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The international
recession and
Latin America

Enrique V. Iglesias*

The international economic and financial crisis is
one of the main sources of present concern, pattica-
larly zs there are no generally accepted solutions for
dealing with it. This article is therefore of special
interest in that it seeks not only to describe the main
features of the crisis butalso to suggest some ways of
tackling it.

The first part of the article describes the present
international economic situation and its effects on
the periphery in general and Latin America in par-
ticular, with special reference in the latter case to the
reduction in the growth rate, the fall in the terms of
trade, the increase in external indebtedness, the de-
terioration in the fiscal sitnation and the worsening
of social conditions. In these circumstances, the
author anticipates a further period of difficulties in
view of which it would be advisable to apply a policy
aimed at limiting the adverse effects of the crisis.

In view of the range of different national situa-
tions, no attempt is made to present a set of specific
policy recommendations: instead, some generl
ideas are suggested which may be useful for guiding
concerete actions, These ideas or policy options are
divided into three levels: world, regional and na-
tional, with emphasis being placed among the na-
tional-level ideas on external indebtedness and tar-
iff, exchange rate and public expenditure policies.

By way of conclusion, the author stresses that
the internal adjustment cannot be left to the automat-
ic impulses of the international market, that the fight
against inflation cannet form the exclusive objective
of economic policy, and that such policy must not be
restricted to the use of monetary mechanisms.

*Executive Secretary of CEPAL, This article is based on the
address delivered by the author at the July 1982 session of
the United Nations Economic and Soctal Councll.

I

The current international
economic situation: crisis,
insecurity and confusion

The general characteristics of the current in-
ternational economic situation are all too well
known. This is a serious and profound crisis
which simply cannot be dismissed as a mere
downturn of a conjunctural nature,

The stagnation of economic activity has
continued for a much longer period than was
the case during previous recessions in almost
all the industrial countries. Unemployment is
the highest it has been since the Great Depres-
sion, with estimates showing around 30 million
unemployed in the OECD countries.

Recently, certain favourable indicators
have shown that inflation has gone down in the
United States, and during the last quarter there
have been signs of a slight but encouraging
recovery in that country’s gross product. These
indicators, however, are not duplicated in other
industrial centres. Thus, the May communiqué
of the OECD Ministers states that while we
may expect soon to see a moderate expansion of
economic activity in the OECD area, possibly
including an improvement in the employment
situation during the coming year, this expan-
sion will not be sufficient to bring about a rapid
drop in the present high level of unemploy-
ment.

The great industrial centres have agreed to
concentrate on combating inflation as their first
goal and have chosen to try to achieve this goal
primarily by using monetary tools. Because of
this, when no significant progress was made in
reducing fiscal deficits, there has been strong
upward pressure on interest rates. Indeed, real
interest rates have reached levels without prec-
edent in the post-war period which are only
comparable with those prevailing during the
Great Depression. Thus, we are faced with a
truly exceptional sitnation. During 1982, inter-
est rates on the free market have remained
around 16.5%. Since inflation rates have drop-
ped at the same time, however, real interest
rates, traditionally averaging about 2%, have
abruptly risen to averages of 6 and 7%. This
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phenomenon has brought about a drop in in-
vestment levels and heavy flows of capital be-
tween the industrial countries. These flows in
turn have led to a drastic revaluation of the
United States dollar vis-d-vis the other cur-
rencies.

The abrupt and unexpected currency flue-
tuations in the central countries have becomea
possibly inevitable but nonetheless destabiliz-
ing element in the international economy, This
problem was given special attention by the
Chiefs of State meeting recently at Versailles,
who stressed the importance of achieving more
harmonious functioning of the machinery for
adjusting exchange rates,

Moreaver, the increasing balance-of-pay-
ments problems of some industrialized coun-
tries, the persistence of unemployment in most
of them and the stubborn unresponsiveness of
the productive system have led to serious con-
frontations in the trade policies of the central
countries that seem to be leading them into

dangerous protectionist practices. This of
course would represent a serious backward
step from the sustained and beneficial trend
towards free trade began after World War II.

