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Chapter IV
INDUSTRIAL DEVELOPMENT
A. THE INDUSTRIAL SECTOR

l. Objectives and goals for the industrial sector

Generally speaking,’industrializétion is considered to be
a basic factor in the economic and social development and in the
modernization of the countries. Industrial development has been and
continues to be one of the major concerns of those responsible for
gulding the economy of the countries of the region. he International
Development Strategy for the Second Development Decade approved by
the United Nations General Assembly, accorded fundamental importance
to the industrial sector, and included among its other objectives
the establishment of a minimum annual éverage rate of growth of
8 per cent in manufacturing output as one of the conditions required‘
to accelerate the economic and social progress of the countries and
"zt least to make a modest beginning towards narrowing the gap in
living standards between developed and developing countriesi.

he actual aim of the Appraisal of the International Development
Strategy as far as industrialization is concerned is that the developing
countries should achieve a greater diversification and modernization
of their economies through an adequate expansion of the industries
which use local raw materials, produce essential intermediate gdods
or iancrease export earnings, or all three together. The expansion
and diversification of exports of manufactures by the developing
countries is also sought after, mainly through the terms of the
commercial and financial treatment which the developed countries
undertake to provide so that the developing countries will participate
more in the growth of international trade in these products.

The general concept of development contained in the Strategy
emphasizes the need for material progress to be at one and the same
time a stimulus to and a result of the changes in the soccial structure
of the developing countries, so as to achieve a more equitable

distribution of income and wealth, to raise substantially the level

/of employment,
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of employment, to expand and improve facilities for education, health,
nutrition, housing and social welfare and to safeguard the environment.
The industrialization process should contribute to a significant
extent to carrying out these aims.

In the present decade to date, Latin America has exceeded the
target of 8 per cent growth in industrial output, and thus has
confirmed ECLA's predictions l/ on the need for the countries of Latin
America as a group to set themselves more ambitious targets of
qﬁantitative growth by making the most of the potential capacity
existing in the region.

Despite the progress made, halfway through the present decade
of the International Development Strategy various symptoms of inadequacy
in the processes of change which the Strategy has endeavoured to promote
are to be seen, while it is azlso to be observed that the economic events
of the last few years have, generally spealking, been detrimental to
the majority of the developing countries and have brought to the fore
the inability and inadequacy of the international economic co-operation
machinery in existence even to alleviate the adverse consequences.

This concern brought the majority of the countries to consider
it necessary to establish a new international economic order and to
formulate a world action programme to carry this out; at its sixth
special session the United Nations General Assembly approved both
resolutions on these matters,g/ whicih have already been commented one.

As regards the industrialization of the developing countries,
the new international economic order would imply the fulfilment of

the following aims:

l/ See Economic Survey of Latin America, 1970, Unlted Nations
Puollcat’on, Sales NO.: L.72.1L1.Gel, DPp. 3 to &, and Latin
Americo and tine International Development utrategy.;Flr t . regional
ngrdlsul (E/CN 12/§h7, Add.1l and Add. f) chapter IT,

Declaration on the Establishment of a New Interanational Econonmic
Order and Programme of Action on the Establishment of a New
Interanational Economie Order (resolutions 3201 (S8-VI) and

3202 (S-VI) of the General Assembly).

N

/(a) As
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(a) As a matter of priority, the need is stated of increasing
the share of the developing countries, in world industrial production,
for which purpose a new economic structure for industry would have to
be created, based on a new industrial capacity mainly aimed at
processing raw materials and basic commodities in the developing
countries.

The creation of this new structure, which might have been
considered utopian until recently, now appears at least to be feasible
to some extent in the medium- or long-ternm as a consequence of the
political, economic and ethical factors involved inthe present
international situation.

In fact, several developed countries are seriously considering
in their industrial programmes the advisability of transferring soue
productive activities to developing couatries, in view of the growing
difficulties they are encountering in installing new plants or
expanding existing plants in their own territories. The scarcity of
labour and the relatively high wage-levels are one of the factors
which limit industrial expansion in developed countries, and in
particular the expansion of such activities as are typically low=-
technology-intensive. But other factors exist which also 1limit the
expansion of some industries in advanced countries. These are: the
laock of space, which is a problem which is taking on fundamental
importance in some countries; the available supply of water in
reasonable quantities and gualities and at a reasonable cost;
environment pollution, which has reached alarming proportions in quite
a few cases, and problems connected witih the existence of raw
materials, availability of energy, etc.

The idea of setting up raw materials and commodity transforming
facilities in the developing countries that produce these commodities,
given as a matter of priority in the programme of action, looms
daily larger. Apart from the reasons of common sense wiich support
the principle of this idea, there are also many cases of. obvious
comparative advantages which poiht the same way.‘ Pfivate interests
or other reasohs in opposition to this at the present time will lose

force as time passes.
/On the
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On the other hand, in view of present and foreseeable
difficulties as regards the supply of raw materials and basic ’
commodities, the developing countries producing these are now in
a more favourable bargaining position for increasing the degree of .
industrialization of their economies.

(b) The recommencdation that the developed countries should
respond favourably, within the framework of their official aid as
well as international financial institutions, to the requests of
developing countries for the financing of industrial projects, and
encourage investors in this sense particularly in export-oriented
projects, within the coantext of the laws established by these
countries.

Despite the brief time which has passed since the Declaration
on the establishment of a new international economic order and the
programiie of action on the establishment of a new international
economic order were approved, they have had large-scale repercussions
on developing countries. As proof of this the declaration formulated
by the Ministers of Industry and the delegates of the countries of
the region at the Latin American Conference on Industrialization
may be cited.3/ This document was inspired by the declaration and
programme of action mentioned above and expresses the adherence of
the signatories to the principles of industrialization laid down
in them and in the International Development Strategy for the Second
Development Decade, which should be complemented with international
juridical norms and new instruments for action. They therefore
propose & plan of action comprising various measures of national
and regional scove, which would be applied by developing countries ’
and by developed and developiang countries together through concerted
action to promote the industrial development of the countries of : ’

the region. The declaration states that ''the reorganization of the

3/ InCustrialization in Latin Amerlca. E;lnc;ples and;plan of action,

A

The resolution approved : at the Lotin Amarican Conference on
Industrialization (liexico, D.F. 25 to 29 November 197k).

/international economic
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international economic order requires the adaptation of the machinery
and arrangements for international co-operation and that the

United Nations, its specialized agencies, and the regional economic
commissions constitute the obvious forums for the negotiation by
governments of the agreements and undertakings relating to the
establishment of the new order in industry'. The declaration also
states that the principles and guidelines contained in it "constitute
the Latin American position in the international negotiations which
are to be held, especially at the Second General Conference of UNIDO'.

The declaration lays down some policy norms and neasures already
contaired in the above-mentioned documents altlhough now they appear
in the setting of the more specific problems and conditions of
Latin America.

The measures proposed at the national level include the existing
concern that the industrialization process should contribute to
increasing the external autonomy of the developing regions and countries,
"with special attention to the promotion of exports and to the terms
on which transfers of capital and technology take place's In the
same context the aim is also mentioned of seeking ‘"to increase the
value added to the raw materials being processed and exportedi,

"to ensure that the promotion of industrialization ddes not take place
to the detriment of primary sector activities', and at the same time
to ensure that the process of import substitution takes place with

a grecter degree of international-level efficiency, so that protection
will not prove to be excessive (especially as regards foreign exchange
and capital) and so as to guarantee adequate international-lsvel
competitiveness.

The declaration also states the need for "an adecuate distribution
of income, which, inter alia, will make possible the rapid expaansion
of domestic markets”.and thus contribute to raising the standards of
living and eliminating marginality and unemployment.

Another notable aspect of the declaration gives special
importance to the co-ordinated action of the rountries of the regién

as regards industfial development. Two basic objectives, very closely

/related, are
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related, are established; these are the "strengthening of existing
economic integration schemes, and harmonization and co-ordination
of economic policies, especially in the industrial field, and

the fullest utilization of the possibilities for industrial s
complementation, with due attention to economies of scale and

specialization’’s. In connexion with this latter objective, it is v
proposed to strengthen and create Latin American multinational

enterprises and the corresponding machinery of financial support,

regional import substitution programmes, basic food production

programmes and arrangements for the supply of energy sources and other

scarce raw naterials, and, lastly, the joint utilization of the

productive resources of border areas between countries. All this

should be coasidered in the light of the establishment of differential

treatwment favouring the relatively less developed countries.

B. APPRAISAL OF TilE INDUSTRIAL SECTOR DURING
THE PEZRIOD 1970-1974

l. Rate of growth, degree of industrialization and

-—

structure of production

(a)  Rate of growth | )

The annual rate of growth of the gross product for the
manufacturing industry in Latin America in the first three years of
the 1970s was 0.7 per ceant for the region as a whole. This rate
exceeded the targef of 3 per cent proposed in the Internzilcnal
Development Strategy for the Second United Nations Develcimant Tecade.
The process can also be said to show a long-term upward frend, since
between 1950-1960 the total average rate was 6 per cent a:d during
1960-1970, it was 6.9 per cent.

Neverthelesg, the importance of this increasingly rapid tempo
decreases wihen other comparisons are introduced. For exzmple, 1o
important increases have taken place in the share of the region's
manufacturing product in world product levels; it remained at

3.4 per cent during the last decade while Latin America increased

/its share
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its share in the population of the world from 7.3 to 7.3 per cent
during the same period. This means that if the industrialized
countries maintained the same growth capacity during the 1970s as
in the last decade, the target of 3 per cent proposed by the IDS
for the developing countries would not signify appreciable changes
in the sharp difference between the,per capita manufacturing product
in Latin America and the average for the industrialized countries.
The prospects offered by the International Development Strategy
are not encouraging as far as reducing the industrial disparity
between the two types of country is concerned; it should be borne
in mind that one of the objectives pursued by the Strategy is the
reduction of the distances separating the developing world from
the developed countries.

Considerable differences are also to be seen in the rate of
industrial growth of the different countries of the region. Although
the above-mentioned target was achieved on average, only four countries
actually exceeded it, while in the previous decade nine countries
had exceeded the general average, and in the 1950s ten countries
(see table 1). The high weighting of Brazil in the Latin American
averages and this country's high rate of industrialization bring the
general average to the level indicated.

In fact, between 1970-1973 fifteen countries did not achieve
the regional target and their average was only 6.6 per cent. A11
this goes to indicate that the differences in the levels of
industrialization of the Latin American countries (contribution to
the regional manufacturing product, per capita availability of
manufactured goods and dezree of industrialization) tend to increase,
and the many small and relatively less developed countries find

themselves in an unfavourable position.

/Table 1
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Table 1

1000 N0 971 972 19738/
Argentina 5.6 7.0 7.1 7.2 6.8
Brazil 7.0 13.7 1.3 14.1 15.3
Mexico 9.1 5.8 3.2 9.0 8.2
Subtntal 7.1 9.2 7.2 10.1 10. 4
Colombia 6.0 9.2 7-9 10.0 9.8
Chile 5.3 3.8 12.9 3.5 ~5.1
Peru 7.4 7.7 3.8 7.0 7ol
Venezuela 7.3 7.9 6.6 £.8 8.3
Subtotal 6.2 7.0 9.2 7.2 ka2
Costa Rica 8.8 6.2 6.0 5.5 7.0
El Salvador 8.2 5.6 7.0 5.2 k.5
Guatenmala 7.6 5.1 7.2 5.2 £.0
Haiti 1.7 6.3 6.0 7.1 7.2
Honduras 6.8 7.3 S.2 7.4 6.3
Nicaragua 11.9 L,2 L.8 5.7 2.2
Panama 11.1 6.4 8.2 6.3 Ly7
Dominican Republic 5.6 12.5 17.0 12.9 7.5
Subtotal 7.9 6.8 8.2 6.8 5.5
Bolivia 6.7 5.3 2.0 6.7 6.5
Ecuador 6.2 10. 4 3.7 9.0 13.6
Paraguay 5.8 4,5 3.3 6.3 L.0o
Uruguay 1.6 ~0.8 -1.8 -0.3 ~0. 4
Subtotal 4.0 L, L 2.7 k.5 6.0
Latin America 6.9 8.7 7.5 9.4 9.2
Source: ECLA, on the basis of official statistics.
af Preliminary figures.

/This means
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This means that the countries with larger markets and more
abundant natural resources, with an agricultural sector which does
not constitute a bottleneck in their economies and with an increasing
share of manufactuing activity in external trade, advance more
rapidiy with their industrialization than the small countries which
meet with sérious obstacles in the form of the small size of their
narkets and their limited capacity for processing their natural
resources and sharing in the world manufactures marizet. It may not
always be acvisable for the small countries to propose ambitious
industrial growth targets fof themselves nor feasible for them to
cross the distance which separates them from countries with a more
advanced and thriviang industrialization process. This meauns that
if a regional development strategy proposes to reduce the differences
observed in the industrial development of the component countries,
special attention will have to be given to the relatively less
industrially developed countries, both as regards the intensiveness'_
and quality of international co-operation and the application of\the
sub=-regional integration systems, which added to the local efforts of
these countries, could speed up and expand local manufacturing
activities.

(b)  Degree of industrialization

The share of ihe Latin American industrial sector in the region's
gross domestic product increased noticeably between 1970-1973. The
level of industrialization measured by this share increased from
2.5 per cent to 25.9 per cent during this period; in 1960 it has
achieved 21.7 per cent (see table 2). Although these values are
apparently very high and similar to those exhibited by some
industrialized countries, comparisons with such countries should not
be given much significance, mainly because the resulting level of
industrialization varies considerably depending on the base year for
calculating the values the quotient of which coastitutes the

coefficient in question.

/Table 2
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Table 2

DEGREE OF INDUSTRIALIZACION a/

1960 1970 1973
Argentina 311 35.3 38.3
Brazil 22.6 25.3 27.2
Mexico 19. 4 23.6 2k.0
Subtoral 23.5 27:k 2.3
Colombia 173 16.6 20,0
Chile 23.2 25.2 26.6
Peru 17.9 22.6 24,0
Venezuela 12.0 16.0 1.0
Subtotal 5.1 8.2 9.8
Central America 12.7 16.9 17.0
Panama 12.8 17.2 17.0
Haiti 12.0 13.2 14.0
Dominican Republic 10.1 15.1 . 15.8
Subtotal 127 16:0 164
Bolivia 10.0 13.5 13.7
Ecuador 15.6 16.8 16.6
Paraguay 16.7 18.8 18.4
Uruguay 21.2 21.0 20.8
Subtotal 168 8.1 7.2
Latin America 21.7 245 25.9
Source: ECLA, on fhe basis of official statistics.
g/ Defines as the percentage ratio of the value of the gross

manufacturing product to that of the gross demestic product

in a given vear, estimated at factor cost,

dollars at 1960 prices.

in millions of

/It is



- 285 -

It is estimated that as the relative prices of manufactures
in Latin America are, generally specking, higher than in the
industrialized countries, the industrial product and hence the degree
of industrialization, are over-estimated. -Studies made in some
countries would appear to show an over-estimation of the degree of
industrialization of betweenr 20 and 25 per cent. It is also the
case that in the appraisal of the gross domestic product of the
Latin American countries both agricultural raw materizls and minerals
and a large part of services are underpriced, because the relative
prices of these goods and services are, generally speaking, lower
than in the developed countries. The effect of this underpricing
would have a similar effect to that mentioned above but there are
no known estimates of its influence.

It is thus not logical to coasider comparisons of the values
of the degree of industrialization in Latin America with those of
other regions, until it is possible to establish conditions which will
guarantee the homogeneity of the criteria used for such an estimate.

If the analysis is limited to the countries of Latin America, it
should be remarked that the average obscures the real situation of the
majority of these. In fact, oaly three - Argentina, Brazil and Chile =
exceed the average value, which turns out to be as high as it.is
because the first two of these countries contribute 55 per cent of the
region's gross product. Excluding these countries and lMexico, where
the degree of industrialization is close to the average, the fifteen
remaining countries have now reached an average level of
industrialization of 17.7 per cent, which goes to show that industry
in these countries still contributes relatively little to the general
product in thieir economies as a wholee. -

The degree of industrialization increased appreciably during the
three-year period in the large and medium-sized countries of the region,
indicating a. tendency for industry to grow rapidly in importance in
their economies.

In four of the small countries of the region the values of the
degree of industrialization in 1970~197L dropped, in one case the change
occurred simultaneously with a decline in the gross domestic product

' /and the
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and the gross industrial product; in the remaining three countries
there was a decline in value with overall economic growth.

(¢) The structure of production

The transformations in the structure of production were in
evidence from the first stages of the industrialization process.
In the countries which made progress in this area the changes
increased the share of activities producing intermediate goods,
consumer durables and capital goods and also tended to bring their
structures of production more into line with those of the industrialized
countries. These facts contributed to encouraging hopes that the
industrial evolution of the industrialized countries would provide a
road which the countries where development was incipient could also
take, and that only adequate financial contributions and external
technical assistance would be required for this to materialize in the
course of time. However, it is becoming noticeable that the changes
in the structure of production vary according to the econonic potential
of each country, rather than owing to the fact of their having begun
the industrialization process earlier or later.

The nature of such changes is not obvious in the short~tern,
and it is therefore preferablé to compare-years which are widely
separated. Thus, the overall values for Latin America as a whole do
not really reflect the major differences which arise if the countries
are considered separately.. In fact, production of intermediate goods,
consumer durables and capital goods apparently covered nearly 50 per
cent of the entire industrial output of the region in 1971. However,
only in three largest countries of the region and in Venezuela was this
actually the case.&/ In the majority of the remaining countries,
the industries producing goods for immediate consumption are notably
in thebmajority, and cover a wide range which is as much as 89.3 per
cent in Bolivia. This indicates that many countries of thie region
still have a structure of little complexity, where the inter-industrial

L L N

&/ In Venezuela the considerable importance of industries producing
intermediate goods was justified by the importance of the
petroleum products industry. :

/input-product relationship
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input~product relationship found in the industrial sector are weak,
owing to the lack of adequate complementarity among the different
activities of production. |

This low level of complementarity does not conform to the same
reasons in all the countries in which it appears. In countries where
the process of generalized import substitution took place several decades
back, it reflects the limitations they experience in following out the
process, very probably because of the small size of their local :market.
In these countries, the coefficients of the imported supply of consumer
goods have been low for a long time, but those corresponding to
intermediate goods, and even more particularly capital goods, stand at
relatively high and practically invarioble levels. However, in other
countries the stage in which locally-produced goods replace imports in
a generalized form has still not terminated. In these ocountries the
considerable predominance of consumer goods in their structures of
production is associated with relatively high values, even in the case
of the coefficients of imported supply of these same types of goods;
those for intermediate and capital goods are still higher. TFor these
countries import substitution is still a means of development which
offers dynamic possibilities.

