the case of medium-sized countries. In this respect, greater
regional integration with regard to transport of fuel could
lead to increased trade between AIADI countries and a saving
of cowvertible crrency:

iv) with regard to the transport cost of intra-zonal
trade, the average rate between member countries is lower than
in the case of cutside purchases made by those three countries
for whom information was available (Argentina, Brazil and
Chile). This would seem to reflect the greater geographical
proximity of AIADI member countries, or the type of import
products involved.

These results are preliminery, in view of the
heterogeneity of the information and as the statistics covered
different periods for each country. Thus, information relating
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Table 36

ALAD] COUNTRIES: DISTRIBUTION OF THE VALUE OF INTRA-ZOMAL IMPORTS
AND EXPORTS BY NATIOMALITY OF THE MEANS OF TRANSPORT af

(Peccentages)
Countries : National Zonel Extra-zonal
flag b/ flag flag
1, Intra-z imports
Argentina 48 1% 3%
prazil ] 21 5
Colombia 32 52 1%
Chile 33 11 58
paru s P4l 74
Uruguay 40 P 3
2. Intta-goral exports
Argentine 34 -3 58
Brazil T 23 5
Chile 31 23 &6
Pery 23 56 22
Uruguay 56 3 3

source: ECLAC, on the basis of official data provided by countries,

g/ The data cover the following periods: 1982 for Argentina and Uruguay, 1981 Brazil and
Colombia, and 1978 for Chile; data relating to Peru corfespends to 1982 (exports) and
1977 (imports).

bf In a rumber of countries, in particular Brazil, this fncludes trensport by foreign
vesgels chartersd and operated by national shipping companies.

to 1982 was available for Argentina and Uruguay, to 1981 in
the case of Brazil and Colombia, and 1978 in that of Chile. As
far as Peru is concerned, the inforwation is mived as it
relates to 1982 in the case of exports and 1977 in that of
irports., A mmber of countries were excluded for lack of
statistics. In order to evaluate the concrete feasibility of
substituting imports or exports of extra-zonal transport by
naticnal or zonal transport it will be necessary to carry out
a deeper analysis, and examine the volumes of extermal import
and export trade (in addition to the monetary value), by
analysing ﬂaatrmuportpmvided by different means of
transport "and extending the imestigatimtothosecotmtries
which were not considered. In addition, it is essential to
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provide for a special classification of products on the basis
ofthetypeofilzrapsporttheyrequire(gemralhﬂktrarsport,
refrigerated, liquid, etc.).

It will also be necessary to investigate the other items
in the services sector. This will assist in defining the role
vhich the tertiary sectors should play in external econamic
relations, in countries' development strategies and in
regicnal integration and co-operation.

In this respect, there is strong pressure at the present
time for miltilateral negetiations on services, foreign
investment and technology transfer to be initiated within
GATT., The United States is principally responsible for
instigating these negotiations with the prime cbjective of
establishing free trade in services and technology, as well as
the free flow of direct foreign investment.

The position taken by lLatin America with regard to
international negotiations on services is clear and has been
adopted within the framework of SELA:26/ GAMIT exclusively
covers merchandise trade, it is in no way competent in the
services sphere and it is undesirable that the issue of
foreign irvestment ard technology should be examined in the
multilateral negotiations. Any treatment of the issue should
be subordinated to the aims of the region's economic

development, and greater knowledge is vital and must precede
any discussion in the intermational sphere.2?/

Itiscansequmtlyutaltocarrymtgmrﬂmrkmorder
for action to be possible, and to define a strategy for the
development of the sector at the national level as well as for
the expleitation of the potential for regional co~operation
and integration. The Quito Plan of Action has already provided
guidelines as well as action deserving priority which point in
this direction.

The preliminary analysis carried out revealed first of
all that there is widespread interest in co-operation and
integration within the transport and jnsurance sector. The
type of co-operation which may be oonsidered includes
selective substitution of imports of extra-regicnal transport
services by national or regicnal transport; co—operation owver
the joint transport of certain products, such as crude oil or
graing (coffee, cereals, fertilizers, ete.), taking advantage
of mixed transport vessels of the tanker-bulk transport --or
cre-carrier type, and granting preferential treatment to Latin
American and Carikbean fimms providing services.