No less serious is the fact that, faced with
this difficult and complicated panorama, the
prevailing theoretical concepts have not been
able to suggest a clear and viable course of
action to those responsible for economie poli-
cy. The continuing debates between propo-
nents of the monetarist and Keynesian ap-
proaches have not succeeded in throwing
enough light on the causes of stagflation and
they have been even less successful in sug-
gesting what measures should be taken to over-
come it. To this confusion at the theoretical
level, with its inevitable implications at the
level of action, has been added a failure to co-
ordinate the economic policies of the industrial
couniries in a manner commensurate with the
seriousness of the problems currently facing
the international community.

11

The effects of the international cycle on the periphery

Obviously, this confusing situation has created
difficulties for the countries of the periphery,
for which the present behaviour and future
evolution of the central economies are of fun-
damental importance. This is particulasly true
in the case of those Latin American countries
which have in recent vears, each in its own
way, been pursuing policies of commercial and
financial openness.

The effect which the unsatisfactory inter-
national situation has on our countries may be
easily seen in certain very significant areas:

(a) The slackness of domestic demand in
the industrial countries and particularly the
decline of investments and the reduction of
stocks due fundamentally to the high interest
rates have substantially weakened basic com-
modity prices, which have dropped consistent-
ly over the past twelve months and still show no
signs of firm recovery. In the case of the non-
oil-exporting countries of Latin America, the

terms of trade -—which had already deterio-
rated by nearly 30% during the three-year pe-
riod 1978-1980— dropped by a further 11% in
1981, and the sitnation does not seem to have
improved during the first half of 1982,

(b) The rise in interest rates has greatly
increased the costof servicing the external debt
of the developing countries, To appreciate the
effect this process has had on the Latin Ameri-
can economies, we should note that, given the
current level of external indebtedness of the
region, every time the interest rate goes up
one point, the cost of servicing the debt in-
creases by approximately one billion dollars.

(c) Restrictive fiscal policies have led to
reductions in financial assistance for develop-
ment, particularly as regards contributions to
multilateral banking institutions and national
assistance programmes. Although the percent-
age which such loans represent in the total ex-
ternal indebtedness of the region has decreased
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during the last decade, they are still essential
to the development of Latin America and par-
ticularly to the progress of the medium-sized
and small countries that still depend heavily
on public financial flows.

(d) The protectionist trends that have in
various forms become stronger in certain in-
dustrialized economies threaten to create pro-
blems for Latin American trade, particularly in
the case of the new exports of manufactured

goods, which have been gaining ground in re-
cent years and, which constitute an important
factor in promoting the overall economic
growth of semi-industrialized countries such as
many of the Latin American ones. In this re-
gard, it is worth recalling that certain recent
events, such as the multi-fibres agreement,
have caused serious concern about what might
happen in the future should protectionism in-
crease in the world. '

III

The international recession and the recent evolution
of Latin America

It would be risky to blame all the problems of
the Latin American economy in recent times on
the behavicur of the intemational economy. It
is well known that situations differ in the va-
rious countries of the region and that, along
with the problems deriving from the external
situation, there have in certain cases been pro-
blems arising from the application of unsuit-
able economic policies or the lack of appropri-
ate policies.

All in all, however, we cannot ignore the
fact that the external cycle plays a fundamental
role in the recent behaviour of the Latin Ameri-
can economy. This is shown by certain basic
indicators of the evolution of the region’s econ-
omy in 1981:

{a) The growth rate for 1981 —barely
1.7%— was the lowest for the entire post-war
period and contrasts sharply with the growth
rate for the previous year, i.e., 5.9%. This meant
that the per capita product dropped for the first
time in the last thirty years.

{b) Because of the decline in the terms of
trade and the high interest rates, the deficit on
the balance-of-payments current account has
remained at exceptionally high levels, with the
total deficit for the region amounting to 38 bil-
lion dollars in 1981 as compared with 28 billion
in 1980.

(c) As a result of the foregoing, the gross
disbursed external debt is estimated to have

amounted to close on 240 billion dollars in
1981, which meauns that it has doubled over the
last three and a half years.