As regards the variations which have taken place in the structure
of industrial output during the period 1960-1971, it may be seean that
the share of the traditional industries in Latin America as a whole
dropped from 56.5 to“50.8 per cent, which is.the average of the wide
differences in the changes which have taken place in the different
countries (see table 3). The trend of these changes would appear to
confirm the above conclusions. It is in the largest countries that the
widest variations in structure are to be found, and the largest decreases
in the share of industries producing traditional goods and the largest
increases in the share of those producing intermediate and capital goods.
Generally speaking, in the smallest countries the changes in this
respect are also less important. Nevertheless, the degree of aggregation
to be found in the grouping of industrial activities does not allow

of any more profound analysis.

/Table 3
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Table 3

LATIN AMERICA: STRUCTURE OF PRODUCTION OF THE
MANUFACTURING SECTOR '

(Percentages)
1960 1971
A B C A B C

Argentina L4.s5 26.8 28.7 33.9 31.9 3.2
Bolivia £9.0 7.9 Fe 89.3 7.2 75
Brazil 1.2 29.4  29.L4 30,3 32.7 37.0
Central America 86.1 9.6 L,z 73.5 18,2 8.3
Coloubia 6z.4 27.2 9.4 56.8  29.1 12.1
Chile 61.2  29.1 9.7 57.56 33.2 9.0
Ecuador 75,0 25.1 1.9 53.1 31.0 5.9
Mexico 53.7  35.5  10.0 Lz.6  38.L k.0
Panama 65.7 3L ,3 ceo 62.1 37,9 ceo
Paraguay 31.1 13.5 5.4 80.8 13.5 5.7
Peru 63.6 28.7 7 80.3 23.0  11.7
Dominican Republic 78 b 18.7 2.9 71.0 2G6.9 2.1
Uruguay 61.1 20.5  13.1 60.7 25.8 13.5
Venezuela 63.5 29. 4 7.1 4o, Lo.6 9.6

Latin America 56.5 26.1 7.4 50.3 30,0 19.1

E

Source: ECLA, on the basis of country data.

Notes: 4: Dranches wainly producing consumer goods: food,
beverages, tobacco, textiles, footwear and clothing,
wood and cork, furniture and accessories, printing and
publishing, leather and leather manufactures,
miscellaneous industries.

B: Branches mainly producing intermediate goods: paper and
paper products, rubber and rubber manufactures, chemical
products, petroleum products and coal, non-metallic
mineral manufactures, basic metal industries.

C: DBranches mainly producing capital goods and consumer
durables: manufactures of metal, machinery other than
electric, electrical machinery, transport equipment.

/2. Tvolution




- 289 «

2. Evolution of the per capita
nanufacturing product

The per capita manufacturing product in Latin America recorded
an annual growth rate of 3.8 per cent between 1960 and 1970 and 5.6 per
cent between 1970 and 1973. Expressed in dollars at 1960 prices, it
increased from 84 dollars in 1960 to 123 dollars in 1970 and
146 dollars in 1973 (see table 4). 1In the region as a whole, the per
capita manufacturing product accounted for around one-quarter of the
per capita gross domestic product in 1973, while in 1960 it was nearly
one~-fiith of thig. This situation is closely associated with the
evolution of Latin Americén industrialization, and indicates the
increasing although not spectacular importance which industry is
acquiring in the region as far as the supply of goods and services
is concerned.

Despite the progress noted, it should be mentioned that Latin
America's position compared with the world average and the average for
the industrialized countries underwent practically no variation between
1960 and 1973. Latin America's per capita industrial product accounted
for half the world average in 1950 and again in 1970, and this percentage
may well not vary for 1930 if these variables are projected on the basis
of the extrapolation of the trends observed during the last thirteen
years (see table 5). Similarly, the situation of Latin America is
hardly likely to improve in comparison with that of some industrialized
countries = Canada and the United States, for example « the Latin
American manufacturing product increased from 11l.7 per cent to 12 per
cent of the products of those two countries between 1960 and 1970,
and could reach 13.2 per cent in 1980; the disparity would still

continue to he considerable, however.

/Table 4
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Table 4

LATIN AMERICA: PER CAPITA INDUSTRIAL PRODUCT
(In dollars at 1960 prices)

1970 1973

Group I 150 180
Argentina 372 k37
Brazil -89 ‘ 120
Mexico 162 178
Group II 22 107
Colombia 69 62
Chile 155 163
Peru 36 99
Venezuela 105 121
Group III b6 22
Central America 54 58
Haiti 11 12
Panama 110 122
Dominican Republic 33 51
Group IV 63 62
Bolivia 26 28
Lecuador S5k 65
Paraguay 56 8
Uruguay 151 k2
Latin America a23 k6

Source: IECLA, for the figures of the industrial product; for
population figures, CELADE, Boletin Demogréfico, N2 13,
January 197k.

/Table 5
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PER CAPITA INDUSTRIAL PRODUCT

1960 Index 1970 Index izjs Inéex 1250 Index

Yorld b/ 171 1.00 271 1.00 341 1.00 L29  1.00
Canada ané the

United States 717 k.19 1021 3.85 1219  3.56 1617 3.77

Western Surope 318 1.86 498 1.83 624_ 1.83 781 1.87

Latin Americe ¢/ 8L 0.49 123 0.k5 161 0.47 212  0.49

Source: ECLA, on the basis of data tahen from United Hatlons, lionthly
uu11et1n of Statistics and The Growth of World Industrv 1969,

August 1972.

a/ The projections to 1975 and 19C0 were mace on the basis of the trend
observed between 1960 and 1970; for Latin America, on tae basis of
the trend observed between 1970 and 1973, which was higher than that
of the previous decade.

b/ Excluding Albania, China, Mongolia, Democratic People's Republic of
Korea and Vietnam. '

c Excluding Cuba, Jamaica, Barbados, Guyana anc Trinidad and Tobago
(dollars at 1960 prices). : ~

/The marked
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The marked difference to be observed among the Latin American
countries was aggravated in the first three years of the 1970s.
The four medium~sized countries had a per capita manufacturing
product which was equal to 63 per cent of the product of the three
largest countries of the region in 1970, and 59 per cent in 1973;
the next four countries had a product equal to 42 per cent in 1970
and 37 per cent ian 1973, while the product of the smallest countries

was equivalent to 31 per cent in 1970 and 29 per cent in 1973.
5. Industrial employment

During the first years of the 1970s, employment in the industrial
sector of Latin America recorded a slight upward trend in growth,
rather sreater than the increase in the labour force and slightly
less than the growth of the urban population.

Between 1950 and 1960 the growth of iadustrial employment was
2.7 per cent, during the period 1960 to 1970 it was 3.0 per cent
and during the first three years of the 1970s it is estimated at
approximately & per cent. The share of industrial employment in
total employment has also changed very slowly, increasing from
14,7 per cent in 1960 to 16.4 per cent in 1970, and is estimated at
around 17 per cent in 19/3.

These overall indicators do not satisfy the expectations
maintained some decades ago as regards the capacity of the
manufacturing sector to absorb the natural increases in the labour
force and its shifts from other economic activities. It is not easy
to pinpoint the motives for these discrepancies between the expectations
and the actual results of the industrial development process.

In the first place, they may be directly atiributed to the
inadequete growth rates of the industrial sector in the majority
of the countries of the region. At the sawe time it is maintained
that the industrial policy followed by the majority of the Latin
American countries has also been influential; this has been based on
excessive and prolonged protectionism and on strong incentives to

stimulate national industrialization, and to some extent has distorted

/the real
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the real cost of the factors of production by making it possible
to acquire abroad high technology capital goods and consequently
save labour.

On the other hand, the existence of great differences in
productivity between the sectors of the economy and within each
sector (between the branches making up the sector and even between
the enterprises grouped in branches according to similarity of
products), affects the demand for labour by the production techniques
used, at the level of wages and relative prices. This means that
the base of the apparatus of production in Latin American industry
is characterized by a strongly marlked heterogeneity. This is
accentuated- in the course of time and is expressed through the
coexistence of establishments with considerable disparities in
their capital formation, scales of production, technologies used,
productivity, employment, remunerations, etc., even within a single
branch of production, i.e., among establishments devoted to producing
similar goods. Without going any more deeply into the definition
of this heterogeneity and its consequences for employment, it suffices
to mention as an example that the co~existence of two strata of
production, manufacturing and artisan-type industry, in which the
product per employed person ratio is generally five to one, \
complicates any prospect of calculating industrial employment for
the future, since the artisan-type industry stratum takes in a
large share of this employment and the creation of new jobs is
necessarily slow owing to the features of productioa in this branch
(low productivity, low rate of returns or both together) and of
dermand. On the other hand, the creation of new jobs in the
manufacturing sector implies increasingly great financial efforts;
lastly, it could satisfy part of its demand for labour by resorting
to the artisan-type industry sector rather than to natural increases
in the labour force or to labour which has shifted from other
activities, owing to the greater aptitude and experience of the

first-mentioned in manufacturing activities.

/The rate
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The rate of growth of industrial employment given for the
region is a result of very dissimilar situations in the various
countries. Brazil, Bolivia, HMexico, Panama and Venezuela stand
out for their high indexes, while other countries show fairly slow
rates of growth., Brazil, Bolivia, Panama, Paraguay and Venezuela
show a clear speeding up of their rate of absorption of industrial
labour compared with the last decade, while this rate remains
constant in the Dominican Republic and declines in Argentina,

Ecuador and Uruguay. The information available does not provide
any satisfactory explanation of each of these variations, particularly
the more extreme cases.

Lastly, as far as the prospects of industrial'employment are
concerned, Latin America recorded an employment-elasticity of
the product of 0.55 during the last decade, which is fairly high
if it is compared with other developing regions. It is in fact
higher than the coefficient for Asia which was 0.49 and the average
for the developing countries which was 0.53.

If a projection is made of this growth rate of industrial
employment and assuming that the growth target for the industrial
product of 8 per cent postulated in the IDS for the Second Development
Decade is achieved, industrial employment would increase its growth
rate from 3.0 per cent to 4.7 per cent annually throughout the 1970s,
while its share in total employment would reach 20.2 per cent by the

end of the decade.

/%. Exports
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L. Exports of manufactures 5/

(a) Trends and features

Between 1970 and 197k the value of exports of manufactures
increased rapidly to exceed 7,800 million dollars in 1974, more than
tripling the value for 1970 (see table 6). The rate of increase in
these four years (37 per cent annually) was thus noticeably higher than
that of the last half of the 1960s (19 per cent annually), and was due
almost exclusively to the extraordinarily large increases in exports

recorded in 1973 and 197Lk. Similarly, the value of total exports showed

a notable increase in thesc years, particularly in 197L.

However, according to preliminary estimates aimed at excluding
the influence of variations in exports prices, the evolution cf the
volume of total exports and export of manufactures has been veryr
different. From 1970 to 1974 the volume of total exports increased at
a rate lower than that recorded between 1965 and 1970, and tended
towards a negative growth rate in 1974. On the contrary, the volume
of euxports of manufactures has shown an increasing tendency, since
between 1970 and 197k its growth rate was 22 per cent, conmpared with
17 per cent recorded between 1965 and 1970. This situation has meant
that the share in terms of volume of exports of manufactures in total

exports has increa-ed from 15 per cent in 1970 to 29 per cent in 197L.

5/ The definition of the manufactures used in this analysis is on
that of UNCTAD as it appears in the document The Definition of
Primary Commodities, Semi-manufactures and Menufactures
(TD/B/C 2/“7‘ However, in view of the aims of this analysis it
was considered advisable to exclude petroleum products
- grouns 331.0 (2) and 332 of the Standard International Trade
Classification, Revised - and noa-ferrous metals {(Division 68 of
the SITC), which exclusions coincide to a large extent to those
prepared by UNCTAD in later revisitns of the original Definition.
The definition adopted is broader than that used in »revious
docuzents, according to vhich the products included in Section 5
to 0 (excluding Division 68) of the SITC are considered as
manufactures. With the adoption of this broader definition, an
inportant range of products which were excluded when the definition
based on the SITC was used were incorporated in the analysis.
These include tinned foods, beverages, tobacco, cellulose,
synihetic rubber, artificial fibres, asphalts, animal and
vegeLable oils and sawn woods, which are relatively important items
in the region's external trade. However, for the lack of
comparable data, it has been necessary to resort to the definition
based on the SITC for some international comparisons.

- /Table 6
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It may be seen from these preliminary observations that the
nrice increases decisively influenced the values recorded for total
exorts in recent years, while the value of exports of manufactures,
although also influenced by price increases, reflect at the same
time a thriving performance, with an increase in the volume. The
fragmentary figures available show that this progress made by industrial
‘exports was led by sectors which have only recently come to talie nart
in external trade, like the metal manufactures and machinery industry,
and within this in particular, transport materials and non-electrical
machinery, the paner and cellulose industry and - within traditiomal
exports of manufactures - the textile, leather and food industries.

(b) Origin and destination of exports

Table 7 gives cdata on the evolution of exports of manufactures
between 1970-197L by groups of countries in the region.

The annual growti rate of eyports in the region as a whole which
is 37 per cent, follows, as may be seen, the tempo set by the exports
of the largest countries, which thanks to a spectacular annual growth
rate of 43 per cent came to account for nearly 80 ner cent of the
regionis exports in 197L.

The considerable growth of Argentina‘s exports in 1974 was
influenced by exports of transport materials and machinery in general,
since wartial data for that year show a drop in the volume of processed
meats exported. . wide range of products makes up the growth of Brazil;
generally speaking, during 1974 the growth of exports came from the
traditional industries as well as the newest industries. There were
thus increases in exports of »nrocessed coffee, footwear, processed neat,
tanned hides, cotton yarns, etc., and also in exports of transport
materials, boilers and machinery and mechanical appliances, electrical
machinery, office machines, etc. In llexico, the range of articles which
showed notable increases in 1974 was rather smaller; there were,
however, notable improvements in exports of machinery and mechanically
operated or electrical appliences, private cars, and spare parts and
components for transport vehicles, toys, musical instruments and, among
the most traditional articles, appreciable increases in cotton fabrics

and articles of clothing,
/Table 7
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Table 7

LATIN AMERICA: EXPORTS OrF MANUFACTURES BY GROUPS OF
COUNTRIES, 1970-1974 AND 1955-1970

(Millions of dollars at current prices,
percentages and rates)

Value Relative Annuaitgrowth
Year of share K228
oxnorts | (PeT- 1965~ 1970~
S _centage) 1970 1974
Latin America 1970 2 220 100 19 37
1974 -7 860 100
Large countries a/ 1970 1 L9s 66 21 Lz
1974 5 117 78
Medium-sized countries b/ 1970 273 11 13 29
107k &7k 11
Remaining countries ¢/ 1970 512 23 14 1k
1974 669 11

Source: Yearbooks of external trade of the countries, LAFTA publications
and part estimates by ECLA for 1974

a/ Argentina, Brazil and Mexicc.
2/ Colombia, Chile, Peru and Venezuelaza.

3/ Bolivia, Ecuwador, Paraguay, Uruguay, Panama, Dominican Republic,
Barbados, Guyana, Jamaica, Trinidad and Tobago and the countries of
the Central Americon Common Marlet,.

/Among the
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Anong the medium-sized countries mention may be made of the
notable increases in Colombia's exports of textile products, mainly to
the United States market,‘and wood manufactures; the recovery and
notable increase of Chilefs exports of cellulose and paper; the increase
in Venezuela's exports of steel products and petrochemicals,‘and in
Peru of fish oils and conserves. | v “

In the remaining countries, including the relétively less
developed countries, the increases which took place iﬁ Ecuador and _
Paraguay and the CARIFTA countries were‘not sufficient to ofiset the
slower growth of the exports of the Central American Common Market
(textile products, simple chemical products and clothing and footwear).
Consequently, a growth rate for these countfies as a whole of |
14 per cent was recorded between 1970 and 1974, and thé‘share of this
group in total exports of manufactures in the region dropped from
23 to 11 per cent. | '

As far as the destination of exﬁorts oflmanufactures is concerned,
the proportion of manufactured products which Latin America destined
for the region itself, i.e., intra-regional trade in these goods, began
~to decline. This was influenced by the extraordinary impetus
acquired by exports of manufactures by the major countries of the
region towards other world markets. Previous to 1970, the éontihued
growth of Latin Auerica’s position as a réceiVer 6f its oﬁn exports of
manufactures was due to a large extent to the activity of the regional
integration systéms - LAFTA and CACH - which tended to slow down around
1970, coinciding with a sharp increase in the demand for Latin American
manufactures from outside the region. If should, however, be mentioned
that Latin America continues to be an important market for the |
manufactures coning from the metal-manufactures and machinéry indusfries
of the region itself. v S

The shift of exports out from the region was basically due, as
has already been said, to the exports of the largé‘countries; in the
small and mediqm-sized countries,_with the exceptionuof Cblombia,

trade in manufactures inside the region tended to pfedomihatea
/Among the



- 300 -

Among the extra-regional markets the United States continued
to be first in importance, and in 1972 absorbed over 40 per cent
of the manufactures exported. It is followed by the United Kingdom
(6 pef cent) and the Federal Republic of Germany (4 per cent).

Trade with the socialist countries and other developing regions
continues to be of little importance: Africa and Asia for example
received less than 1 ner cent of exports of manufactures and the
socialist countries did not achieve 2 per cent.

(¢) Gxoorts and the industrialization process

In 1973 and 1974 the share of exports of manufactures in the
value of the total eiports of the region at current prices was 19 per
cent; in the world market this share was 68 per cent and in the
developed market economy countries it was 79 per cent. These last-
mentioned countries, which generate 61 per cent of the world manufacturing
product, produce 85 »Her cent of world exports cf industrial products,
while Latin America, vhich generates 3.4 per cent of the manufacturing
product, has a share of nearly 1l per cent in exports of this type of
goods.

The share of exzports of manufactures in the manufacturing product
in 197 was 7 per ceat in Latin America compared with 4O to 50 per
cent in the Europear countries, Japan and Canada. Although this
percentage shows how little still the regional industrialization
process is open to tle world market, it has been increasing in recent
years (the estimate for 1973 is 8 per cent) as has also the contribution
of exnorts of manufactures to the growth rate of the industrial product;
this may be estimated at around 1 per cent. Furthermore, the tempo
of exports of manufactures in recent years suggests that this outward-
directed movement could be considered as an authentic pattern of
develooment in several countries of the region, particularly the
largest, since in certain branches of industry its importance is
considerable.

o small considerations should be mentioned here. First of all,
the increasing growth of exports of manufactures in recent years was

the result of broad-based efforts made by the countries, at the domestic

/level, in
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level, in connexion with aspects of supply, and in the search for
better conditions of access to the importer markets; the international
situation also‘played a beneficial role here. Secondly, the countries
of the region, for various reasons, have made very little use of the
Generalized System of Preferences. Among the restrictive measures
which have caused concern in the countries of the region as regards
this system, is the lack of continuity or permanence in some of its

operational norms.