Notes

1/ The Quito Declaration and Plan of Action were adopted
at the Latin American Econamic Conference. This marked the
aldmination of a process initiated by the President of
Ecuador, Dr. Osvaldo Hurtado, at the beginning of 1983 when he
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recuested the Secretariats of ECIAC and SEIA to swjgest bases
for a Iatin American response to the intermational economic
crisis. This dooment led to the Santo Damingo  Agrecment
(Deminican - Republic, August 1983), A Follow-up Group
established by countries carried cut the groundwork for the
Oonfarence which was held in Jamuary 1984, with technical

asgistance fram BCIAC and SELA. Twerty-six representativea of
Iatin American and Caribhean Heads of State or Goverrment and

Personal Representatives of the Heads of the State attended.

(Doc. 152.2), 25J'|.:r51985 (mlim:ma::y versim)

4/ In carrying out an exercise of this kind, reference
should ke made to the achievements of AIADI as set out in the
following ECIAC documents: MAlqunas modalidades del ocomwercio
regional: intercambio compensado" (ILC/R.440), Santiago Chile,

Asociacidn latincamericana de Integracién (ALADI) y el
ecaillibeio comercial® (LC/R.450) , Santiago, Chile, 23 August 1585.

5/ The figures are provided by OECD data, and
consaquently the region's exports are expressed CIF ard
imports FOB, This method of calculation makes the figures less
camparable, but provides a more up-to-date overall view. The

comtries examined include all of Iatin America and the
Caribbean. The products are: coffee, frult, tobacco, meat,
tish, cocom, =ugar, rukber, soya beans, leather, tinbar, wool,
cotton, hemp, lead, zinc, iron cre, bauxite, tin and copper.
Semi-marmfactured goods derived from the above are also
included, such as powderad cocoa, refined sugar, soya oil amd
cake, and wwrought lead, iren and copper ingots, amd
urwrought copper alloys (blister and refined}

mimidhd Central de Venezuela, 1531, pp. 323 and 334,
8/ Issac Cohen Orantes and Gert Rosenthal, "Reflections
on the omosptual framework of Central American economic
®, CEPAL Review, No. 3, Santiago, thile, first
semester 1577. United Naticns Publication, Sales No.:
Bcw.n.coao

Co-cperation
o paths, which may in same cases coincide with the
wodalities and spheres of action of co-operation between
countries in Latin America and the Caribbean.
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12/ Buardo Gana and Jan Heirman, JInteqracidan y

; intemal mimeographed document, p. 11.

Uwﬁgﬂesmpariod,Trinidadammbagobrwghta

relatively similar scheme into operation covering some
comtries in the English-speaking Caribbean.

14/ Signed in Brasilia, 3 July 1978, by plenipotentiaries
from Bolivia, Brazil, Oolcnbia Ecuador, Guyana, Beru,

Suriname and Venezuela. Itcamaintofomemzm:lgustlsao.
15/ For further details on the main features of the
Treaty see, arulgctheraa.:mes. ECIAC,

Regional inteqraticn
and co-cperation in the 1980s (E/CEPAL/G.1151), Santiago,
Chile, 1981; IDB-INTAL, El proceso de inteqracidn en Améyica

Iatina en 1980, INTAL, Buenos Aires, 1981; J. Moncayo Garcia,
El Pacto Amazénico, mimeographed, Quito, 1982,

16/ The Agreement establishing the Andean Reserve Purd
(FAR) was signed in Caracas on 12 November 1976; it came into
fomemeem?Barﬂltsfummalq:aratlmsgotmﬂermy

- S8antiago, Chile, 11984; FAR, Angel Serram B., El FAR,

Mw
Linanciera en Amérjca Jatina (1982), INTAL, Buencs Aires, 1982.
18/ Set up in October 1977 by nine countries. Towards the

end of 1982 16 member States of SEIA participated.

19/ leiva lavalle, Patricio, "Omercio intermacional:
chacia un sistema multilateral en servicics?t, Cono sur,
Santiago, Chile, FLaCsO, vol. IV, No. 4, Septewber-October
1985,

20/ ECTAC, 208
mmmmm_m_ (E/CEPAI/R 341) Sarftiago
¢hile, 1954,

21/ No reliable statistics relating to recent years are
available for any Iatin American and cCaribbean countries
outside AIADT,

22/ "The balance-of-payments figures are lacking to the
axtent that freight earnings which are derived by the national
vessels from carrying the ocountry's own imports and from
chartering of ships to the country's own nationals are not
reflected in the accounts because they do not result in
receipts of foreign currency”. UNCTAD, Trade and Developwent
Board, Comnittee on Shipping, Eleventh Session, Review of

2, TD/B/C.4/258, 25 May 1983.