(d) The fiscal situation deteriorated sub-
stantially in many countries of the region and
the budget deficit grew, forcing the countries to
reduce public expenditure and particularly
investment,

(e} Asaconsequence of the above changes,
there has been a clear deterioration of the social
situation, with real wages going down in the
great majority of the countries and a substantial
rise in unemployment in many of them.

{f} Another, and no less disquieting, con-
sequence is the critical situation faced by busi-
nesses in many countries of the region. This has
been particularly influenced by the reduction
in the level of domestic activity, the drop in
international prices of goods and, most of all,
the new phenomenon of extremely high real
interest rates. The high international interest
rates have been projected on to the domestic
economies and the effect of this external factor
has been increased by certain internal phe-
nomena, so that the interest rates in many coun-
tries of the region have reached levels so high
that they cannot be sustained beyond a limited
period. Not only has this seriously hampered
investment, it has also brought about sericus
disequilibria in the business economy, where
enterprises have had to resort to increasing
indebtedness at very high rates which have in
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furn eroded their profitability and in some
cases brought about their downfall. Naturally,
these negative phenomena have affected the

profitability and even the viability of various
financial entities in some countries of the re-
gion.

1Y

‘The prospects for the immediate future

In these circumstances, it is rather difficult to
project possible scenarios for the regional
economy, inasmuch as there are no clear indi-
cators of the probable behaviour of the world
economy. It is worthwhile recalling in this
connexion that in recent years the forecasts
made at the intemational level have been more
or less systematically belied by reality. We
must therefore be cautious.

Some optimistic forecasts based on recent
United States ecanomic indicators anticipate a
recovery of that economy for the last quarter of
this year. Even according to the best estimates,
however, this recovery will be modest and will
not be accompanied by a similar phenomenon
in the European countries.

Other less optimistic forecasts envisage a
continuation of the current recessive condi-
tions well into 1983; this would thus postpone
any marked recovery of the industrialized
economies until the second half of next year.

At all events, no one anticipates a vigorous
growth cvcle during 1983, and it is quite likely
that, in the best of cases, recovery will be slow
and uneven in the main industrial centres.

Moreover, misgivings have also been ex-
pressed with regard to the very nature of the
recovery, and in particular, with regard to the
ability of the system to avoid the dangers of a
resurgence of inflation, Nor can we be sure of
how fast and how strongly the recovery will be
transmitted to the countries of the periphery.

Faced with these possibilities, what course
should the countries of the region follow? I
believe that, taking a conservatlve view, it
would be wise to anticipate a further period of
difficulties, which will mean that the region
must make full use of the capacity for defend-
ing itself that it has shown in recent years and,
in particular, that it must carry out a set of pol-

icies that will enable it, if not to avoid at least to
mitigate the impact of a particular acute de-
pressive cycle in the intemational economy.

I have no doubt that this is possible, al-
though it should be stressed that when the re-
gion showed its extraordinary self-defence
capacity during the energy crisis of the
mid-1970s, the circumstances of its countries
were very different from the present ones.

In the first place, at that time the increases
in the prices of fuels were accompanied by
sharp rises in basic commodities, which are
vital to the external economy of the region. This
greatly helped to neutralize the impact of the
higher oil prices and to maintain domestic ac-
tivity.

In addition, Latin America’s indebtedness
at the beginning of the crisis of the mid-1970s
was very low, Thus, in 1973 the gross disbursed
external debt was approximately 40 billion dol-
lars, which was only 30% more than the total
value of exports for that year. In such circum-
stances, many countries of the region were able
to resort to external financing, which was more-
over (quite abundant because of the consider-
able international liquidity created by the oil
surpluses and the financial permissiveness of
the private international banks which were
anxious to lend their surpluses profitably.

This situation has changed drastically dur-
ing the 1980s. In the first place, the prices of the
main export products remain at dramatically
low levels. Secondly, in 1981 the external debt
was estimated to total nearly 240 billion dol-
lars, almost double the value of total exports
during the same year. Thirdly, the internation-
al financial agencies themselves are not show-
ing the same capacity for meeting the growing
international financing needs of the develop-
ing countries or, at any rate, of a large number of
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them. Finally, the level of domestic inflation
faced by many countries of the region is sub-
stantially greater than it was before the first
energy crisis,

v

This means that teday it is much more ur-
gent to apply more complex and integral ad-
Justment policies: a question on which I would
now like to make the following comments.