5., Investment and finance

() Investment

During the first years of the decade, the relatively low level
of canital formation in Latin American industries taken as a whole
would zppear to have nersisted. This problem is common to all the
sectors of economic activity and, as is well known, is a considerable
obstacle to the develomment of Latin America.

No up to date data is available on investment in the manufacturing
sector. The only statistical data available concern fixed capital
investment classified by types of capital goods and only exist for
some Latin American countries. In order to obtain a pattern of
investment in the manufacturing sector the values of investment in
machinery and other equipment have been taken as indicators.6/

Table 8 was prepared on the basis of these figures and shows gross
investment in machinery and equipment in some countries of the region
as & percentage of the gross domestic product. It may be seen that the
figures for the majority of the countries show an upward trend between
1969 and 1973 in relation to the values of the gross domestic product
or are maintained with no important changes. Some countries, however
(Chile, Nicaragua, Peru, Uruguay), show‘relatively large decpeases

in investment compared with the gross domestic product.

é/ Tue figures for investment in machinery and equipment would appear
to be the most apnropriate to replace investment figures for the
maaufacturing sector. Investment in transport materials is not
included, although investment in other equipment not used in
industry does a»nnear.

/Table 8
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Table 8

LATIN AMERICA: CCEZFFICIENT OF GROSS FIXED INVESTMENT IN
MACHINERY AND EQUIPMENT WITH RESPECT TO THE
GROSS DOMESTIC PRODUCT

(Percentases on the basis of constant values
at 1970 prices)

Decade Second
a/ Half 2/

—

Argentina
Bolivia
Brazil
Colombia
Costa Rica
Cuba

Chile
Ecuador

El Salvador
Guatemala
Haiti
Honduras
Mexico
Nicaragua
Panama
Paraguay
Peru
Dominican Republic
Uruguay
Venezuela
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The lack of data on fixed capital investment in some countries
deprived the average values which could be obtained for the group of
countries selected and the growth rate estimated on this basis for
tiie entire region, of their importance. In any case, the figures
given in the table vould suggest that investment in the region's .
manufacturing sector has increased more rapidly than total gross
investment, which as has been shown, was 7.8 per cent annually
in 1969~1972. 1In view of the close relationship existing between
the investment and the »roduct, it may be said that the resources
destined for investment were sufficiently large to increase the growth
rate ol the product of the region's manufacturing sector well beyond:
the target laid down in the International Development Strategy for
the Second United Nations Development Decade. This could not be
said, however, if the problem of industrial investment were analysed
by countries, since, as has already been said, very few have achieved
the target fixed fo:r the annual growth of the sector (8 per cent).

(b) TFinancing

Data on the finaucing of the manufacturing sector in Latin America
are also extremely scarce. Insofar as an analysis is possible, however,
they would appear to confirm some general conclusions of studies 2/
made during the 19005 on the basis of surveys in various countries
of the region.

The scanty data available would seem to indicate that in recent
years the low share of the industrial enterprises in the self-financing
of investment would annear to have been maintained in some countries.

4 survey 8/ made some months back in the manufacturing sector in

Colombia brought out the little relative importance of industrial
reinvestment in this country, and showed that during the first three
years of the 1970s its imvortance as an element in the financial structure

of the enterprises of this sector had decreased.

Z/ United Nations, JiCLA, The process of industrial develoﬁment in
Latin America, Urited Nations Publication, Sales NQ: 66.II.G.4,
TI0355.

8/  FrDISARROLLO, Incuesta_industrial, 1974.

/The results
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The results of the above-mentioned survey as far as the financing
of the manufacturing sector is concerned are shown in table 9, which
gives the percentage figures of the amounts invested in Colombian
industry in 1972 and 1973, and an estimate of the percentages of the
investnents which will have been made in 1974, according to the
different sources of funds. In addition, a glance at the table will
shoy thatthere exists appreciable differences in the structure of the
financing of differcat sized enterprises. The survey would appear
to showv that in Colombia it is the medium-sized enterprises which
most use the reinvestment of profits as a source of finance. No data
are avallable for the small enterprises; but although the figures for
the reinvestment of »rofits were included under the heading '"other
resources', it is obvious that they are of very little importance;
the szme could be said of the depreciation allowances,g/ the figures
for which do not specifically appear in this table.

The results of this survey coincide with the conclusions of other
researci carried out during the 1960s and which tended to suggest that
in Letin America, generally speaking, the funds coming from internal
sources of the industrial enterprises constitute a smaller share of
the total funds earmnrked for capital formation or expansion than is

the case in industries in Furope and the United States.

74 The structure of self-financing in terms of undistributed profits

- 224 depreciation allowances usually varies very much from country
to country and in the course of time. Although depreciation
allowances are usually similar in different countries, and in
these countries and the developed countries, the actual sums set
aside for this purpose are freguently very small, since on account
of inflation and also obsolescence, the available capital to which
tlhese rates are opplied constitutes an increasingly smaller fraction
of the replacement cost of these fixed assets.

/Table 9



- 305 -

°2/6L UT Safes JO yjJom Sosad UOTTTTW QQL ULy} °9JO0H
°2/6L UT SaTes JOo yjaxom sosad UOTTTIW QQL PuUe Q| uUs9myag
*2/6L UT SaTes Jo yjzaom sosad UOTTTIW QL Ueyy ssof
°99Tpoq POZTTeTOo2ds y3noayy

*oTdues a9yl I03 ‘g/6L UT (L11Snpurl oTeOS-9FIRT puR oTROS-~UNIpawW ‘oTwOS

-TTews) s8uofeq 3T yoTym o3 dnoad 8y} Jo SdTeS 9y} FO onTea 2yl UT ostadidlud yoes jo ateys oYz £q pajydroy

4
a

IR

=

*¢l6L ‘TeTIysupur exsonouy ‘QTIONUVSIQII :90In0g

[ ]
N

OMec OO
L]
TWAN MO

1TPaI
Teuas1xy

0oL g 6

0oL 0°90 <l

0oL 2 21

0oL 0°6 6°L

0oL 9 9°2

0oL ¢ 9°6

0oL 6° 4L -

0oL 64l -

0oL 64l -
s:uRq

oaz

S90IN089X ueyy

_ Tejor 1OUI0 10Y30
3TPOID

-~ ~

9°6L - 2°9 2°02 0°GlL Hl6L
neLe 7°GL G2 6°22 9°hl ¢L6L
9°42 L°¢ 9°4 L6l o°Le 2l6L /3 @Teos-a81eq
9°92 - 9°2 ¢=q¢ 9°9L 7461
Q°L2 - 0°L Lel€ l4e CL6L
H°G¢ ~ 0°L LeLE 2 9L 2L6L /P oTeos-untpay
- - - 964 €6E 6l
- ~ - L°eh hel4y ¢L6L
- - - G°Le 9Ly 26l /o eTeos-TTeUg
o~ SIuRQ
grt30ad spuoq searys mpamwno Te10
Io ajusw Io Jo wﬁme ~JI9ULI0D
~1S9AUTOY anssy angsT ~doToraq woxy Ieayx Lajsnpur
1TPoI)

T W N R B ————— Y W - - o -

—

1TP9JID JO S80JN0g

(CLEECECCEELED)

/B IIQTU0 40 SEOUN0S XE FUVHS NV INTHISZANI JO0 DNIONVNIJL : VISHOTIOO

6 9Tqen

v

JIf it



- 306 -

If it is borne in mind that one of the factors which determine
this low level of reinvestment in the Latin American enterprises is
constituted by the phenomenon of inflation 19/ which, particularly
during the 1970s has affected nearly all the countries of the region s
to a significant extent, the conclusions of the survey made in
Colombia could be generalized. There are, however, some reasons
which forbid such a generalization. In Peru, for very particular
reasons, the self-finaucing of the industrial enterprises, has revealed
other features during the last two years. Thanks to certain measures
of vhat is known as the Ley de Comunidades Industriales (Industrial
Communities Law), the reinvestment of profits in the manufacturing
sector would appear to have increased remarkably during 1972 and
1973, reaching figures of the order of 80 per cent of total investment
in the sector. '

As regards the financing of the sector over the last four years
in other Latin American countries, no data is available. Data is,
howvever, to be had on the sources of industrial financing in Argentina
and Brazil for the latter yearé'of the 1960s; they show that during
this period in both countries reinvestment was the most important %
source of resources for the manufacturing enterprises (accounting
for around 50 per cent of the total) and there are no indications
that this_percentage.has changed substantially during the 1970s in
any of the countries mentioned, .

This would appear to shov that self-financing has not had the same
importance in the different countries of Latin America.

In view of the differences as far as'self-financing is concerned,
the industrial enter)rises of the region have had to resort to varying

extents to external sources, i.e., to credits from the national banking

system, to the securities markets and to investment and loans from

abroad.

10/ Another factor which may have had considerable influence during

"  some periods and in some countries at the level of internal
financing, is the flight of resources generated in the enterprises
to other countries, mainly in the developed world.

/During the
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During the first years of the 1970s, the banking system of each
country constituted one of its main sources of industrial financing.
Generally speaking, the enterprises use credits from commercial
barks in order to satisfy their operating capital requirements and
go to the industrial development banks which exist in nearly all the
countries of the region in order to obtain credits to satisfy their
investment requirements. In not a few cases, and sometimes on account
of problems of access to bank credit, the enterprises also resort to
credit other than from the banks. Generally speaking, this means a
larger outlay, but it usually involves more operational mobility and
less requisites and formalities in requests for it.

e above-mentioned.survey shows that in 1972 and 1973 Colombia's
small eaterprises financed around 85 per cent of their capital
requirements with credits from official banks and development credits
from s»necialized bodies. Credit other than from the banks was
apparently not used. The medium-sized enterprises financed their
investments basicall; by means of development credits, and made use
of credits other than from the banks to a larger extent. In connexion
with national banking sources, large-~scale industry also made more
use of development credits .which, as may be seen from the table, achieved
percentages similar to those for credits from abroad.

The marked importance of the national banking system in financing
Colombian industry is closely linked with the weakness in the sources
of internal funds used by the enterprises, and to some extent brings
out the existence of a noticeably favourable attitude to the allocation
of credit resources to the manufacturing sector.

Sulficient evidence is not available to confirm that the national
banking systems of otlher countries of the region during the first
years of the 1970s similarly shared in financing the éector; but it
can be said that according to their various levels, the industrial
. sectors of the countries have tended in a fairly generalized form to
use increasing quantities of resources from the banking system and

in particular from vhat are known as the official development banks.

/The securities
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The securities markets constitute another source of finance for
the industrial enternrises in some countries of the region; but the
volume of the funds which they contribute to the sector has continued
to be of little importance during recent years compared with those
coming; from other sources; most stock selling operations continue
to tale place outside the securities markets.

Investments and loans from abroad constitute another important
source of industrial financing in the region. O0fficial external
financing - public credits from multilateral and bilateral sources -
and private external financing, mainly made up of direct private
investment and private and suppliers' credits, should be clearly
differentiated.

Up-to-~date datz on net entries of foreign capital from official
and private sources to the countries of the region is not available
either. However, it may be said that during the 1970s to date Latin
America has continued to receive large financial contributions from
abroad, although according to some estimates these would appear to
be decreasing in pronortion to the gross domestic product of the
countrics. It is probable that the relatively high levels of the
Latin American public debt influence this.

The industry of the region has continued to receive substantial
contributions of extornal financing. Between 1969 and 1973 suppliers'
credits would appear to have increased their share in the structure
of external financing. In addition, the Latin American Governments
have made possible the increased financing of imports by means of
agreements with banlis in countries supplying machinery and equipment,
with a view to setting up lines of credit under predetermined conditions
to assist the industrialists of the developing countries in acquiring
and »aring for foreizn equipment.

Direct private investment in Latin American industry by the United
States and other couatries of the Western hemisphere, excluding Canada,
amounted to around 27! million dollars in 1970, 378 million in 1971 and
566 million in 1972, according to data supplied by the United States

Denartment of Commerce. It should be mentioned that these figures

/include the
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include the reinvestment of profits, which was 228 million dollars
in 1970, 240 million in 1971 and 367 million in 1972,

| As regards loans by private banks to the industfieé of the region,
thetdata for the first two years of the 1970s shows.fhat their share
in industrial financing has also increased, and there are no indications
that this trend'underv at any change in the next two years.

Tlowvever, since mid-197L, a large and increaéingly marked decline
in the long and medium-term credit available for industry, and
especiclly suppliers'! credit, has been observed.

This decline in available industriél finanéing is to a large
extent connected with the world petroleum crisis which took place at
the end of 1973 and vhich took the form of a transfer of monetary
liquidity towards the petroleum-exporting countries, and large-scale
changes in the terns of external financing. Some of the petroleum-
producing countries shifted a large part of the funds accumulated
thanks to the increase in petroleum prices into short-term placements
in the international banking system. Consequently, industry in the
region is meeting with daily increasing difficulties in obtaininé
credits with repayment periods suited to their payment possibilities.

Some decrease in the bilateral financing of industry is to be
noted in external official financing, and there are no reasons to
expect any modification of this trend in the next few years.

Ilnltilateral irndustrial financing in the region, however, has
shown some growth, Mention may be made here of the activities of the
body known as the Horld Bank Group in financing the sector; although
its share in total iadustrial investment has been small, its direct
contriution accounted for a significant percentage of external public
firancing and indeed of the total from all external sources. Bgtween
195¢ and 1973‘the liorld Bank Group undertook commitmenté to support
the industrial sector in Latin America (including mining) for an annual
average sum of 96.5 million dollars. In 1972 its commitments amounted

to 279 million, in 1973 to 80 million and 1974 to 76.2 millipn dollars.ll,

11/ “lorld Bank, Annual Report, 1974.
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The Inter-American Development Bank (IDB) also had an important share
in the industrial finaﬁcing of Latin America in recent years, since
its contribution to the sector had increased significantly compared to
previous periods. The percentage of IDB loans to industry and mining
was 7.3 per cent of the total loans granted in 1970, 7.4.per cent

in 1971, 19.8 per cent in 1972 and 19 per cent in 1973,

6. Industrialization policies

(a) ledium-term industrialization policies

Nearly all the countries of the region have prepared development
plans vaich cover the development of the industrial sector, in some
cases in a global form, and in others in more detail, fixing the
policy objectives i tiie medium-term by setting growth targets for
the differentbranches of manufacturing. In these overall frameworks
of development, the Latin American countries, which have not ceased
to apnly import substitution policies, have recently tackled other
nodes of industrial development through policies aimed at promoting
exvorts of manufactures, expanding local markets and achieving greater
sub-rezional integration. It may be said that one of the features
of the industrialization policies which the Latin American countries
have anplied in the 1970s so far is the multiplicity of their '
objectives, These objectives usually have a sufficient level of
complenentarity and consistency to provide, generally speaking, down-
to-earth answers to the nroblems and restrictions which stand in the
way of the industrisl development of each country. The main industrial
policy objectives in force during the first four years of the 1970s
in the countries of the region are:

(i) Import subsitution in respect of industrial goods. Import

substitution continued to be one of the main objectives of the policies
in force in Latin America. Although it is considered in several
countries of the region that the substitution model the features and
limitations of which are described elsewhere in the present report
ceased to be an active factor of industrial development long before

the beginning of the 1¢70s, the maintainance in these and the other
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countries of protectionist policies - in some cases in an attenuated
form or with new directions - bring out the existence and therefore

the perwmanence of import substitution as an objective of industrial

policy. ‘

Cbviously, the exzistence of the import substitution model and
objectives shows different features according to the country's level
of industrialization, the structure of the sector and other economic
variables. In countries like Argentina, Brazil and Mexico, which
have achieved a high degree of industrialization and where the
possibilities of imnort substitution in respect of consumer goods has
been sractically exhausted for several years, the aim of import
substitution covers intermediate and capital goods, and is usually
described as the vertical integration objective of industry.

Ia the different industrialization programmes of the various
countries in force during the period under consideration, the development
of the industries producing intermediate goods (steel industry, heavy
chemicals, petrochemicals, cellulose) and capital goods, which generally
involve an intensive substitution process, was expressly cited as
an objective. In 1972 and 1973, import substitution in respect of
capital and intermediate goods acquired further importance as a policy
objective in the countries mentioned, on account of the scarcity and
price increases of 1lasuts and the difficulties which have emerged
in connexion with buying machinery and equipment abroad.

Mention should be made of the high priority which has been given
in these countries to developing the capital goods industry, on
account of the strategic position which this branch of manufacturing
occunies in the different economies; it not only offers possibilities
for imvort substitution, but also (especially in Argentina and Brazil)
good ermort possibilities, it generates a large demand for skilled
labour and, basicall;, is associated with the technological development
of the countries in view of its nature as an activity which incorporates,

produces and dissemninates technologies.
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The priority objective of the countries of intermediate development
is also import substitution in respect of some intermediate and capital
goods, and they have formulated and applied policies as well as
meintaining policy measures aimed at completing import substitution
in respect of consumer goods.

In the countries at a relatively lower stage of industrial
development the objectives formulated in industrial plans, or towards
which the current neolicles tend,yare also connected with selective
import substitution in resvect of products in their first stages of
processing.

Oa the other hand, the tariff policies of the sub-regional
integration agreements existing between Latin American countries and,
basically, the commitments of joint sectoral programming, also aim
at substitution objectives at the sub-regional level, which would
seent to suggest that the substitution model is acquiring a new lease
of life as the driving force of manufacturing development at other
levels.

(ii) Exports of manufactures. The export of manufactures had,

since the 1960s, constituted an industrial policy objective common

to nearly all the countries of the region. This is because exports
are a form of expanding the market and alleviating the external
bottleneck which has in so pronounced a form affected the economic
and industrial develomment of the Latin American countries. Although
export development also has positive influences on industrial costs
(economies of scale) and efficiency in production, the basic reason
whicl: has driven the majority of the countries to formulate policies
to develop their exnorts of manufactures would appear to have been
their need to improve their balance of payments situation.

The instruments of promotion have mainly predominated here over
those intended to influence the features of industrial production in
order to adapt it to the requirements of the external market. Put in
another way, it could be said that when the policy measures for
develoning exports of manufactures were drawn up, no sufficient

consideration was given to the type of industrial development which
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it was desired to promote, the foreseeable effects of these exports

on the structure of'industry, their effect on employment, the

e

significance of the share of transnational enterprises in this type
of exnorts, the contribution to national technological development, etc.

"his perhaps exnlains why countries with very different levels
of industrialization and which are therefore in very different
circunstances as far as the supply of products and the possibilities
of satisfying the reguirements of the international markets are
conceraned, have introduced very similar measures aimed at developing
exports of manufactures.