23/ Quito Declaration and Plan of Action, Quito, Jammary

1984, p. 21.

Santlago, Ghile, April 584
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25/ Sepilveda W., Tomds, Los fletes maritimos gg la
econamia nacjonal: g;gggiglosmlsasdeml
Conference Room Document 4, Seminar on the Irrtemtioml Trade
in Services, April 1984.

26/ Decision 192, Article 6 of the Tenth Latin American
Council of SELA, October 1984.

21/ leiva lavalle, FPatricio, “Comercio internacional:
¢hacia un sistema miltilateral en sewlcms"" op.cit. See, in
additiecn, M;@E&MML@M
Mml_m op.cit.
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ECLAC publications

ECONOMIC COMMISSION FOR LATIN AMERICA AND THE CARIBBEAN
Casilla 179-D  Santiago, Chile

PERIODIC PUBLICATIONS

CEPAL Raview

CEPAL Review first sppesred in 1976 as part of the Publicstions Programme of the Economic
Commission for Latin Americe and the Caribbean, its sim being to make 8 contribution to the study of
the economic and sociel development problems of the regien. The views expressed in signed siticles,
including those by Secretsrist stsff members, are those of the suthors and therefore do aot
necessarily reflect the point of view of the Orpanizstion.

LEPAL Review is published in Spenish and English versions thras times 8 yasr.

Annusi suliscription costs for 1987 are US$ 16 for the Spanish versipn and US$ 18 !:rr tha English
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Amirica Latina ¥ of Caribe Americe and the Coribbosn
1980, 664 pp. 1880 629 pp.
1981, 863 pp. 1981, 837 pp.
1982 vol | 693 pp. 7882 vol | 658 pp.
7882 vol # 199 pp. 1982 vol if 186 pp.
7983 i | 1694 pp. 1983 vol ! 690 pp.
1983 vol # 179 pp. 1983 vol i 166 pp.
1984 vol 1 702 pp. 1984, vol. ! 685 pp.
1884 vel § 233 pp. 1984 vol # 216 pp.
1985, 672 pp. 1985, (en prenss)

{ssues for previous years siso sveilable)



Anesrie Estadistico de América Latina y of Caribe/
Statistical Yearbook for Latin America and the Coribbesa (Minglls)

1980, 617 pp. 1984 161 pp.
1981, 127 pp. 1985, 192 pp.
1983 (covers 1982/1983) 749 pp. 1986 182 pp.

fissues for previous yesrs also evailebie)

ECLAC Books

Manusl de proyectes de desarrolle econdmico, 1958, 5° ed. 1980, 264 pp.
Mengel on econemic devalopment projects 1958, 2nd. ed. 1972, 242 pp.
América Latina en e umbrsi de los aios ochents, 1979, 2° ed. 1980, 203 pp.
Agus, dessrrollo y media smbients en Améiica Latins, 1980, 443 pp.

Las bancos transnacionsales y el financismiento sxterno de Aménica Latina. L8 experiencia del Peri.
1965-1976, por Robert Devlin, 1980, 265 pp.

Transnations! banks end the sxtarnsi finsace of Lotin America: the experience of Pary. 1985,
342 pp.

La dimensign ambiental en los astiles de desarrolio de Américe Lating, por Osvaldo Sunkel, 1981,
2° ed. 1984, 136 pp.

Women and development; guidslines for programme and project plasning 1982, 3rd. ed. 1984,
123 pp.

18 muger y el desarrolio: guila pere la plenificacidn de programas y proyectos, 1984, 115 pp.
Africa y América Lating: parspectivas de Ja cooperacidn intarregionsl 1983, 286 pp.
Sobrevivencia campesing en ecosistemas de sltura, vols. | y I, 1983, 720 pp.

La mujer en of sectar populsr urbano. Aménica Latine y ef Caribde, 1984, 349 pp.

Avances en Ja interpratacién smbiental del desarrofio agricols de América Latine, 1985, 236 pp.
£} decenio de la mujer en of escensria lstinosmericano, 1985, 216 pp.

Redl Prebisch: Un sporte 8l estudia de su pensamiento, 1987, 146 pp.

MONOGRAPH SERIES
Condarpas de W CEP AL

1 Amdrice Latina: of nusve escenarip regions! y mundial/Latis Amarice: the new regiomal and
world satting (bilingle}, 1975, 2° ed, 1985, 103 pp.
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13 pp.
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