The policy options to the countries of the region

Let us begin by stressing once again that it is
difficult to make generalizations about the eco-
nomic policies of the countries of the region,
Although there are recurring common denomi-
nators, the individual situations may be quite
different. There are differences in the size of
the economies, the degrees of apenness to the
exterior, the level of indebtedness, the trade
structures and the endowment of natural re-
sources, all of which means that we are dealing
with very different situations when analysing
the economic policy options open to each coun-
try,

Moreover, in view of the growing interna-
tionalization of the Latin American economy,
these options will depend to a very large ex-
tent on how the large centres respond, through
their adjustment policies, to the following
questions:

- When and how will there be a recovery
in the dynamism of domestic demand, levels of
investment and stocks of raw materials?

— Also linked with the above, although
with specific determining factors: when will
the existing high interest rates begin to go
down?

— Will it be possible to check the growing
protectionist trends in the industrial countries
or will they, on the contrary, become even
stronger, particularly in sectors that are crucial
to our exports?

— Will private and public financial flows
continue to reach the region in adequate
amounts and on suitable terms?

— What levels will be reached by the
price of fuels on the world market? -

The answers to these questions will of
course determine what the policy options will
be. That is why, rather than pointing to a con-

crete set of recommendations that could be car-
ried out in each and every one of the countries
of the region, our remarks are meant merely to
serve as a guide for discussion of the topic,
which can be dealt with in specific terms only
at the national level,

Three levels of action —world-wide, re-
gional and national— are open to the countries
of the region.

1. Policy options at the world level

It is all too well known that the economies of
the periphery have very little influence on the
course of the international economic situation,
except in a few exceptional instances such as
that of the oil-exporting countries.

It has nevertheless become obvious in re-
cent years that the industrializing countries, by
substantially increasing their foreign trade,
have not only expanded their domestic produc-
tion capacity but have also opened wide possi-
bilities for imports of products from the indus-
trialized countries. Thus, in today’s world, the
trading capacity of the countries of the periph-
ery is already a significant factor for some ex-
port sectors of the industrialized countries and
is thereby a dynamic factor in the international
cycle.

The maintenance and especially the ex-
pansion of this import capacity of the periphery
are therefore factors which have a positive in-
fluence on the policy of international reflation
and cannot be ignored by the large centres.

Thus, along with considerations of interna-
tional equity, which encourage and justify
global negotiations aimed at achieving a new
world economic order, the external dynamism
of the peripheral countries is an additional
element in the mutuality of interests which
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should foster and inspire these negotiations.
It is for these reasons that it is very much in
Latin America’s interest to join with the Third
World countries, as indeed it is already deing,
to promote a promising and constructive inter-
national dialogue.

It would thus appear to be to no one’sad-
vantage to postpone the negotiating efforts un-
til the central economies have recovered. On
the contrary, it would be beneficial for all to
incorporate the growth potential of the periph-
eral countries into the recovery policies, espe-
cially those of Latin America,

In this context, and within the overall
framework in which these negotiations will
take place, two aspects will be vitally important
for the region in the next few years, in view of
the influence of the international economy on
that of Latin America:

(a} The maintenance of smooth financial
flows to support the period of transition to-
wards a more dynamic stage within the cycle of
the international economy. This is valid not
only for private credit but also for that origi-
nating in public entities, since our countries’
growing need for long-term investments, ad-
ded to the deterioration of the external debt
profile, make it necessary to resort to public
capital which, even though it may not be pre-
dominant, will serve as a catalyst for the private
financial sector itself and will make it possible
to improve the maturity structure of the exter-
nal debt. In other words, we feel that a time is
coming in which the financial flows from pub-
lic and private bodies must reinforce each
other, and that there is room for imaginative
forms of association between them which the
region could use intelligently and appropria-
tely in the present circumstances, It is for this
reason that it seems important to us to include
among the objectives of the programme of ne-
gotiations the strengthening of world financial
institutions such as the International Bank for
Reconstruction and Development and the In-
ternational Monetary Fund, or regional insti-
tutions such as the Inter-American Develop-
ment Bank,