Haturally, the results have also been very different, since only
the most industrialized countries have succeeded in making significant
exports. |

It shbuld also hWe mentioned that at least in the countries of
higher industrial development in the region, the measures for promoting
exports (tariff, ta: aad credit incentives), have been in force since
the 1950s. However, the increase in exports of industrial products
became really significant in recent years, and in particular as from
1972, when the scarcity of many raw materials and industrial goods
and their price increases began to be felt at the world level.

This extraordinarily large increase in exports of manufactures
may constitute the eunression of a permanent change in the trend of
production and trade management in at least some branches of industry
in the Latin American countries, with all its implications for their
reshective industrialization processes. But it is difficult to be
categorical in this resmect, since such a trend in the measures applied
by the majority of the countries of the region to expand their exports
of manufactures is still not clearly visible. There is a risk that
the extraordinary increase in exports of industrial products only
constitutes a circumstantial shift of domestic supply towards exports
- in some cases to tuae detriment of domestic supplies - that its
continuity depends on hov great are the incentives for export promotion,
and that the effects of the economic situation on international prices

will not undergo any immortant changes.
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To some extent, the future of the manufacturing sector of the
countries as far as exports are concerned depends on the formulation
and eppropriate appliocation of export promotion policies; these
siould be based on the resources available in each country, on present
and potential possibilities for the industrial sector to satisfy the
qualiteotive and quantitative requirements of the international markets
and on a realistic estimate of the trend and probable evolution of
these markets in the medium and in the long~term, and should tend
to develop such brancies of industrial activity as may possibly compete
successiully in the wvorld or regional markets. Some countries would
aprear to be adopting measures along these lines.

(iii) Other objectives. Some other objectives, towards which the

policies of the countries of the region tended to a greater or lesser
extent, were: industrial decentralization, rationalization and industrial
efficiency, the emplo;ment of labour, support to the small and medium-
sized enterprises, and the increased power of national decision-making
in the sector, throuzh technological development policies and policies
for dealing with foreign capital. In addition to these there are

others which, although they are not general in the region, when
considered together with the above-mentioned, show the pattern of

changes which are telzing place in the trend and strategy of industrial
develosment in Latin America. These are, for example, the promotion

of the mass production of generalized consumer goods to satisfy the
requirenents of large sectors of the low income strata of the population;
the control of the growth of some branches of industry, such as the
motor~vehicle industry, and the safeguarding of the environment, which
are featured among the industrial policy objectives of some countries

of the region.

(b) Dolicies in respect of the economic situation

Lastly, and comnlementing the medium-term industrialization
policies, the countries of Latin America have had to adopt a series
of policies in respect of the economic situation so as to protect

themselves from the nresent problems affecting the world economy.
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The scarcity and the extraordinary price increases of raw materials
and industrial inputs and of capital goods certainly constitute the

most important current economic problems faced by the industrial

sector in Latin America during the first four years of the Second

United Hations Develomment Decade.

These problems began to appear in 1972 and were aggravated
throughout the years 1973 and 1974, but did not affect all the countries
to an egual extent.

The different desrees of industrialization, the differences in
the structure of production, the different levels of vertical integration
in the industries and the greater or lesser extent to which raw
materiols and inputs of national origin are available in the countries
of the region, only w»Hartly explair the varying importance of the
above-mentioned probleus connected with the current economic situation.

It should also be recalled that these problems appeared at a time
when the external tracde of the countries of the region was showing
considerable variations in price levels and systems, with very
different effects on the economies of the different countries.

Thanks to the changes in the volume, prices and even the structure
of their exports, soile have experienced a sustained and in some cases
excentional growth in their foreign exchange reserves.

In others, on the other hand, the external bottlenecks have been
seriously aggravated, vhile the rest showed varying degrees of positive
and negative repercussions, the balance of which it is still difficult
to estimate.

The petroleum crisis at the end of 1973 accentuated still further
the position of the different countries, in terms of how much or
how little petroleum they had available and the requirements of domestic
consurmmtion,

ALl these circumstances have, of course, had repercussions on
the development of the industrial sector.

Thanks to them, some countries have significantly increased their
exnorts of manufactures. Although the export promotion policies were

also influential here, it should be mentioned that in several cases
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they had been in force since the previous decade, with not entirely
satisfactory results. It is therefore not too much to say that the
econonic situation hias been an important factor in the large increase
in exwvorts of manufactures.

Other countries, however, with a lowver degree of industrialization,
found themselves adversely affected by the increase in the prices
of industrial inputs (»articularly steel inputs and products of
petrochemical oripgin) and capital goods. However, this situation
did not have the same features in all the countries. Those more
favoured by the increase in the »rices of their exportable products,
pvarticularly the e:rmorters of petroleum, found themselves in a better
position to apply defence policies in the face of the adverse effects
of the economic situation than others, where the higher export earnings
were not sufficient to offset the greater outlay on imports of industrial
goods or petroleum.

Tor these reasons, the policies applied by the countries to deal
with the economic situation and in connexion with industry have also
been different.

In the industrial eunterprises the situation described had

considerable repercussions and produced changes in the modus operandi

of the industries.

The difficulty of obtaining raw materials and inputs has caused
the enbterprises to modify some basic principles of their management
and to acquire the rau materials and inputs required at any »rice,
s0 as not to reduce or varalyze output. Despite the increase in
prices, the demand for manufactures has not decreased, and this would
justify the attitude of the enterprises. .

The maintenance and even the increase in the demand for manufactures
has been influenced by the increase in exports, and possibly also by
the generalized aggravation of inflationary pressures in the majority
of the countries of the region; until recently the problem was limited

to only some Latin American countries.
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In 1972 fairly large increases in the domestic prices of several
countries began to anpear, even in countries which had traditionally
demonstrated relative stability. This state of affairs was intensified
in 1975 and 1974, and spread to nearly all the countries of the region.
The increase in international prices and inflation in the industrialized
countries, transmitted through imports of industfial goods, contributed
to speeding up the inflationary process in Latin America.

The consequence of all this was not only a significant increase
in costs, and hence ia the »nrices of industrial output, but also the
fact that in many cases the industries found themselves unable to
satisfy the demand for their products owing to the scarcity of raw
materials and inputs.

Another important repercussion at the enterprise level is the
change in the stocks nolicy. The practice of maintaining prudent
stocliz of raw materials so as not to affect the liquidity of the'
enternrise began to »Hrove awkward. The entrepreneurs found themselves
obliged to buy the largest possible quantities of foreign inputs so
as to ensure the normal functioning of the enterprise and protect
themselves against the price increases in inputs. On the other
hand, the increase in stocks meant an increase in operating capital
and thus increased the demand for short-term credit from the countries'
banks. . | |

As far as the effect of the new situatioh on industrial investment
is coucerned, although the increase in prices and the scarcity of
some nroducts has provided a considerable incentive for‘setting.up
or exnanding industries produciﬁg such goods, in no few cases the
increase in the prices of capital goods and in particular the long
delivery dates for equipment have discouraged possible investors.

The classical balance of payments deficit of the majority of the
Latin American countries led to the application in most of them of
import molicies restricting free imports of goods, including industrial
inputs, to a greater or lesser extent. The new situation created as
a result of the changes which.took place in international trade after
1972, required the countries to make basic modifications in their
economic policies, nparticularly in connexion with industrial supplies,
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In many cases, iovever, these policy modifications did not take
place at the right noment, but perhaps because the nature of the
changes vhich took place in international trade and their importance
for the economies of the countries had not been properly understood,
they were applied after considerable delays, and thus caused damage
which could have bee: avoided.

These delays ma; be justified, however, by pointing out that the
size and nature of tliese changes have generally surpassed the
possibilities which existing instruments of economic policy have of
adjusting their mar;ins, and require the creation of policies with
a nev perspective and other objectives. It takes time to analyse these,
and in view of the frazmentary nature of the facts available this gives
rise toc queries which are difficult to answer, and makes any decision
on the policy modifications required by the new circumstances very
hard. ‘

As has already been said, the changes in industrial policies
which lave emerged i:: the countries in the face of the problems arising
out of the economic situation vary according to the individual situation
of each country as regards the foreign exchange available and the
degree, structure a::d level of industrial integration. In the countries
benefiting from the nev external situation, in general policy measures
aimed at abolishing restrictions on imports of industrial goods,
varticularly raw materials and inputs, were adopted., In Argentina,
for errample, not only wvere existing restrictions on these imports
abolished, but credits vere also granted to user enterprises in order
to malte the supply adequate for their requirements possible. Ecuador
did the same. At the same time, measures were taken to avoid the
speculation which generally emerges in a period of commodity scarcity,
A systen of multiple e:ichange rates was also applied for the acquisition
of vhat are known as critical inputs, and this made it possible to
maintzin the prices of final products manufactured with imported inputs
withiz certain limits. '

Taturally, the countries adversely affected by the new situation

also had to revise their import policies, although with smaller margins
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for manoeuvre, and endeavour to correct the disequilibria in their
balance of payments and grant priorities for imports of inputs required
for the maintenance of industrial activity.

e world scarcity of some industrial inputs has meant that
some countries have made agreements with nations producihg;these
inputs, in some cases on a barter basis, to ensure supply.

Lastly, although it does not constitute a policy in respect of
the ecounomic situatios: but rather a reaction to the circumstances,
some countries have modified their industrial output plans and have
granted special facilities and incentives for the manufacture of some

industrial goods of uhich supplies are scarce in the market.

7« [The integration systems and industrialization

During the firs% years of the 1970s the two oldest integration
systems « the Central American Common Market (CACM) and the Latin
American Free Trade Association (LAFTA) - met with serious difficulties
which interrupted the progress which had been recorded in one way or
anotiher during most of the.previous decade. This was very plain to
sec 1z CACM, vhose advance vas steady and uninterrupted until
approzimately 1968 or 196C. 1In LAFTA the first serious difficulties
emerged more or less sround the same date, following relatively less
imnortant progress than in CACM.

The signing of the Cartagena Agreément in 1969, which gave rise
to an integration system within LAFTA with the participation of the
Andean countries, is tynified by the adoption of more binding formulae
than i the central system in order to achieve the ends provosed. Its
emergence was linked to a large extent with the difficulties already
mentioned in the operation of LAFTA.

The Caribbean Community (CARICOM), the common market of the
Caribbean sub-region vhich vas set up in 1974 and which for the moment
coerists with the Caribbean Free Trade Association (CARIFTA), constitutes
the most recent manifestation of the fendency for the countries to join
together ih order to seelt in group form:ﬁéans or ways of speeding up

their industrial and economic development.
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It should be mentioned that the two oldest integration systems
reached a relative standstill after following very dissimilar vnaths.

After a first stage of sustained progress, CACM speeded up its
rate of economic develonment and in particular was a decisive influence
on the transformations vhich took place. ‘

Suffice it to mention some basic economic indicators of the period
1960 to 1970 to coufirm this:

- Intra-area increased as a percentage of total trade from 6 to

25 per cent and the percentage for 1971 (see table 10) was also
of this order.

~ The share of the area's supnly of manufacturés covered by

intra-area imports increased from less than 2 per cent to nearly
1C per cent.

—~ The share of e:xnort in the gross value of industrial output

increased froa 2 to 1! per cent.

Furthermore, according to estimates lé/ a quarter of the increase
in the »nroduct betwee:x 1962 and 1968 may be attributed to the operation
of the area market vhose trade was almost entirely made up of industrial
productsa '

To sum up, in the first years in which CACM functioned, the
industrial sector tool: on a tempo which none of its member countries
had lmmown up till then, thanks to import substitution in respect of
extra-area products.

It is interestinz o note that during the 1960s the favourable
perforimance of traditional exports to the rest of the world constituted
an imvortant element of support to economic activity, which made possible
the adontion of national commitments and the channelling of private and

public funds towards various regional activities and programmes.l3/

12/ Permanent Secretariat of the General Treaty on Central American

" lconomic Integration (SIECA), Ll desarrollo integrado de Centro-
amdrica en la oresente década, IDB/INTAL, Buenos Aires, 1973,
Volume 1. ‘ )

13/ See, The Central Amerigan Common Market and its recent problems

E/CN.12/385. T T
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Table 10

REGIONAL INTEGRATION SYSTENS: DATA ON GROSS INDUSTRIAL
"PRODUCT AND EXTERNAL TRADZ, 1971 AND 1972

(In millions of dollars at current pirices)

B A A Y )

: Andean
- ‘ CARIFTA/
LAFTA CACH Group CAPICOM

(1972) (1971) (1972)
| 2/ (1972)

. -

Gross manufacturing product

(at market prices) 37 293b/ . 1 007 5 L23b/ k73

Total exports to the world 13 985 1107 3 210 1 156

Intra-area exports 1 578 _ 276 154 121

Intra-area exports of ‘

manufactures ¢/ 730 243 758/ 566/

Source: ECLA, on the basis of yearbooks of external trade and LAFTA
publications.

a/ Not including Venezuela. . _

g/ At factor cost, in millions of dollars at 1960 prices.

c/ Manufactures according to definition adopted (see note 5/).

a/ Estimates. ‘
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The improvement in import capacity paralleled import substitution
and had favourable effects on it. Neither this nor other conditions
which existed in the case of Central America were present in LAFTA.

This is not the place to expatiate on the marked differences
wvhich existed between the two systems from the beginning, but mention
may be made of some vhich contribute to explaining the dissimilar
paths they have talien.

Considerable elecments of homogeneity existed in the Central
American countries, both in respect of the size of their markets and
their position in the stages of industrial developmént; there also
existed the decision to make for more binding formulae, possibly
assisted by the circumstances already mentioned.

In LAFTA, however, made up by countries of very diverse potential
and in very different stages of industrial development, the integration
formulae which were explicitly accepted went no further than to ensure
a gradual liberalization of the market, which would be achieved through
annual negotiations and would reach its culmination after twelve years.

The combined action of all these factors, and other which it is
not necessary to detail here, explains why, when serious difficulties
appeared in both systems, the LAFTA process may be considered, generally
speaking, as having been of less influence on industrialization in its
own area than CACM in Central America.

The percentage of iatra-area to overall trade in the LAFTA
countries fluctuates betueen 11l and 12 per cent for exports, as may
be seen from table 10. This situation was reached at the end of the
19605, commencing with levels similar to those of CACM, i.e., around
6 per cent.

As from this moment the percentage share became stable and even
dronped slightly. It may now be asked what the real significance of
the trade in manufactures which exists in both systems is in terms of
influence on the different industrialization processes.

As was foreseeable, in view of the stage of industrialization in
which Central America was to be found, intra-area exports by this region

contain a large provortion - around 45 per cent - of goods from the
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traditional industries, while the remaining manufactures are rather
composed of products with a low level of processing even when they

come from industries producing intermediate goods and metal manufactures
and machinery.

This trade meant, however, that when the integration programme
began, the slow productive capacity of each of the Central American
countries could be used more fully, and a better use thus made of
the economies of scale, although it was not to be expected that any
great diversification in import substitution would take place in so
short =2 time. ,

The attempts mede to create instruments which would éhannel the
process along certain lines went no further; under the integration
industries system, for example, only three factories were set up.

The aspects which were really influential were free trade and the
common external tariff, at the regional level, and the incentives to’
industry at the national level, but these latter did not always conform
to regional interests. :

It may be concluded that the main effect of CACM was to strengthen
the already existing industries which produced traditional manufactures,
and in particular te::itiles and clothing.

In the case of LATTA, industrial exports increased much less
rapidly than in CACll, partly because it had commenced at a higher .
level, but the predominance of manufactures from those industries generally
regarded as thriving became more pronounced.ll/

In 1972 they came to account for 83 per cent of total industrial
exports; this compares favourably with the 1961 figure of 52 per cent.

The tempo of trade in manufactures in LAFTA is also in evidence
when it is seen that in 1961 and 1972 inaustrial exports to the area
increased more rapidly than exports of industrial products t9 the rest

of the world and of non~industrial products to the area.

Active industries are considered to be those mainly producing
intermediate goods, the industries of the metal manufactures sector
and those know: as ‘fother manufacturing industries'", i.e., those
appearing in divisions 27 and 30 to 33, 34 to 38 and 28 and 29 of
the International Standard Industrial Classification of all economic
activities (1S1C), Revision 1.

2|
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It should not, however, be lost sight of that these volumes are
fairly small compared with the total amount of trade. In 1972 intra-
area exports accounted for 11l.3 per cent of the value of total exports,
while intra-area exnorts of manufactures accounted for 5.3 per cent
of these (see table 10).

Comparing these trade figures with the estimates for the gross
value of productipn, the first impression of the impact on the structures
of nroduction of the trade channelled by LAFTA tends to be unfavourable.

In CACM this pronortion was around 14 per cent; in the group of
the LATTA countries it was around 1 per cent. If the problem is examined
in connexion with smecific sectors in which exports have been more
active, the percentage increases appreciably, but does not reach levels
which make it possible to affirm that a significant influence exists.

The Andean Group on the other hand depends basically on industrial
programming which may assume two forms: sectoral industrial development
programmes, for which the products of the most thriving sectors of
industry have been reserved, and the rationalization programmes which
will be applied to existing industry. In the case of sectoral
programming, an important step was taken when a programme on the metal
manufactures and maciinery industry was approved, and at the present
time another programme is being studied on this sector which would
make it possible for Venezuela which recently joined the Andean Agreement
to take part.

In intra-area trade exports have grown rapidly, from 86 million
dollars in 1969 to 154 million in 1972 (see table 10), and to around
200 wmillion in 1973,

Manufactures account for approximately half total intra-area
exports: their value in 1972 was between 70 and 80 million dollars.

The proportion is similar to that of LAFTA, but applied to much smaller
quantities. Although no complete data are available on this subject,
it would appear that the degree of manufacturing of exports is,
generally speaking, lower than in LAFTA-exports.

In any case this is incipient trade, and in addition to the fact

that the programmes have not started this has meant that up to now

/significant influences
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81gniflcant 1nf1uences of the system on ‘the area's structure of
productlon have not been noted.

Like the Andean Group, CARIFTA/CARICOM has been operatlng for
only a few years. However, the rate of growth of its trade appears
to have been slightly more v1gorous. in 1972 (see table 10), intra=-
areas, eﬁoorts had éroeeded 120 million dollars, compared with 54 million
in 1968 | ' |

A very prelimlnary estlmate reflected in table 10 already referred
‘to showed that in 1672 1ntra-area exports of industrial products by
CARIFTA/CARICOM were uorth around 56 million dollars, i.e., around
half total intra-area e: ports. _

In view of the t1me which has elaPSed, it is also expllcable why
modifications of 1m)ortance have not taken place in the structures of
production ooncerned here, however, it may be said that the commercial
operations promoted by free trade helped to maintain the expansion of
the industrial sector in this area and provided an opportunitytfor
using idleAcapacit&. Up to 1973 the establlshment of new 1ntegratlon
1ndustr1es was unknowie

It is to be antlclpated that with the evolution of CARIFTA towards
the forms of a common market (CARICOM), machinery in addition to that
used for the promotion of trade will be put into operation and‘will be
more explioitly and directly connected with achieving inoreasing and ‘
balanced development. A

The bases have thus been laid for a new stage of integration, which
would have firmer bases and further-reaching objectives, so that the
promising but fairly moderate achievements of the stage which has Just
been oompleted can be 1moroved upon.

The following reflections may be made on the basis of this rapid
summing up of the achievements of the integration system in the field
of industry: ‘ _ | ‘ ‘ - |

(2) The influence of the integration systems on the resPective
national industrialization processes can only be descrlbed as limited,
as far as the respon51b111t1es laid upon this mode of development in
terus of speeding up industrial development and easing the external

bottleneck are concerned;
/(b) The
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(b) The implications of the above. depend on which system is involved:
it is fully applicable to LAFTA and with important qualifications to
CACM. As far as the Cartagena Agreement and CARIFTA/CARICOM are
concerned, the limitation is basically related to the short period
during which they have both been operating;

(¢) In LAFTA and CACM their limited results are associated with
the tyoe and scope of the integration commitments adopted. Since action
was centred on the trade machinery, it was not possible to go beyond a
certain point, and the initial tempo tended to run down at a fairly stage,
while the considerable transformations expected did not take place;

(d) This does not, however, mean that promising initial achievements
have not been recorded. The CACM cbuntries, for example, together
achieved a first stage of import substitution, under conditions which it
would have been difficult to reproduce if they had acted in isolation;

(e) The difficulties which tended to paralyze the process of
integration, were to a large extent a reflection of the dissatisfaction
caused by the unequal share of the different countries in them. The
machinery used was unable to prevent the tendency for the benefits of the
process - even when they were scanty -~ to be concentrated in the countries
with the greatest industrial potentialj

(£) Even in the case of these last mentioned, the predominant share
of the transnational enterprises in a large part of the trade fostered
by market expansion, raises a query as to how far the different countries
profited from the benefits;

(g) The inadequacies mentioned and the poor results obtained do not
invalidate the main nremises on which integration is‘based. They do,
however, make it necessary to introduce the necessary corrections and
reorientations, in order to achieve the objectives pursued;

(h) It is considered that the introduction into the integration
systemn of elements or machinery aimed at conducting the industrial
integration process according to predetermined objectives, would make
it possible to ensure the maintenance of some balance in the distribution

of benefits and the sneeding up of the development process.

/C. PRESENT
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C. PRESENT EXTSTENCE AND TREND OF THE PATTERNS OF
INDUSTRIAL DEVELOPMENT

Industrialization in Latin America takes place by means of the
combination of three complementary forms or patterns which may be
defined as import substitution, the expansion of the domestic market
and the export of manufactures. A fourth pattern of industrial
development may be added to these: participation in and use of the
regional economic integration systems, which combines the import
substitution pattern with wider geographical limits and the export
patterns, considered as an operational means for the enterprises to
pass beyond the relatively narrow setting of the domestic markets.

The combination of each of these patterns in different proportions
defines the peculiarity of industrial development in each country
at any specific moment. The model is slowly modified as the share
of each pattern in the whole changes its importance with time and
stamps its own features on the process of production.

.1t should be borne in mind that the existence of the above-
mentioned patterns is reviewed within the setting of the present
systen of international economic relationsy which today are under
discussion and which could be modified in the near future, and
together with them the impact of the patterns in question on the
industrial development of the region. At the present time there
exists a general consensus that the problem of development of which
industrialization is sart, does not exclusively involve the countries
burdened with a bacltrzard situation. On the contrary, the idea that
under-development is 2 councern which should involve even the deveioped
nations and that all should take part in the endeaﬁéur to root out
poverty and backwardiess is making headway.

If this is the case modifications should perhaps also be made
to a structure of relations which, for reasons stemming from the
importance of the factors historically involved, or because of the
different bargaining capacity of the central and peripheral countries,
was so constituted that at present it may be contributing to maintaining

indefinitely the circumstances which it is desired to eliminate.

/1. Import
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1. Import substitution

Import substitution constituted the pattern of development by
means of which all the Latin American countries tackled the first
stages of the industrialization process. These first stages meant
the massive conquest of the existing market and the replacement of
the sources of external supply by new national output; they resulted
in high growth rates in this sector in all the countries, and at the
same time in the rapid diversification of industrial output and
large increases in urban employment in industry.  Because of its
direct effects and iis repercussions on other sectors, import
substitution became the most active mechanism for modernizing the
economies.

However, in vieuw of the economic potential of each country and
the intensiveness and extent of the policies,adopted, the evolution
of the import substitution process and its effect on the rest‘of the
economy was very different in the different countries of the région;
For example, the coefficient of imported supply in the domestic supply
of industrial commodities which had decreased rapidly in all the
countries during the first stage, subsequently followed a different
path in each country. In fhe course of time, its value decreased
the greater was the aggregate volume of domestic demand in the
countries. Generally speaking, Argentina, Brazil and Mexico recorded
the lovest coefficients, Colombia, Chile, Peru and Venezuela rather
higher coefficients, and the small countries appreciably larger
coefficients,

If the traditional industrial activities of the large countries
are taken into consideration, it may be seen that the coefficient
of imported supply varied relatively little after 1950, as a result
of the major progress vhich already at that time had been achieved
in import substitution in respect of these goods. In these same
countries, however, as from that date a large and systematic decrease,
whieh latterly tended to slow down, took place in the coefficient
of external supply of intermediate goods, consumer durables and
capital goods. '

/Import substitution
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Import substitution acquired another feature in countries with
different sizes of markets. If the medium-sized countries are
considered as a whole, the imported supply of goods for immediate
consumption began with relatively high coefficients in 1950 and
reached levels similar to those of the large countries: however,
imports of intermediate goods, consumer durables and capital goods
were renlaced at a slow rate and still have higher coefficients of
external supply. If these countries are considered separately, there
exist appreciable differences between them, stemming from the fact
that in some countries industrialization has a relatively long
tradition, while in others, it only began to be intensified following
the Second World War.

In the smaller countries, the imported supply of goods from
the metal manufactures and machinery industries does not show any
appreciable decline, and thus indicates 'the low levels of development
in the sector during this period. But even in these countries there
are important differences in the values of the coefficient of imported
supply, mainly conrected with the period in which the industrialization
process began. In Uruguay, the coefficients of imported supply
are relatively low, because industrialization began at the end of
last century and became intensive as from the third decade of the
present century, while in other countries like Ecuador and Paraguay
the history of the »rocess is shorter.

In more recent years a general tendency for the coefficient of
external supply to become more stable may be seen in the majority
of the countries of the region, and sometimes an important increase
may be ohserved, particularly in the metal manufactures and chemicals
sectors. This increase is due to various causes, but it does not
indicate the regression of the process nor any reduction in its tempo.
On the one hand there have been changes in the structure of the
demand for manufactures in favour of goods with a larger import content,
and this is associated with the increase in per capita income. Thus,
although the import coefficient in each activity remains fixed, the

average coefficient increases because of the change in the structure

/of imports.
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of imports. Secondly, the increase in exports of manufactures which
has taken ﬁlace in recent year$ has brought with it a corresponding
increase in imports, on account of the import content of these
products, ﬁarticularly ih the case of metai manufactures and machinery.

Furthermore, sonme coﬁntries have increased their investment in
recent years to a large extenf, and have acquired imported machinery
and equipment, by resorting fo exterﬁal indebtedness and in particular
to suppliers'>credits.

hen import substitution\met with its first obstacles in the
industrialized countiies of Latin America because the possibility of
tackling the large-scale production of new lines of non-durable consumer
goods had been exhausted, criticisms of the import substitution
industrialization model anpeared, and were repeated in other countries
as they also came face to face with a similar loss of tempo. These
criticisms are still frequently heard in countries where the
industrialization process began later, and which could still have
ample nossibilities for engaging in impoft substitution.

It is apparentl: forgotten that although the pattern of import
substitution cannot lzeep up the fast tempo of those stages in which
the existing domestic market is being used on a large scale to any
lasting degrees, it is a process 6n which industrial development feeds
continuously, and still is in full force although its possibilities
vary according to the individﬁal conditions of each country. TFurthermore,
its latter evolution in the 1960s would appear to give the lie to
prophecies as regards industrialization prospects, based on the
increasing inelasticity and the lower value of the coefficient of
importéd supply in the total supply of manufactures in those countries
where impoft substitufion had a&vanced most..

This may Be parfly explained because the process is forward-looking,
since the effects which it causes act in one form or another on the
volume of imports. The replacement of imports of a specific type of
good promotes a demand based on imported inputs and capital goods so
that the economy can ehgage in new production. In its turn, the growth
of the deman for these new imported goods opens up the possibility of
replacing them at a later stage.

/Furthermore, the
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Turthermore, the apnearance of new domestic output tends to
increase the demand for the goods so produced, because of the effect
of the new earnings generated by industrial activity, and because
the restrictions which generally limited the consumption of these
goods when they were imported disappear. Both circumstances constitute
a factor whiph increases imports and changes their structure. On
the other hand, the import coefficient reflects both the imported
inputs required to produce that specific good, and also the direct
and indi:ect requirements of the other activities connected with the
new industries which are being incorporated.

Industrialtgrowth generated in this form bring renewed pressure
to bear on import canacity and gives impetus to the creation of new
industries, which in turn require new imports which increase still
further with the grouvth in the domestic demand for the new replacement
goods. Consequently, the fact that the import coefficient has not
continued to decreasec in the region as a whole and in the majority
of the countries taken individually, is not sufficient to lead to
conclusions as to the true direction which the substitution process
has been taking. 5 |

In addition to the above, while a country.femains in a situation
of technological dependence, as is the case of nearly all the sectors
of activity in the countries of Latin America, the inclusion of new
goods in the system of production will have to take place through
the machinery of import substitution, generally speaking, because
these goods will have figured initially as having been imported from
countries which initiated their production. Technical innovation
takes place so rapidly that it is the cause of the continuous
incorpofation of nev nrocesses, products or designs. This fact gives
pernanence to import substitution in respect of industrial goods of
all types, whether the; are for immediate consumption or are consumer
~durables, intermediate or capital goods, although it is much less
intensive than was the case in the stages of generalized import

substitution.

/In the



- 332 -

In the larger countries the pattern remains in existence and
is thus recognizable. In some countries the continuity of the import
substitution process is promoted through the periodic study of the
items of industrial imports which have been maintained in the last
five years.

On the other hand, interest exists in promoting import substitution
in respect of capital goods. The analyses made have shown that the
coefficientes of imported supply maintain a value of 60 per cent
and over in certain items of capital goods. Both in Argentina and
in Brazil and Mexico, import substitution in respect of these goods
constitutes a concern of those responsible for drawing up industrial
policy.

Imnorts substitution in respect of capital goods invoives in some
cases overcoming problems of the sizé of the market, since even the
largest countries of the region have relatively small volumes for the
generalized production of these types of goods. On the other hand,
the problems stemming from technological dependence must be surmounted,
since otherwise national output might continue to follow the path of
the innovations made in the developed countries.

All the above poiants to the need of giving continual attention
to a pattern which leads to the installation of new activities in the
industrial sector on a permanent basis. It is of major importance to
do so, so that the new enterprises will be located in accordance with
national objectives, so that their technologies make use of the
country's natural and human resources and so that they will operate
efficiently. This imnlies formulating policies which will both stimulate
this process and control it in order to avoid the repetition of the
problems which arose during the stages when the objective was almost
exclusively the promotion of the overall growth of the industrial
product and the dissemination of new activities.,

In brief, the high degree of aggregation in the figures used to
calculate the coefficients of external supply obscures the fact that

import substitution in respect of local goods is taking place

/simultaneously in
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simultaneously in some indusfrial activities, while in others the
quota of imported supply is being maintained, and in others still
imports are being increased by the inclusion of new goods or the
lag in domestic supply. j ,

For the countries vhich began industrialization at a later
date, import substitution at the national level (or the regional
level in integration systems), and without the errors of previous
experience, continues to provide a means of industrialization which
should make it possible for them to build up rapidly the necessary
industrial infrastructure and obtain the exberience required to

tackle successfully other stages of or roads to industrial dévelopment.

2. The eipansion of the domestic market

The expansion .of the domestic market as a pattern of development .
is closely linked with that of import substitution in that the increases
in demand which the former would imply would tend to increase the
import coefficient, ithile the effect of this phenomenon would be
lessened by producing the new products locally. However, these
patterns differ from each other in that the first takes as its
objective the later expansion of the manufacturing activities already
in e:distence, and in tlis sense the policies to promote industrial
development also differ from those applied in an import substitution
process. |

It should be mentioned that policy measures to stimulate import
substitution have been projected and that concern exists to rectify

some of the problems raised by its previous modus operandi. It is,

however, common for the use of the domestic market to be left to the
spontaneous evolution of the economy, which means that.its potential
dimensions are not made use of.

The size of the domestic market is associated with the absolute
size of the population, income levels and income distribution (among
the strata of the population and geographically speaking).

From-the size of tleir markets, the largest Latin American

countries have a larger demand potential than the intermediate and small

/countries. As
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countries. As income grows, this potential materializes more rapidly
in these countries than in the smaller countries. As more complex
production is gradually tackled, the new inter-industrial and inter-
sectoral relations established give rise to greater complementarity
of activities; for the great majority of these and for the sector

as a whole, this provides an impetus more important than that coming
from the external trade drive. 1In the economies of the intermediate=
sized markets of Latin America, this qomplementarity takes a more
restricted form, because it continues to depend on imports of various
inputs in order to produce final outputs. Consequently, a smaller
number of activities linlked by input-product ratios benefits from

the expansion of the domestic market than in the case of the larger
countries, and possibilities which the latter take advantage of are
lost; thus the grovth capacity of the industrial sector stemming

from the expansion of the domestic market is reduced. This argument
is still more valid for the smaller countries.

The differences in potential which stem from the differences in
the size of the domestic markets are very important, because the
activities which are »rohibited for the countries with medium or
small-sized markets include some of those which give most impetus
to industrial development. For example, the degree of integration
which the countries with large domestic markets achieve in the
motor-vehicle industry is much greater than that achieved by the
medium-sized and small countries. In these last-mentioned, there is
not even the minimum demand which justifies the domestic production
of parts and spares vhich is possible in the first-mentioned. Thus
the smaller countries find themselves deprived of the multiplier
effects which the metal manufactures and machinery industry has on
general industrial development in the stage under consideration.

Trom the above it may be deduced that the use of the domestic
market constitutes an industrial development pattern the importance
of which increases nore than proportionally the larger the size of

the market. But this does not mean that its importance for the smallest

/countries should
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countries should be neglected. It has already been shown that in
any case the influenoce shed by the use of the domestic'market on
the development of the sector is more important than that of any
other pattern of development, measured in terms of the growth of
the industrial product. What it is desired to emphasize once again
is that the extent of industrialization which may be reached by the
countries with the smallest markets would be less. ‘

From the point of view of the objectives of the International
Development Strategy, hot to use the domestic market means maintaining
conditions which mal:ze it impossible for part of the population of
each country-to achieve the standards and quality of living to which
the rest have access at other opportunity levels. International
co~operation shéuld tius stimulate the adoption of policies which
tend towards this ohjective, particularly in the countries‘with the

smallest markets, and should also collaborate in applying them,

Ja Exgprts'of manufactures

Iﬁ all the couatries of the region there exist problems of the
econony as a whole and the industrial sector in particular which
cannot be resolved while industry remains enclosed within the limits
of the domestic marlzet. This began to indicate the need to adopt
and drav up policies to stimulate exports of manufactures, in order.
to give shape to a new pattern for the development of the sector,
which would be able to solve some of the above-mentioned problems
and implant a new texpo in industrial activities. At the beginning,
this decision.took the form of the regional integration system and at
a later stage the larger Latin American countries drew up measures
aimed at promoting tie export of manufactures to the rest of the world.
Among these mention may be made of the fiscal and credit incentives
and advantageous exchange rates, as well as services to the exporter,
such as the standardization and contfpl of quality, the supply data
on world markets, and international fairs and others. Generally speaking,
these measures have been adopted by all the medium-sized and small

countries.,

/In recent
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In recent years, the export of manufactures would indeed appear
to open up a promising road for the expansion of the industrial
sector, mainly in the larger countries. This process has benefited
from various internal and external factors. The size of the domestic
markets made it possible for the metal manufactures and machinery
engineering and electrical industries to expand, and in particular
transport materials, in the development of which the local manufacture
of spare parts had an increasing share. In particular, in connexion
with these last-mentioned, the transnational enterprises contributed
as their share technology and industrial experience and helped with
the rapid evolution of the domestic demand for spare parts, which
gave immetus to national production based on the policies for the
national integration of industry. These enterprises also at a later
date contributed their trade experience and their connexion for
access with their products to the external market. On the other hand,
the incentive policies made it possible to situate many types of goods,
including traditional goods, on a level of larger scales of production,
standards of quality, prices, and supply opportunities; this constituted
a group of favourable conditions for aéhieving diversified markets.

A1l in all, it would appear that the increase in exports of
manufactures recorded in recent years in the region does not only
stem from the internal effort made by the countries.

The factors of the economic situation itself have also had an
important influence; they have determined situations of instability
and insecurity in the markets of the developed countries, and have
benefited developing countries with exportable balances of industrial
products.

Although the policies to promote exports of industrial products
have snread to nearly; all the Latin American countries, the results
have to date been less encouraging for the medium-sized and small
countries. Once again, the different potential of the various
countries would appear to have influenced this mode of development,

and this demonstrates the need to create different strategies and

/policies according
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policies according to the particular group of factors present in each
country and according to each individual circumstance.

In the case of the small countries in particular it does not
seem to be feasible to aspire to a share in the generalized exports
of industrial products to the rest of the world in the short or medium-
term. It would appear more logical for them to devote themselves
to producing the special types of industrial goods in which each
country has an advantageous position, either owing to the existence
of very high productivity natural resources in which unskilled labour
takes an intensive share, or where it is possible to establish some
original feature of design or use some special technology of their
owWile

Lastly, it would appear that the pattern of development through
exports of manufactures should take the form of much deeper-based
measures aimed at the rationalization of production, the amalgamation
and transformation of enterprises and their planning, and a group
of measures to stimulate marketing, including the analysis of
exportable supplies and markets, the financing of exports and the
adjustment of the institutional machinery to the requirements of the

world market.

Lk, Integration as a development model

Generally speaking, it may be said that the influence of the
integration systems existing in Latin America on the national
industrialization processes has been rather restricted. Naturally,
this observation is only applicable to such systems as have been in
existence sufficiently long to make evaluative conclusions possible.

It must be confessed that the change in the modus operandi of

import substitution, progressing from action at the exclusively local
level to activities associated with other countries, brings with it
difficulties and complexities of no small importance. Obviously, this
change will only be feasible if the national appraisals show that the
profits are greater than the costs and that consequently there is a

firm desire to take this path.