{(b) The opening-up of external markets to
the exports of the region, particularly those of
manufactures. It will not be possible to sustain
the growth rate of our imports or maintain a

healthy capacity for making external payments
without a concomitant step forward in our ex-
ports. In this regard, we should remember that
despite the difficulties facing the expansion of
world trade in 1981, the volume of exports from
the region nevertheless grew by 7% that year,
highlighting the fact that there is & new and
more diversified productive capacity in Latin
America, and that if this capacity is not used, for
reasons due to external factors, both the trade
and the financial capacity of the region cannot
help but be affected. It is therefore important
to support moves aimed at maintaining open
trade policies in the industrial countries which
will facilitate the efforts being made in recent
vears by many countries of the region to coun-
terbalance the openness policies followed by
the latter in recent years, in many cases not
without high domestic cost.

Support for the global negotiations and the
strengthening of the present negotiating ma-
chinery in forums such as UNCTAD, GATT,
IMF and the World Bank should thus be fun-
damental priorities in the intemational action
of the region. Only in this way can global in-
terdependence be used as a clear element of
support for the recovery of the world economy.

These actions will have to be comple-
mented by determined and imaginative efforts
to increase the commercial, financial and tech-
nical co-operation ties with the other regions of
the Third World. This area of action, which
was neglected until a few years ago, but to
which the Latin American countries are now
paying increasing attention, presents signifi-
cant possibilities for development and diversi-
fication, especially for the more advanced
economies of the region.

2. Policy options at the regional level

In the present circumstances a new field is
opening up for Latin American co-operation.
As in earlier periods when there were diffi-
culties in the external markets, the opportun-
ities provided by the regional market must be
vigorously developed and utilized. This mar-
ket could thus become a compensiting factor in
the international cycle and open new and vig-
orous channels for regional co-operation.

The total market of Latin America is now
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reaching one thousand billion dollars, while
our foreign trade in goods is nearing 100 billion
dollars, taking account of both exports and im-
ports,

Perhaps the example of some specific sec-
tors can highlight the magnitude of the op-
portunities for the expansion of regional trade.

The hydroelectric sector, which has high
priority within regional energy policy, will re-
quire in the next 10 years about 50 turbogen-
erator units per year for installations of more
than 100 megawatts, involving an average an-
nual investment for this sector of nearly 9 bil-
lion doilars,

The iron and steel production capacity of
the region as a whole will expand to around 55
million tons by the end of the decade. To
achieve this expansion, investments of nearly 4
billion dollars per year will be required.

The expansion in cement plants already
planned for the region will involve total annual
investments over the decade of nearly 1 billion
dollars,

Thus, in these three sectors alone, the re-
gion will have to invest nearly 14 billion dollars
per year in areas of direct interest to the Latin
American metal manufactures and machinery
industry. There is enough industrial experi-
ence, installed capacity and experienced man-
agement in the region to deal efficiently with a
significant part of this demand for products of
the metal manufactures and machinery indus-
try, and this is only one example of the sectors
open to regional co-operation.

Of course, for the efficient use of the re-
gional market clear commitments will be re-
quired on the part of governments, as well as
adequate export promotion policies and dy-
namic initiatives on the part of the public and
private entrepreneurial sectors.

It is certainly not a question of returning to
outworn policies of autarky, but rather of uti-
lizing and improving the existing regional mar-
kets in order to achieve increasing participa-
tion in them —when necessary, in association
with foreign enterprises— so as to take ad-
vantage of the opportunities offered by their
expansion.

In this regard, it is worth noting that some
interesting initiatives for collaboration among
private Latin American entrepreneurs are now

in progress. Promotion efforts underway at
CEPAL have convinced us that there is a
promising field for the development and con-
solidation of both national and regional co-
operation policies. And we should certainly not
overlook the efforts to stimulate the present
regional integration schemes and the flexible
work that can be done through the SELA ma-
chinery. '

3. Options at the national level

As already noted, it is impossible to specify a
single ideal combination of economie policies
at the national level. Most of the countries of
the region, however, are taking decisions on
four priority fronts, in regard to which we
would like to make some comments.