/The numerous
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The numerous difficulties which have been typical of this process
may give rise to questions regarding the validity or soundness of -
the integration model. It is considered, however, that what is
questionable is the application which has been made of the model,
but not its validity as a pattern of industrial development.

The major theses vhich led the countries to come together by
expanding their economic space, so as to continue with import substitutior
on broader bases and, generally speaking, give their industrial
development a new dimension, continue to be valid, both in terms of
factors like the economies of scale, benefits of specialization, etb.,
and also others more closely linked to the modes and trends of the
world market, .

It may thus be said that integration may come to have a favourable
influence on the endeavours to intensify exports to the world market,
both on account of the lower costs as a result of the use of the
economies of scale, and because of the experience acquired from
acquaintance ‘with external markets and, generally speaking, from the
business of exporting. o

It should also be said that the first indications of a new ordering
of international economic relations are emerging. It is possible
that better possibilities of access to the developed countries by
manufactures from the déveioping regions may arise out of this new
order. Furthermore, there is also the possibility that specific
industries may in the future be able to shift'from the central
countries to the developing regions within the framework of the new
international econonic structure. ' (

Iven it does not seem to be immediately possible for them to
materialize, all these prospects make it even more necessary to pool
efforts in order to achieve adequate capacities and operatirg conditions
for participation in the new order. This increases the urgent need
of‘putting new life into the integration movements.

These situations will perhaps become even more marked, in view
of the increasing share of groups or blocks of countries in international
economic relations, and the active presence in these of the large
transnational enterprises.

/It is
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It is reasonable to suppose that whatever the case, integration
will create a bargaining capacity of considerable magnitude which
will make it possible for the countries to take part with better
possibilities of adequately safeguarding their interests. However,
in viev of the size of the requirements involved, even the capacities
achieved by the present integration systems may be inadequate,
especially in some cases.

It is thus impértant to underline the advisability of laying the
bases for the convergence of existing movements in a central system
~ the Latin American common market - which could group both the
countries which form »art of integration agreements at the present

time and the rest.

/Chapter V
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Chapter V

- NATURAL RZSOURCES
A. ENERGYFAND ITS PRuUSENT STATUS

1. ggggpduction

For some time past, radical changes, both technical and
institutional, Have been ta:ing place in the energy sector, all directed
towards a more economic and rational utilization of its productive
sources. . Such tendencies are examplified in the marked preference
shown for large interconnected developments instead of separate small-
or medium-sized thermoelectric power stations; the standarization of
generation frequencies in order to permit the formation of interconnected
national systems; the elimination of small public utility companies and
their replacement by enterprises of nation-wide scope; control of
their sources of energy by the countries themselves, etc. In the
1970s so far these trends have been maintained in several respects,

~and intensified by the impact of the rise in international petroleum
prices on the national economies.

Some of the outstanding events of the early years of the present
decade are described in brief outline below.

In the field of electricity, most of the countries have speeded
up surveys of their water resources to improve their overall cadasters
and, in some cases, to prepare specific high-capacity hydroelectric
projects. At the same time, wvhenever possible, study is being devoted
to the substitution of coal or natural gas for petroleum products in
power stations already in operation. The execution of the programmes
for the installation of new power stations, which cover the period up
to 1980, will ensure, in combination with earlier measures, that
generating capacity based on petroleum products will remain approximately
stationary in absolute terms. he increase in the price of crudes

has reaffirmed the expediency of the policy pursued by many Latin

/American countries
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American countries with a view to further replacement of petroleum
consumption through more efficient utilization of water resources
and other sources of energy.

During the 1970s, relatively large-scale utilization ¢f two new
sources of energy has been initiated in Latin America, with the
construction of the 75 MW geothermic power station at Cerro Prieto
(Mexico, 1972) and the Atucha nuclear power station of 340 MW
(Argentina, 1974).

It should be stressed that prior to the rise in’petroléum
prices only nuclear units of 600 MV or over were economicj; today this
minimum has dropped to 150 or 200 MW, which means that they can form
part of smaller systems.1/

In relation to the control of countries over the development of
their own natural resources, the tendency for the State to absorb
energy supply services has become more marked. Three more electricity
enterprises have been nationalized, and thus another three countries
have gained almost entire control over production of electric energy
for public utility purposes. In 1970 Chiile nationzlized the Compafiia
Chilena de Electricidad, Panama did likewise by the Compafiia Panameila
de Luz y Fuerza in 1972, and Peru, at the end of 1974, nationalized
the Empresas Eléctricas Asociadas (Lima Light) and Hidrandina. Thus,
of public-utility installed capacity, which in 1973 amounted to some
k2.5 million kW, only about 3.6 million are under private control (a
little over 8 per cent).
was less in 1970-1974 than in 1965-1970, chiefly owing to Venezuela's
policy of conservation of its reserves. Yet proven reserves of
crude increased in this period in conseguence of the extensidn and
re-exploration of 0ld oilfields and the discdveries of new deposits

in some of the Latin American countries. .

1/ For service security reasons the capacity of each unit should
not exceed 10 to 15 per cent of the capacity of the electricity
system of which it forms a part.

/In recent



In recent years the region has shown a certain willingness to
accept the pdrticipation of capital and tecnnoloby of spe01a11zee”
1nternat10nal enterprises in the exploration and development of new
deposits, but on different bases. The old liconcession" svstem,'under
which the host country obtained benefits chleflv through taxatlon on
the enterprlses' proflts, has been ousted by the systen_of “se;v1ce
contracts', under which the petroleum company funs all the economic
risks in#olved in exploration and the host eountry receives part of
the output of petroleum obtained. .

The heavy increases in world oil prices have had profound
repercussions on the Latin American petroleum market. The net
exporter countries (Venezuela, EZcuador, Bolivia, Trlnldad and Tobago)
have considerably increased their income, while the importers have
seen their trade balances and balance-of-paymehts positions adversely
affected. , |

. As ene way of palllatlng the pregud1c1al effects of the rise
in petroleum prices on the Central American economies, in December 1974
the‘government5~of these countries and Venezuela.coneerted economic
co-operation agreements aihed, inter alia, at financing imports of
Venezuelan petroleum and strengthening the balance-of~payments
positiohe of fhe Central American'countries. |

2. Natural resources used in the satlsfactlon of
energy consumptlon in Latin Amerlca

Total consumption of energy in Latin America during 1973‘amounted
to 252 million tons of petroleum equivalent (t.p.e.), and was
distriduted, by sources of production utilized, as follows: petroleunm,
125.4 million (49.7 per cent); natural gas, 33:4 million (13.2 per
cent); hydroelectricity, 33.1 million (13.1 per cent); coal, 9.7 mllllon

(3.8 per cent) and vegetable fuels, 50.7 million (20.1 per cent) (see .

table 1). If the last names are excluded, that is if only commercial
energy is taken into account, consumption emounted to 202 million -
tons of petroleum equivalent, and the share of the various sources is
as follows: petroleum, 62.2 per cent; natural gas, 16.6 per cent;

hydroelectricity, 16.4 per cent; and coal, 4.8 per cent.
/Table 1
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Consumption of commercial energy increased dﬁring-the period
1970-1973 by 7.3 per cent. If the region is talien as a whole, in
1973 production of commercial fuels (hydrocarbons and coal) and
hydroelectricity amounted to 395 million tons of petroleum equivalent,
i.e., easily outstripped consumption. If, however, the five countries
which are net exporters of petroleum (Venezuela, Icuador, Bolivia,
Trinidad and Tobago and Colombia) are excluded from the total, the
scene changes completely: consuﬁption (164 million tons of petroleun
equivalent) works out at a higher figure than production (129 million
tons of petroleum equivalent).

The 19 oil-deficit countries in the aggregate imported 21 per
cent of their commercial energy requirements, and, what is far more
important, about 42 per cent of the petroleum they consuumed in 1973.

Per capita regional consumption of conmercial energy in 1972,
which amounted to 647 lLiilogrammes of petroleum equivalent, represented
about 48 per cent of the corresponding world average (as against L6 per
cent in 4970) (see table 2). Latin America's low position on the
world list is in marked contrast with its enormous wvealth of energy-
producing resources. The disparity is largely explainec¢ when account
is taken of the regional differences in respect of the level, structure
and techniques of production, in addition to the fact that cbmparatively
little has been done to develop hydroelectricity and petroleum
resources in many Latin American countries.

Despite the upswing in the world narket price of fuels in 1973,
energy supplies do not seem to .have constituted a major hindrance to
Latin America's economic growth in that year. Nevertheless, as will
be seen later, the same may not be true of many countries of the
region in 1974, in which yvear world market prices of crudes shot

upward.

/Table 2
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Of the regions indicated in table 2, Latin America is the one
that makes most use of hyvdrocarbons in percentage terms. The Cegree
of self-sufficiency in respect of petfoleum varies enormously anong
the 19 oil-deficit countries of the region: it is nil in 14 of thenm
which depend entirely upon imports to satisfy their domestic needs
(in two of these - Barbados and Guyana - imported petroleum was the
sole form of coummercial energy consumed in 1973), and almost complete
in Argentina and Mexico. Intermediate positions are occﬁpied ohad
Chile and Brazil, which import three-quarters of the petroleum they
consume, and Peru, which imports one~third.

Hence it is clear that there is a marled lack of balance in
Latin America between the structure of commercial energy consumption
and the capacity of the various local sources of energy to satisfyr
it: a circumstance which obstructs the formulation of policies
designed to increase self-sufficiency in this field.

In face of the liberal and wide-spread consumption of petroleum,
only in five of the twentyfour countries under consideration are proven
reserves sufficient to meet requirements, while in another five they
can do so in part. In the remaining fourteen, all the petroleun
needed has to be imported. In 1973 the deficit countries were obliged
to import over fifty million tons.

Generally speaking, the water resources which exist in abundance
in almost all the countries of the region are still turnecd to little
account. DBefore petroleum prices soared in 1973, it was estiuated
that the electric energy which could he generated on a sound economic
basis in Latin America was in the neishbourhood of 2.0 million GWh,
about 25 times the total amount of hydroelectricity actually generated
in 1973. Owing to the increase in the cost of thermoelectric generation
many hydroelectric projects which formerly were not economic are so
today, which means that the figure previously indicated - 2.8 million
GWh ~ is likely to rise consicderably. The possibilities for
hydroelectricity are therefore even greater than before.

Other sources of energy are also drawn upon, but their use is

more local. The following zre the chief of these:

/(i) Natural
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(i) Natural gas. Proven reserves are vast (1,930 thousand

million cubic metres in 1970) and are found mainly in Venezuela

(45 per cent), Mexico (12 per cent) and Argentina (9 per cent). Other
countries possessing deposits are Dolivia, Brazil, Colombia, Chile,
Peru and Trinidad and Tobago. '

Production of natufal gas, concentrated chiefly in five
countries (Venezuela, Mexico, Chile, Argentina and Bolivia),.is
generally linked to production of petroleum, with the result that
it cannot be adapted to consumer requirements. This is why consumption
still absorbs only one-third of output, and, unfortunately, a
substantial proportion is flared off and wasted.

(ii) Coal. The largest known coalfields are situated in
Argentina, Brazil, Colombia, Chile, Mexico, Peru and Venezuela. Their
potentialities are great, since estimates place measured reserves at
4,100 million tons and potential reserves at 60,000 million. Current
output does not exceed 12 million tons per annum and is concentrated
almost entirely in the first five of the countries mentioned.

(iii) Geothermic energy. This resource seems to exist along

the whole of the western fringe of the Latin American subcontinent.
Knowledge of its potentialities is very unreliable, since up to now
only three countries have shown active interest in this source of
energy. They are Mexico, which as early as 1972 brought into service
a 75 MW power station of this type, and intends to expand it up to
360 MW; E1l Salvador, which is currently constructing a 33 MY power
station in Ahuachapén; anc Chile, which is studying geothermic
possibilities at 111 Tatio, in the province of Antofagasta.

(iv) Radioactive minerals. Frospecting for this resource is

still in its initial stages, Argentina, Brazil and Mexico being the
countries which have done most in this fiela. By 1973, estimated
reserves of U308 stood at 53,000 tons in Argentina, 73,000 tons in
Brazil and 1,900 tons in Mexico. For reference purposes, Argentina's
nuclear power stations at Atucha (340 MW, recently constructed) and
Rio Tercero (600 MW, in process of construction) will consume,

respectively, 50 and 80 tons of this fuel per annum.

/It should
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It should be pointed out that the energy resources named above,
with the exception of petroleum, are used principally in the form of -
electric energy. Hence their more intensive utilization will entail

enlarging the electric energy market.2/

3. The electric energy incustry

(a) Generation and consumption

Generation of electric energy amounted to 196,050 GWh in Latin
America in 1973, the average annual growth rate in 1970-1973 having
been 9.7 per cent. As can be seen in table 3, there are vast
differences between the various Létin American countries, from the
standpoint of hoth levels and rates of generation of’electricit;\r°

The energy supply does not seem to have placecd any serious
obstacles in the way of the region's economic growth during the
early 1970s. Nevertheless, there is still an immense unmet cemand
for electricity in many Latin American countries, particularly in »
rural areas. Despite this unsatisfied margin, the data appearing in
table 4 suggest that the supply of electricity is expanding rapidly
from the standpoint of the total number of consumers served in many
Latin American countries.

The figures given in tables 4 and 5 highlight the rapicdity with
which generation of electric enrergy per capita and per unit of real
product increased in Latin America during the past decade. Per
capita generation of energy rose by 6.2 per cent in 1972-1973, and
in 1973 amounted to 648 kWh, or 60 per cent more than in 1965 (i.e.,
the average annual growth rate was 6.0 per cent). Generation of
energy per unit of gross product (in dollars at 1960 prices) increased
by 8.1 per cent in 1970-1973, and reached 1.20 X'h by 1973. This
figure exceeded its 1965 counterpart by 23.7 per cent (in other words,

the average annual growth rate was 2.7 per cent).

2/ It should be recalled that in 1973 only one-fourth of energyr
consumption was not by electric energy.

/Table >
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Table 4

- LATIN AMERICA: GENERATION OF ELECTRICITY PER CAPITA AND ESTIMATES
OF POPULATION SUPPLIED WITH ELECTRIC ENERGYS

-1970

World ’ 1 3§g

Per ocapita Per oapite Population

Sountry ' ) genaeration of Population . generation of suppliad

‘ elestricity supplied elootriocity (percent=
| (o) {peroentage) - (kvH) : _age)
Argentira 892 76.0 1 043 78.5
Barbades ' - 575 766
Bolivie . _ 169 16,2 18 19,5
Brazil 488 3745 650 43.8
Colombia ‘ g 45.1 508 52.0
' Costa Rica ‘ 5% 52,0 708 6540
Cuba. ’ 5’45 se e es e ope
Chile 777 4.8 816 70.0
. Bouador - _ 158 24,0 154 27.9
El Salvedor 190 23.0 230 3943
Guatemala 144 17.0 172 22.1
Guyana 433 ees 432 ces
Haitd = ‘ : 23 25
Honduras 133 11.0 163 " 17,0
Jamal 68 770 18.8 995 2249
Mexioo 580 59.6 688 63,1
Nicaragua - 297 35.0 35 484
Parema 616 47.0 756 6248
Paraguey Loy 13.2 150 : 2361
Peru . Loy 20,6 467 22,1
Dominiean Republic 231 2k 4 303 275
Trinidad and Tobago 1127 91,2 1 076 93.4
Urugusy 738 6741 821 £6.1
Venezuela 1 200 7642 1 353 83.1
Latin America ‘ 5% 45,8 48 50s2

158

Source: ECLA, on the basls of official data,
5/ As a percentage of the total population,

. /Table 5
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Table 5

LATIN AMERICA: RATIOS BETWEEN GENERATION OF ELECTRIC ENERGY
AND GROSS DOMESTIC PRODUCT

Gross Ratio between

domestLo Gener:;ion generation VPercentage growth rate

product of cleotricity Genore
Yeor {millions electriclty and gross Gross ation

of dollars (nd11ions domestic domestlc of elec=

at 1960 prices) of KiH) product ‘ Pmdmt trieity

1960 78 186 67 624 0.86
1361 83 438 72 963 0.87 647 7.9
1962 86 841 78 189 0.90 4, 7.2
1963 89 62 85 116 0.95 342 8.9
1964 96 363 92 900 0,96 745 9.1
1965 1ol 645 98 261 0,91 545 6e5
1966 106 336 106 986 1,01 4,6 8.1
1967 110 841 114 998 1,04 4.2 745
1968 117 992 125 588 1.06 6.5 942
1969 126 087 136 800 l.08 6.9 8.9
1970 134 62 149 o74 1,11 6.8 3.0
1971 142 804 163 070 1,14 6.1 9.4
1972 152 760 18 117 1,18 649 10.5
1973 164 124 197 035 1,20 7.4 : ekt
1974 175 300 218 100 1,24 6.8 10.7
1970/1960 5.6 8.2
1970/1965 ‘ 5.8 8.7
1973/1970 6.8 9.8
1972/1970 6.5 9.9
1974/1972 741 10,1
1974/1970 6.8 10.0

Source: ECLA, on the basls of official data.

/Despite the



Despite the'rapid‘growth revealed by botli series: of figures,
generation at the nresent tlne stlll stands at a low level in relation
to international averages.-* Per caplta seneration of electric energy
in 1972 corresponded to 41 .per cent of the world averabe ané generation
per un1t of gross product in 1970 was equivalent to’ 78 per cent of
the world flgure, excludlng the 8001a11st countr:.es°

Prov1slonal data suggest that consumptlon of electrlc energy
~in Latin America (excluding losses) increased from 149,475 GVh in--
1972 to 169,490 GWh in 1973, that is, by 13.9 per cent.

The sectoral composition of consnmption of electric energy in
Latin America remained relatively constant during the last decade.
Industry and mining accounted for about half of the region's
consumption; household and commercial consumption in the ag gregate
represented 25 per cent; and the balance corresponded to other
consumption and to losses. The v1gorous and sustained growth of
industrial consumption of electricity in Latin America has not
impeded a rapid increase in the supply of energy for household
consumption, in view of the differences between these two major._
markets in respect of peak-load hours. .

/ In Latin'America, the relation between consumption of eleotric
energy in power-stations plus distribution losses, on the one hand,
and total generatlon of electric energy on the other, after slightly
declining during the 1960s, is estimated for 1973 at about 15 per
cent. This is high in comparison with international averages,
since in the industrialized countries the corresponding proportion
is only about § per cent. In some cases the high indexes of losses
in Latin America are explained by the fact that transmission distances
are relatively long (because of the predominance of hydroelectric
power stations), but as a general rule they are due nore to
deficiencies in distribution networks.