(a}) Externgl indebtedness

The countries of the region have been
turning to external indebtedness for various
reasons. In many cases they have done this in
order to cover the deficit in their external ac-
counts, which are under pressure from im--
ported inflation, the increase in the cost of
energy or the process of external openness
itself. In other cases, external indebtedness has
been used to shore up domestic credit markets
and finance the expansion of consumption and
investment. In others, finally, external indebt-
edness has actually facilitated the flight of cap-
ital generated by the instability of domestic
policies. Thus, the assessment of indebtedness
policies in each country is obviously connected
with the ultimate purpose of the external debt.

The lessons of the immediate past suggest
that the current levels of this debt will oblige
countries to be naturally selective in the area of
external indebtedness. External credit, like the
reduction of reserves, is a legitimate instru-
ment to which countries may resort at critical
points in the external cycle, such as the present
time. Under the present circumstances, how-
ever, both the levels to which external indebt-
edness has risen and its very high cost point to
the need for caution in its use.

The countries of the region have realized

‘this, and hence, through various domestic poli-

cy approaches, they have managed to reduce
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their trade deficit in recent years, even at the
cost of sacrificing their level of domestic activ-
ity. However, it is obvious that the seriousness
and duration of the international recession will
make it necessary to resort to external debt in
the years to come, with the above-mentioned
reservations. On the other hand, this policy
option should not be a cause for excessive
concern, in view of the growth potential of the
region and the vigorous export capacity shown
in the past ten years.

Within this context, we believe that re-
course to external financing should continue to
be had, with —as mentioned before— greater
participation by public credit. This is especial-
ly necessary in the current situation, since it
would not only improve the debt profile but
also be an additional incentive for the flow of
private capital into the region.

(b} Tariff policies

In general terms, many countries of the
region have applied policies in recent years
aimed at increasing industrial efficiency
through the restructuring and gradual reduc-
tion of tHeir external tariffs. In essence this has
involved the recognition, on the one hand, of
the need for the developing countries to resort
to tariff policies to support their newly created
industries, at the same time as an admission, on
the other hand, that this protection should have
limits in time, whose specific dimensions must
be defined in the economic policies by laying
down the rate at which the tariff adjustments
will take place.

In this area, the experiences of the region
have been varied and show very different de-
grees of intensity,

In the present circumstances, however,
these policies must be reconciled on the one
hand with the international economic situation
and the economic policies of the centres, and
on the other, with other domestic economic
policies . The international economic situation
has created new factors conditioning the trade
reform programmes on which some of the coun-
tries of the region have embarked. The advance
of protectionist trends, the extent and intensity
of the industrial centres’ export promotion and
subsidy policies, and even the exchange rate

fluctuations themselves make it imperative to
revise the policies for restructuring and reduc-
ing tariffs being applied in our countries. In
other words, the pace of this reform must be
realistically reviewed in the light of the trends
in international trade, 50 as to avoid unneces-
sary and intolerable costs for the domestic pro-
duction apparatus.

(e) Exchange policy

Tariff reform policies should be accom-
pained by export promotion policies which
legitimately defend the new and greater com-
petitiveness of our countries and make it pos-
sible to consolidate the gains made in this area
in international markets in recent years.

The management of exchange policies and
the maintenance of realistic exchange rates are
of special significance in this connexion. Natu-
rally, these are particularly necessary in coun-
tries which have made significant reductions in
their external tariffs, They are all the more
indispensable in the current international
economic situation, in order to maintain the
competitiveness of both export industries and
efficient import-substitution industries. Call-
ing for realistic exchange rates, of course, does
not mean denying that the mechanisms and
forms of exchange policies are highly specific
and depend on the overall economic policies
and other determining factors particular to each
country. However, as past experience clearly
shows, the decisive role of exchange policies in
export promotion and diversification must not
be sacrificed by using exchange parity mainly
as a policy instrument for short-term stabiliza-
tion.