Only fragmentary data are available on the average efficiency
of generation of thermoelectric energy in the Latin American countries.
The figures for the public energy supply in eleven Latin American

countries in 1972 indicate that the average input was 3,155 lical/klh

/{see table
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(see table 6). In contrast, approximately 2,500 kcal/kVh are required
in the countries members 6f the Europeaﬁ Economic Community and in

the United States. The Latin American figures, which cover about

380 per cent of the thermoelectric energy supply, reveal enormously
wide scattering in relation to the estimated average for thermoelectric
efficiency. In several Latin Awmerican countries, however, the
efficiency of thermoelectric generation in the public sector improved
in 1970-1972. The rise in world petroleum prices will now mak
investment to improve the efficiency of the electric energy generating
industry in Latin America a sounder economic proposition.

The rise in the world market price of petroleum will in all
likelihood influence the price of electric energy in the region.

In a recent ECLA study 3/ it was estimatec that the increase in
the cost of generating 1 kVh in steam power stations, which use
petroleum as their fuel, might range from 49 to 93 per cent, according
to the size of the generating units, the degree of thermoelectric
efficiency and the plant factor. But the impact of these heavier
production costs on electricity tariffs will be considerably less
than might be expected, firstly because the cost of generation in
Latin America represents only about half the final cost of supplying
electricity to the consumer; and, secondly, because hydroelectricity
provides more than half the region's output of electric energy
(about 58 per cent in 1974). ‘

In view of these considerations, and the modest share of the
electricity input both in industrial costs and in household hudgets,
it seems unlilkely that a contraction of electricity consumption will
occur if the higher cost of petroleum products used in power stations

is transferred to the consumers of electricity.

3/ "The new oil prices and the Latin American electricity industry',
ST/ECLA/Conf.50/L.3, 30 August 197L.

/Table &
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Table 6

LATIN AMERICA: PERFORMANCE OF THERMOELECTRIC POWIR STATIONSE/

1970 1972
Courtry Generation of Galo;v Generation of Calory
electricity oconsumption koa.l/ electricity oconsumption koal/
(mtllions of (mlllons ¥Wh  (millions of (millions KH
k) of koal) KH) of koal) .

Argentim 15 372 45 178 ooo 2 H7 18 232 50 642 170 2778
Barbados :
Bolivie - ¥7 131 755 2 802
Brazil 5 248 20 408 000 3 888 2 724 10 493 Lok 3 858
Colombia 1 916 7 670 000 4 003 1 593 7 035 708 4 7
Cubea .
Chile 3 24y 9 830 000 3 030 3 702 11 428 963 3 082
Eouador i
Guyana 176 713 235 4 o52
Haiti
Jamalca .
Mexl oo 11 225 36 261 000 3 230 16. 286 51 214 000 3 145
Paragusy 8 34 581 4 215
Peru
Dominiocan Republic 831 2 590 000 3 117 1123 3 296 905 2 936
Trinidad and Tobago
Uruguay 890 2 852 000 3 204 1 312 © .3 984+ 160 3 031
Venezuela 4 351 14 845 000 3 411 5 066 19 730 267 3 894
Central American countries 1 965 € 077 600 3 093 2 563 8 017 992 3 159

Total 45 o2 145 71 600 3 235 53 832 166 723 140 3155

Sourge: ECLA, on the basis of official data,
The figures do not as a rule represent totels or each country.

/From another
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From another standpoint, the rise in petroleum prices
constitutes a powerful incentive to finding substitutes for the
technology based on o0il. In this connexion, the ECLA stady mentioned
above draws attention to the better competitive opportunities now
existing for nuclear power stations, as well as to the more
advantageous prospects opening up for the utilization of the ihmense
hydroelectric potential existing in the region.

(b)  Installed generating capacity

At the close of 1974 Latin America's installed capacity for the
generation of energy was estimated at 57.6 million kW. The figures
presented in table 7 reveal the rapid growth of energy generating
capacity in the region, as well as the increase in the capacity for
the generation of hydroelectric energy at rates exceeding the average:
the participation of hvdroelectric energy in total installed generating
capacity climbed from 41 per cent in 1965 to 47 per cent in 1972, and
to an estimated level of 50 per cent in 197%4.

This increasing utilization of hydroelectricity has now enabled
many Latin American countries to palliate in great measure:the effects
of the higher prices of iwported petroleum.

In 1973 Latin America's first nuclear perr station using
uranium and heavy water entered operation at Atucha, Argentina, with
a capacity of 319 MW. The output of this power station is distributed
by means of Argentina's main network linking up greater BDuenos Aires
and the Littoral. Nuclear power stations are also being constructed
in Brazil (625 MW) and Mexico (670 MW). To judge from the available
figures, hydroelectric power stations will be installed en masse to
take the place of those using petroleum, and nuclear capacity will be

rapidly expanded during the rest of the decade.

/Table 7.
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B. PIOTROLEUM AND NATURAL GAS

1. Recent trends

(a) Production

During the five-year period 1965-1970 production of crude
petroleum in Latin America showed an annual growth rate of 2.4 per
cent, rising from 270 to 305 million cubic metres. If Venezuela,
whose output increased by only 1.3 per cent, is excluded from these
totals, the other countries achieved a net increase of 5.6 per cent,
owing to the significant expansidn which took place in Bolivia
(21 per cent), Brazil (12 per cent), Argentina and Mexico (8 per
cent and 6 per cent respectively) (see table 8).

In 1970-1973, in contrast, regional production of crude declined
at an average annual rate of O.4 per cent. This falling-off was due
to the contractions in the output of Colombia, Chile, Argentina, and
above all Venezuela, in all of which countries production continued
to decrease in 1974. The increases in the output of the other
countries, such as Bolivia, Brazil, Zcuador and Trinidad and Tobago,
although on a relatively considerable scale, could not suffice to
counteract the downward trend in the other countries.

Since these regional rates were lower than the world averages
{9 per cent between 1965 and 1970 and 7 per cent between 1970 and
1973), they implied a significant reduction of Latin America's share
in world output, which fell from 16 per cent in 1965 to 12 and 10 per
cent in 1970 and 1973, respectively.

After dropping from 4,000 to 3,700 million cubic metres in
1965-1970, the region's proven reserves of crude slightly increased
during the period 1970-1973. This expansion was largely due to the
work done on extending old oilfields and reasses$ing recoverable
volumes, and to the discovery of new deposits in the Amzzonian
jungles of Ecuador and Peru, off the shores of Trinidad and Tobago,
and in the Golfo de la Vela basin in Venezuela. IReserves may be
appreciably enlarged if satisfactory results are yielded by the
measuring of volumes under way in the recently cdiscovered deposits
on the continental shelf off Rio de Janeiro (Brazil), and in the
States of Chiapas and Tabasco (Mexico). Initial estimates of their

potential set it very high.
/Table 3
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Table 8

LATIN AMERICA AND WORLD: PRODUCTION OF CRUDE PETROLEUM

{Thousandé of m3)

' Amimal peroentage

: +  growth rates
Country 1965 1970 1971 1972 }973 1965 1970~
_ » 1970 1973
Argentire 15 625 22797 2458 25193 24 410 7.8 345
Bolivia 534 1 ko2 2 127 2 539 2 M5 2L.2 ' 25.0
Brezil 5 460 9 685 10 114 9 712 9 876 12,2 0.6
Colombia 11 638 12 728 12 499 11 3% 10 667 1.8 5.7
Chile 2 020 1 976 2 048 199 1 817 ~0.5 =0,3
Eouador 453 230 211 4 54y 12 078 -12.7 274.2
Mexioo 21 008 28 é38 28 187 29 157 30 Y42 6.1 2.5
Peru 3668 %6 35w 3759 39/ 26 <06
Trinidsd and Tobego 7 769 8116 7 496 8 142 9 646 3/ Ca9 569
Venezuela 201 533 215177 205 955 187 365 195 331 1.3 342
Total 267798 o525 296780 283797 300989 2.4 Q4

Total (excluding

Venezuela) 68175 89 348 20 825 %6482 205 638 & 28
Xorld 1740470 2610800 2779222 2884280 3179 200 NS £.8

Source: For Latin America, ECLA, on the basis of offioclal statistios; for the world, data from the 0il and

Gas Jourml,.

5/ Provieional figures.

/The region's
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The region's share in proven world reserves increased slightly
in 1973, reaching 5 per cent, after having fallen from 7 per cent to
L per cent between 1965 and 1970. The reserve~output ratio in Latin
America in 1973 was 17 years, as against a world average of 29 years.

Not only did the level of proven reserves fall between 1965 and
1970, but also the number of exploratory wells drilled in the region
decreased. The explanation of these contractions lies partly in the
increase in exploration and development costs, and partly in the
stagnation and decline of world market petroleum prices during this
period. In 1970-1973, in contrast, there was a recrudescence of
exploration, as a result of which the level of proven reserves has
risen.

Under the pressure of the increasingly high and rapid increases
in world market petroleum prices, the Latin American countries stepped
up the search for o0il in more difficult locations and concditions and
in fields which had formerly been considered marginal and anti-economic
because of their high costs. They also set about more intensive
development of the petroleum contained in bituminous sand (the Orinoco
0il belt in Venezuela) and oil shales (San lMateos, Brazil);, |

Gross output of natural gas, most of which is associated with
petroleum in Latin America, followed the downward trend of production
of crude in 1970-1973. The annual growth rate of natural gas
production, which had been 4 per cent between 1965-1970, dropped to
2 per cent in 1970-1973. In the latter period the increases over
the 1965-1970 figures were higher in Bolivia, Argentina and Colombia
than the average for the region, but several countries showed negative
trends, i.e., Brazil, Chile, Ecuador, Peru and Trinidac and Tobago
(see table 9).

Thanks to the discoveries of natural gas made in the Guajira
Peninsula (Colombia), the Gulf of Guayaquil (Ecuador), the Gulf of
Paria (Trinidad and Tobago) and the Palometas field (Bolivia), the
status of reserves has considerably improved. According to the 0il
and Gas Journal, reserves of natural gas in the region were estimated
at 1,778 and 1,930 thousand million cubic metres in 1965 and 1970,
respectively. In 1973 they reached 2,856 thousand million cubic metres.

/Table 9
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Table 9
LATIN AMERICA: GROSS OUPPUT OF NATURAL GAS

(Millions of m’) .

Anmual percentage

Country 1965 0 n 1972 1573/ 1;‘; L "‘"t:;%:
1970 1973
Argentina 6 236 7 665 8 117 8 317 8 914 4,2 5e2
Bolivia 212 866 2 297 3 424 4 281 32.7 70.2
Brazil 683 1 264 1177 1282 = 11% 131 =243
Colombie : 2 658 2 971 3158 3 24 3 oo 2,2 46
Chile : 6 215 7 628 7 986 8 073 7 376 . %Y -1.1\.
Eouador 251 104 o 88 90 <16.1 4.7
Mexi oo 13 965 18 839 18 222 18 697 19 169 6.2 0.6
Peru 187 2 119 1 923 183 1 950 2.2 -2.7
Trinidad and Tobago 3 263 3 053 2 826 2 768 2 960 =1.3 «1.0
Venezuela ‘ bo 46 48 427 47 579 46 020 49 koo 3¢5 0.7

Zotal 2616 w936 @ wId 820 Bd 200

Sourcet ECLA, on the basls of officlal statisties,
2/ Provisional data.
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(b) Refining and consumption

Between 1965 and 1970, Latin America's oil refining capacity
increased at an annual rate of 4.2 per cent, which was higher than
the growth rate of 2.4 per cent recorded for production of crude
during the same period. -In 1970-1973 its annual rate of expansion
fell short of L per cent. Out of the 22 countries considered, only
Argentina, Brazil, Colombia, Cuba, Peru and Venezuela achieved
increases which exceeded the average rate for the region (see table 10).

In 1973, the refineries of the Latin American countries processed
242 million cubic metres, as against the 218 million that had been
refined in 1970 (see table 11); this implies an 5verage annual growth
rate of 3.6 per cent, lower than the 1965-1970 rate of 4.3 per cent.
This reduction was largely due to the contraction that took place in
the two leading refiner and exporter countries of the region: Venezuela
and Trinidad and Tobago.

If the evolution of production of crude oil in 1965-1973 is
compared with that of the volume of crude processed in the countries
that are the principal producers and net importers of crude, i.e.
Argentina, Brazil and Chile, the following facts will be noted: in
Argentina, the share of domestic crude in the total amount of crude
processed, after rising from 80 per cent in 1965 to 93 per cent in
1970, fell to 89 per cent in 1973; in Chile it plunged from 74 per
cent in 1965 to 40 per cent in 1970, and then was still farther
reduced during subsequent years, until by 1973 it had dwindled to
only 32 per cent: in Brazil, it was 23 per .cent in 1973, which |
implied a slump in relation to the 1965 and 1970 figures of 71 per cent
and 32 per cent, respectively (see again tables 3 and 11). These
trends had an unfavourable effect on the external petroleum trade

balance of the countries concerned.

/Table 10
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Teble 10
LATIN AMERICA: CRUDE OIL REFINING CAPACITY

Thousands of o deily)

Anmuel poroontege

Country 1965 1570 w12 193 o
’ , ' y . 1965 1570~

| . ' , %o 193
Argentina .3 7.5 1o 5.7 %2 L5 11.0
Bolivia | ' 1.9 3.7 3.6 3.5 B 142 3.5
Brezil | 56,0 80,2 89.7 12 125.9 67 oM
Colombia 15,9 o 2.9 2746 274 264 646 64
Chile ' 13.3 17.6 21.6 19.6 19.6 5.8 347
Ecuador 3 506 58 5.6 5.6 125 0.0
Pareguay - 0,8 0.8 0u8 0.8 - 0.0
Peru | 10,0 14,5 16.8 26,1 17.0° 7.8 5.5
Uruguay 56 6ot 6.8 6ol " 6e8 247 240
Venezuala 4 1908 2169 218.8 2383 M35 26 3.9
Central America 4.5 23.8 2l,1 | . 23,8 | 23.8 0.4 0.0
Mexd 0o . 6649 91.3 Fel 95.3 994 | 6.4 29
Barbados 0.5 05 . 0.5 05 -'0.95, ‘0"5, 00
Cuba 13.8 W8 B 148 WA LE 95
Jomat on b2 5.6 506 49 52 5.9 =25
Dominican Republio - - - 2.5 743 - -
Trinidad and Tobago 61.2 696 7348 70,1 73.3 2.6 1.7

Totel 22749 845:7 yie. ) M35 I8 - M2 o 28

Souroe: 01l and Gas Journal (several issues), .
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Table 11
LATIN AMERICA: VOLUMES QF CRUDE OIL REFINED

(Mi111ons of m3)
T Anmueal percentage
' growth rates

Countey 1965 1970 1971 1972 1973/ To6o 970
, - L 1970 1973

Argentina 19,5 24,5 2647 2649 27.4 4,7 3.8
Bolivia 0.5 0.7 0.8 0.8 1,0 7.0 12.6
Brazil 17.8 29,6  30.8 38,0 42,6 1047 12,9
Colombie 5e3 749 8.4 940 9.6 8.4 647
Chile 2,7 b4 5.8 6.0 5.6 10.3 8.4
Eouador 09 1.4 1.5 1.6 1.8 9.2 . &7
Paraguay - 0.2 042 0.2 0.2 - 0.0
Peru 3.4 4.6 5el 5¢3 5¢5 6.2 642
Uruguay 1.8 2,0 2.0 1,9 1.9 242 “1.b
Venezuela 6842 75.0 7243 6545 754 1.9 0e2
Central America b/ 345 6.1 6e9 - 740 7.5 11.8 7.1
Mexd oo 21,4 29,1 2922 30e5 32.6 643 349
Cuba b/ o 640 642 645 646 6alt 343
Jamaloa 1.7 1.8 1.7 1.6 1.7 1.1 -1,9
Trinided and Tobago 21,8 2k, 6 23.1 22,1 23.2 2.4 -1.9
Total V29 %3 207 203 246 4,8 26

Source: ECLA, on the basis of offieial statlstioes.
5/ Provislomnal data,
P/ Flgure partly estimated.

/Bxpressed in
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Expressed in tons of petroléum equivalent (10,700 kcal/kg),
Latin American conéumption of hydrocarbon fuels (petroleum products
and natural gas), including consumption in the petroleum industry
itself, increased from 93 million in 1965 to 131 million in 1970,
i.e. at 'an annual rate of 7 per cent. In 1970-1973, however, this
growth rate slowed down a little (to 6.7 per cent per annum),
largely because of the high petroleum prices. . '

(c) Trends in international petroleum prices and trace

Between 1950 and 1970 the price of crude o0il from Saudi Arabia.
(in dollars at current.prices) fell from about 1.87 to 1.26 dollars
per barrel (FOB Persian Gulf). . Then it abruptly soared until by
January 1974 it had reached 7.65 dollars per barrel. At the present
time, the price of this key crude stands approximately at 10.46 dollars
per barrel.ﬂ/ Price trends in the case. of crude petroleum from
Saudi Arabia give an indication of the general pattern.

The heavy increases in world petroleum prices since 1973 have
had profound repercussions on the Latin American petroleum market.
The net exporter countries (Venezuela, Ecuador, Bolivia and Tfinidad
and Tobago) also raised their petroleum prices. DBetween January 1973
and January 1974, Bolivia pushed up the sales price of its crude froﬁ
2.90 to 16.00 dollars per barrel, with.successive intervening |
increases in the monthé of July (to 3.50 dollars) and November
(to 7.44).

In 1973 the value of Bolivia‘s sales of hydrocarbons (crude oil
and natural gas) amounted to 67 million dollars, with a favourable
balance of 64 million dollars on the petroleum account. This surplus
far outstripped the 1970 figure of 12 million dollars.

Over the same period, reference prices in Zcuador rose from
2.60 to 13.70 dollars per barrel, that is, by 11.10 dollars, with
different prices in the months of April (2.90), Mary (3.20), June (3.60),

Ly Petroleum Intelligence Veeklv, 25 November 1974.

/October (5.25)
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October (5.25) and November (7.30). These price variations brought
about a substantial improvement in the value of Ecuador's net exports
of crude, which in 1973 reached over 250 million dollars.

Venezuela, the region's leading exporter of crude oil and
petroleum products, lowered the petroleum dollar exchange rate for the
second time in February 1973, from 4.30 to 4.20 bolivares (the first
reduction was in 1972, from 4.40 to 4.30 bolivares) and established
new export values for its crudes and products. The average export
value of crude was raised between January and December 1973 from
3.0 to 6.43 dollars per barrel and that of petroleum products from
3.25 to 6.43 dollars, net of increases under the head of freight
charges, which rose over the same period from 34 to 69 dollar cents
per barrel. As a result, the share accruing to Venezuela through
taxation climbed from 1.86 dollars per barrel in January to 2.63 in
October and 3.99 in November and December 1973: exports amounted to
over 4,000 million dollars.