{d) Public expenditure policies

The inflationary pressures arising frorn the
fiscal deficit have led many countries of the
region to pursue rigorous objectives of fiscal
austerity, which have meant significant cuts in
public expenditures, particularly in invest-
ment,

Without disregarding the fundamental role
played by fiscal austerity in any anti-inflation
policy, we cannat help but point out the need to
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reconcile this goal with other no less important
social objectives,

The use of public expenditure for social
purposes, particularly the defence of invest-
ments with a high employment content or with
a heavy impact on the mobilization of idle re-
sources, cannot be set aside in these times,

1t is enough to recall on this occasion, the

policies applied in many Latin American coun-
tries during the 1930s, which —without of
course overlooking the differences in time and
in the nature of the economic problems— lefta
positive aftermath of social effects and above
all helped to give vigorous support to the econ-
omic and industrial infrastructure of the region
in that critical period.

Conclusions

The greater external openness pursued in re-
cent years has opened up new possibilities to
the region in respect of its economic develop-
ment policy, but it has also implied new and
growing forms of valnerability.

The recent changes in the international
economic situation and the prevailing uncer-
tainty and confusion make it difficult to forecast
the future course of events. Itis clear, however,
that no country can avoid the cost of the ad-
justments being imposed by the international
cycle. What must be done is to mobilize domes-
tic resources to the maximum through appro-
priate policies in order to moderate or spread
aqut over time the cost of the adjustments re-
quired.

In these circumstances, the adoption of
flexible and pragmatic policies seems to be
the only reasonable course of action. Only in
this way will we be able to use the extraordi-
nary defence potential available to the region
and surmount the difficult current situation.

In this regard, it is worth recalling some
lessons we have received as a legacy from the
past.

Firstly, just as in the 1930s, it is not pos-
sible to leave domestic adjustment to the auto-
matic forces of the international market. Al-
though the importance of this market cannot be
ignored, active economic policies are required
on all fronts. Leaving adjustments to the in-
fluence of the unstable and sluggish interna-
tional markets would involve extraordinarily
high costs, both social and economic. It should
be recalled that our economies are still weak
entities whose capacity for social or econemic
endurance are limited. In the social area, de-

tending the levels of employment or applying
policies aimed at satisfying the basic needs of
the population are objectives of especially high
priority in the present circumstances. In the
economic field, the often inevitable impact of
the international cycle on the economies of
business enterprises is causing serious prob-
lems for the survival of the business sectors,
which must be given the opportunity to make
gradual adjustments over time in their search
for economic and financial equilibrium.

Secondly, and as a corollary to the above, it
is legitimate and necessary to highlight the ob-
jective of combating inflation, since the pro-
found economic and social traumas which this
phenomenon has caused and is still causing in
the region are well known. But this objective
cannot be totally exclusive. [t must fit in with
other equally important aims, such as the abil-
ity to compete internationally to defend our
incipient industrial exporting sector, or the
need to make sufficient social expenditure to
achieve basic minimum employment and con-
sumption cbjectives.

Thirdly, and while fully recognizing the
importance of monetary policies, the complex-
ity of the present times and the variety of ob-
jectives that must be pursued by economic pol-
icy indicate that such policy cannot be reduced
to the use of purely monetary mechanisms,
What is needed is to activate all the fronts and
instruments of economic policy, particularly in
the fiscal area, and make sure that income po}-
icies, which are so directly linked with the
principles of faimess and justice, are not sacri-
ficed a priori to the urgent demands of the cur-
rent situation, _

In conclusion, I should like to repeat that,
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although we cannot disregard the severe dif-
ficulties of the present economic situation, we
in CEPAL feel cautious optimism with regard
to the near future.

We have dealt on other occasions with the
more general problems of the region’s eco-
nomic development strategy in the medium
and long term: a topic which was given par-
ticular emphasis at the CEPAL session in Mon-
tevideo in May 1981 and which was crystal-
lized in the Development Strategy for the pre-
sent decade.

The fact that we have limited ourselves on
this occasion to more immediate problems does
not mean, of course, that we could possibly
forget the objectives whose fulfilment will pro-
vide the region with a future of vigorous growth
and social progress, provided that intemational
co-operation policies are duly mobilized, that
the region recognizes the enormous develop-
ment potential existing in regional co-opera-
tion, and that the domestic policies adopted
succeed in overcoming the obstacles of the
present in a pragmatic and flexible manner.