The Latin American importers have had to face up to a corresponding
increase in the cost of fuel from abroad. At the beginning of 1973,
for instance, Brazil was paying 3.0 dollars CIF per barrel of crude,

a figure which rose to 3.87 dollars in September and to 5.00 dollars
and a little over in the last thiree months of 1973. At an average
price of 3.83 dollars per barrel, imports of petroleum represented the
sum of 1,153 million dollars in 1973.

Argentina paid, on an average, 5.47 dollars CIF per barrel of
crude, buving 21.4 million barrels for a value of 117 million dollars;
this volume and value signified increases of 96 and 243 per cent,
respectively, in relation to 1972. 1If purchasesd of natural gas and
petroleum products are also taken into account, expenditure on imports
works out at 191 million dollars.

The new prices also had an impact, and a powerful one, on Chile,
Peru and the non-petroleum-producing countries, like Uruguay, Paraguay,
and the countries of Centfal America and the Caribbean, allef which

are extremely vulnerable to the international situation.

/Many countries,
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Many countries, therefore, especially those dependent on petroleun,
found themselves compelled to raise the prices of the various petroleunm
products sold to the public, in order to cover their incregsing costs
and rationalize consumption. Table 12 shows the changes in the prices
charged for petrol (to the consumer and net of taxes) that took place
in several Latin American countries between October 1973 and April 1974;
for purposes of comparison, the same changes in other countries of the
world are also presented.

To sum up, in 1973 Latin America's foreign trade balance in
respect of hydrocarbons showed a surplus of about 2,600 million dollars,
i.e., almost three times as large as the favourable balance in 1965
and twice the 1970 figure. If Venezuela's exports are excluded fron
the total, the region appears with a deficit in 1973 of over
1,600 million dollars, as against 393 and 578 million dollars in 1965
and 1970, respectively.

The chief repercussions on the Latin American countries produced
by the abrupt upswing in world petroleum prices as from 1973, and
making themselves felt in inflationary pressures, eumployment and
production, and the balance of payments, are discussed in Part Two
of the present document, chapters I and IV,Q/

(d) Questions relating to regional integration and co-operation

e

Further giant strides were made in the field of integration at
a meeting held in Lima in November 1973, when the Latin American
Znergy Organization (OLADZ) was established; its main objectives are
the integration, protection, conservation, rational utilization,

marketing and defence of the region's energy resources.

=Ty

5/ The analysis prepared by the ECLA secretariat for the Technical
Symposium on Latin America and Current Energy Problems (Santiago,
Chile, 23 to 27 September 1974) can be found in the working
paper presented at the Symposium under the same title
(ST/CEPAL/Conf.50/L.2, pages 45 to 105).

/Table 12
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Table 12
WORLD RETAIL PRICES OF HIGHER-OCTANE PZTROL

(Dollars per gallon)

April 1974 Ootober 1973
Country At £1llinge " Net of it £11ling- "Net of
' stetion tex: station tax
Woster Hemisphers :
Argentina 1.kl 04705 , 0.721 04361
Brazil ’ 14290 04988 " 04642 04453
Colombia, 0.191 0.108 0.195 . 0.110
El Selvador 0.728 0Lyl 0,600 0.343
Guatemala ' 04669 0lilih 0,500 0.284
Honduras ' . 0.880 0.682 04530 04332
Jamaios » 1,095 04620 0.508 0,343
Niocaragua 04797 0.519 0,500 0.284
Paname, - 04860 06492 ' 04503 0,278
Paragusy 1.802 1.513 ~ 0.811 04547
Puerto Rico 04656 0.496 0.L27 0.317
Uruguay 1,843 0.914 1,088 04532
Venezuela 04270 0.171 0,270 0,170
Canada 04641 0.450 0.529 Oe342
United States 04556 0.436 0.428 0.308
Europe
Austris 1,130 04555 0.964. 0,406
Belgium . 1.1 0.379 1,163 0.3
Denmark 1,300 0.561 1,052 04364
Finland 14159 0.629 0.981 04357
Franoce 1,357 0.612 . 1,127 0,328
Greoce 24070 1470 1,010 04500
Ireland ' 00964 04509 04755 04289
Ttaly , 1,582 . 04592 1,240 04330
Norway 1,482 04615 1.138 0.l01
The Netherlands 14361 04532 1195 04396
United Kingdom 0,994 04556 0.785 04333
Federal Republioc of Germany 1,406 0.601 1.260 0.l442
Sweden 1.191 04538 1,090 0,452
Switzerland 1,017 041469 04972 0.376
Far East .
Australia 04687 0,410 0.533 04332
Hong Kong 04860 04565 04630 04330
Japan 14429 0.981 0.928 04520
Malaysia 0.863 0,430 04511 0.342
Republis of Vietnam 1,502 0357 0.L5h 0,166
Singapors 1,085 04572 0.793 0.317
The.iland 0.670 04394 0.435 0e261

Source: Petroleum Intelligence Weelkly, 26 iugust 1974e pe He

/This is
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This is an appropriate place to draw attention to the agreements
concluded at Ciudad Guayana in December 1974 between the Government
of Venezuela on the"one side and the Governments of the six countries
of the Central American Isthmus on the other. These agreements
embodied decisions to create and improve defence mechanisms for the ~
external marketing of the countries' raw materials and primary
commodities (coffee), by means of measures established to prevent
the deterioration of the terms of tradé.

In particular, bases were concerted for facilitating the
financing of imports of Venezuelan petroleum, a step that immediately
strengthened the balance-of-payments position of the Isthmus
countries. This financing in its turn will permit the execution
of investment programmes and projects that will play a basic part
in the utilization of the>Central American countries' natural
resources and the promotion of their exports, thus stepping up
the progress of regional economic integration movements and the
development of trade between Central America and Venezuela.

Furthermore, Dolivia and Brazil signed an Act of Co-~operation
in the field of hydrocarbons, in which several questions of vital
importance are considered. One of them is the construction of a
gas pipeline from Santa Cruz de la Sierra to the industrial area
of Sao Paulo, to carry a minimum volume of 7.2 million cubic
metres daily (about 250 million cubic feet) of natural gas, which

Brazil wishes to purchase from Bolivia.

/2. Measures
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2. Measures which might be considered by the Latin American
~oil-deficit countries &/

Today many investment projects. would turn out to be viable
which were rejected because they were not economically feasible when
the costs of energy were lower. TFor example, in the energy sector
a number of hydroelectric projects which only a Year ago had no 
economic justification, would now prove highly desirable if the
present structure of energy costs were to be maintained in the future;
while, on the other hond, the incentive to invest in electric power
stations operating with fuel oil would be greatly weakehed. In the
same way, the striking increase in the world cost of petroleum has
radically altered the economic viability pattern'of Secondéry
industries, by creating onportunities for the installation of new
industries based on imnort substitution and calling in question the
feasibility of other established industries which make intensive
use of energy. Where transport is concerned, the higher cost of
energy makes it needful to review the relative advantages of mass
transport projects, as well as the expediency, from the fiscal
standpoint,; of the existing patterns of freight carriage by raili
and road in many countries. ,

Clearly, the poteantial scope of the structural change desirable
if.present energy costs persist in the future would give rise to
immense requirements of foreign and domestic capital. In these
circumstances, the source of pressure is obvious: the higher cost of
imported jetroleum, which, on the one hand, is the basic cause of the
need for additional investment, and on the other, is largely the reason
why the Latin Americain countries find themselves incapable of making
such investment on the necessary scale. In such a context, the success
achieved in the sphere of international trade and financial policy
will have a much stroager influence .on the extent to which a national
investment policy, directed towards structural reforms, can be

effectively implemented.

§/ This last section ié 1arge1j based on the following documents:
“Iptin America and the current energy problems'", op. cit.; and
e new oil prices and the Latin American electricity industry",

0m. cit.
m———— /What lines
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Uhat lines of action would be potentially open to the oil-deficit
countries as means of %tackling the problems posed by the maintenance
of the new oil price levels over the rest of the 1970s?

Tor the purposes of the analysis, the energy policies that may
be adopted by the Latin American oil-deficit countries vis-a-vis
anticipated world prices of crude up to 1980 had to be considered in
two broad groups, namely:

(a) measures designed to reduce demand for imported petroleum;

(b) measures affecting the unit cost of supplies of imported

petroleun.

(a) Heasures designed to reduce demand from imported crude

The assumption that the structure of crude oil prices will
persist up to 1980 imnlies that, although with great variations from
one country to another, foreign exchange reserves will probably continue
to fall sharply on account of imports of petroleum in the oil-deficit
countries of the region.

To mitigate this effect it would be desirable to slow down the
growth rate of demand for imported crude and for imported refined
products, but in such a vay as to reduce to a minimum the threat to
domestic production and employment,

With the exception of Guyana and Haiti, all the oil-importing
countries in the region satisfy their domestic needs for petroleum
products by refining imported crude (and, in five countries, domestically-
produced crude as well), and supply the differences between the output
of the refineries and their home market requirements with purchases
in the foreign market (and changes in inventories). The typical
refining strategy of tlhese countries is aimed at minimizing imports
of petrol; thus, owinz to a certain technological rigidity in the
refineries, production of »etrol determines the supply of other
domestically-refined wnetroleum products. The measures affecting
internal demand for petrol are of special strategic importance for
the countries that are endeavouring to cut down to a minimum their

foreign exchange expenditure on petroleum, for various reasons:.

/Firstly, in
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Firstly, in the Leatin American oil-deficit countries, consumption
of petrol normally represents about one-~third of total consumption.
of refined products; _

Secondly, petrol is the derivative which offers the greatest
possibilities for reducing domestic consumption of o0il with relatively
less risl: to domestic production and consumption than in the case
of other refined products. For example, if supplies of fuel oil,
diesel o0il or petrochemical naphthas were substantially restricted,
the danger to the total product and total employment would be much .
more serious;

Thirdly, althougi a contraction of demand for petrol might
cause imbalances between requirements of "essential'' petroleum products
and domestic output, this problem can be tackled by means of imports
to cover the deficit. Turthermore, the composition of crudes can be
varied in accordance uvith new production targets for the refineries;
and from this point of view reconstituted crudes may be included.

One of the difficulties connected with the adoption of measures
to ‘influence demand for petrol is that, even if the higher cost of
imported crude is transferred to the consumer, the resulting increase
in the price of petrol may not suffice to hold back the rate of
consumption (in other wvords, even at the higher price, consumers
might consider it financially worth their while to use petrol to meet
their private needs, in respect of transport, for example). The
problem can be dealt with by setting a ceiling for supplies of petrol
(in relation to the nrojected status of foreign exchange reserves),
and rationing its use by means of the price mechanism, through heavier
taxation on petrol. This approach would raise -the cost of private
road trauasport, thus providing inducement to supersede it by public
transport services at a lower unit cost, with the resultant saving
of foreign exchange. Naturally, to facilitate a gradual relative
shift from private to public transport services, authorities and
technical experts would have to draw up plans in co-ordination with

the enersy and transport sectors.

/A second
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A second important way of curtailing the growth of domestic
demand for imported petroleum is to increase the domestically-produced
supply of lower-cost energy substitutes. Given the assumptions
formulated above as to the price of imported crude, it is obvious
that many energy supply »rojects based on domestically-produced fuels,
which were formerly anti-economic, will now be viable both from the
financial and from the economic standpoint.

In this context the essential problem is the time factor, since
it will take several vears for such projects to become operative.
Investment projects that are economically justified - for example,
hydroelectric and nuclear power plant, transmission and distribution
of natural gas, coal production and marketing projects, etc. - take
a considerable time to reach the stage of production, and cannot be
expected to do much during the 1970s to relieve. the economic situation
of the oil-deficit countries of the region. The chief difficulty
lies not in identifying such projects, but rather in financing them.

In this connexion, attention has been drawn in several circles
to the urgent need for the Latin American oil-deficit countries to
have access to a revolviang fund for the financing of petroleum projects
and projects in the energy sector in generél, for which it might not
be possible to expect external support on the requisite scale through
the traditional channels of international credit. Despite the financial
difficulties that would be implied by the creation of a fund of this
type, its establishment deserves serious and immediate consideration.

A task that must be undertaken in the immediate future is a
complete review of the energy projects at present under study.

Perhaps it may be possible to convert some projects for the
generation of electric energy, based on imported petroleum products,
to the use of lower-cost domestically-produced fuels. Furthermore,
imports of pleasure vehicles might also be restricted in some countries,
which vould be a means of saving foreign exchange not only under the
head of @etfoleum, but also -~ and this is quantitatively important -

on the importing of the vehicles themselves.

/The possibility
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The possibility of substituting domestically-produced resources
for petroleum is very largely based on the electric energy industry.
The necessity of revising prices of petroleum products means that
this industry must follow suit. Care is required, since on the one
hand it is imperatively necessary to keep the unit cost of electricity
at a relatively low level, in order to avoid creating a threat to
domestic production and employment; and, on the other hand, low household
electricity tariffs, in conjunction with a rise in the price of
petroleum products, mizht lead to substitutions of one source of energy
for another which would turn out to be inexpedient from the standpoint
of saving of foreign e:change.?/

From the strategic standpoint, the sector that lends itself best
to the introduction of increases in electricity tariffs is houséhold
consumption - which is quantitatively important -, since it is one in
which relatively considerable economies can be made without too adverse
an effect on production and employment. This need is particularly
marked in the oil-deficit countries whose electric energy industry is
based on zenerators nsinz petroleun.

Apart from fostering the substitution of domestic sources of
energy for petroleum in electricity production, the high price of oil
has meant that investment in improving the efficiency of electric A
energy transmission and distribution systems is even more attractive
than before. There is z relatively high ratio between the losses in
the systems and the energy zenerated in the deficit countries. Once
again, as in the case of projects directed towards increésed use of
domestically-produced fuels for the generation of electricity, the chief
problem wosed by projects designed to improfe efficiency is not SO much

identifying them as financing them.

74 For example, if there were a marked rise in the price of kerosene
in order to checl: the growth of petroleum imports without at the
sane time altering household electricity tariffs, consumers might
suitch over from kerosene heating to heating by electricity. In
that event, if the energy industry were highly dependent upon power
stations operatinz on the basis of fuel oil and diesel oil, the
result might be zn expansion of demand for 1mported petroleum which
vould tend to defeat the ends pursued.

/Bigger supplies
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Bigger supplies of lower-cost domestically-produced crude involve
a special advantage, the prospects of which vary greatly from one
deficit country to another. As noted earlier, only five of them produce
crude oil. These can expand their production and development activities
forthwith, and thus reduce the drain on their foreign exchange reserves
represented by imports of crudes. 1In view of the margins anticipated
for world oil prices up to 1980, the output of deposits currently
exploited and the development of known oilfields can be stepped up
within certain limits, and a wide range of additional recovery procedures
may be economically justifiable, despite the increase in the cost per
unit of output. Insofar as it is possible to expand production of
domestic crude at a rapid pace, while at the same time exerting vigorous
pressure to reduce domestic consumption of petroleum, one or two of
the deficit countries may even be able to sell part of their crude
at its opportunity cost on the world market.

The alternatives open to the other fourteen deficit countries
are to continue depending upon imported petroleum, to lauach national
exploration programmes or, as will be shown later, to invest in
petroleun projects outside the national territory, whether Latin American
or extra~regional. TFar many of these countries, the want of geological
surveys of their reserves of oil and other energy resources, together
with the length of time that the corresponding exploration programmes
take to materialize, will preclude any significant recourse to this
economic palliative during the 1970s.

A third way of reducing demand for imported crude is to improve
the efficiency of the energy systems that will have to continue using
it. Apart from the above-mentioned plant for the generation,
transmission and distribution of electricity, the main energy consumers
are private cars, lorries, buses, locomotives, ships, aircraft,
industrial boilers and household heating. In the United States, for
example, lavs have been passed to lower speed limit for cars and thus
to increase the average distance covered per litre of petrol consumer;
and projects have been put forward for allowing tax deductions to

taxpayers who improve insulation systems in buildings. This list could

/be expanded:
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be expanded: inspection programmes might be introduced with a view

to increasing the thermal efficiency of cars, lorries, buses, etc.;

the cruising speed of aircraft could be regulated in order to boost
fuel yields; other inspection programmes might be established to
improve the efficiency of energy utilization in industfy, and so forth.

Generally spealing, these proposals have perhaps received more
praise than they merit. At best, any saving in fuels achieved by
their means will be, in the economic sense, little more than the
consumers themselves would save as a natufal reaction to an increase
in the price of petroleum products. The incentive for consumers to
make a given fuel go farther depends upon its price among other
factors, and for goveruments it is much easier to attain this goal
by directly raising the prices of petroleum products than by applying
large~scale programmes to induce consumers to change their habits.

For example, when prices of petrol for cars and of diesel oil are
comparatively low, the financial incentive to tune the engine is not
as poverful as when they are relatively high; and similarly, when the
price of electricity, kerosene, natural gas and other household fuels
rises, there are more inducements to use them thriftily.

One possible way of improving energy efficiency which deserves
immediate consideration is that the government should carry a relatively
larger proportion of its freight by rail or by sea, as the case may
be, instead of by lorry. If the capacity of these media permits, the
energy consumed per unit of freight carried could be reduced, and at
the same time foreign exchange could be saved. Furthermore, over
the longer term, it may perhaps be economically feasible in some
countries to instal systems using electric engines and trolley-buses,
for example, and to plan the expansion of hydroelectric plant with
a vievw :to the introduction of these forms of traction. This of course
involves a sweeping imorovement in the services concerned, and here
too an essential requisite is co-ordination between the energy and
transport sectors for the evaluation of such possibilities.

The inter-conne:zion of national electricity systems offers another

possibility of saving oil-generated energy. In view of the high cost

| /of this
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of this latter, investment in such interconnected systems now becomes
much more desirable. Ia countries that use hydroelectric energy (and
other domestically-produced fuels) in combination with imported petroleun
to generate electric energy, such investment would slow up the growth
rate of the unit cost of electricity (and might even lower it in

absolute terms), while at the same time petroleum would be saved. Even
in systems that are completely dependent on petroleum for the generation
of electricity, oil requirements per kWh might be reduced if generation

were concentrated in larger and more efficient power stations.

As in previous cases, however, the lead time of such projects
would not allow very nuch saving in consumption of petroleum to be
effected in the course of the present decade. Over the longer term
the basic problem would be to ebtain the financing for innovations
of this lzind, which generally entail substantial investment.

Clearly, then, the »roblem of the restructuration of prices
of final energy delivered to consumers must be tackled on an integrated
basis at the earliest possible moment, not only from the standpoint
of the prices of petroleum products but also with due regard to the
relation between these and other energy resources (for example,
electricity, natural zas and coal). As regards the petroleum industry,
it is not rational to fix the price of petrol without considering the
price of diesel oil, nor can the price of kerosene for household
consumption be determined without reference to the price of other liquid
petroleun products which are also used for household heating. Neither
can the price of fuel oil be established without taking into account
the price of natural gas and coal used as fuel for industrial boilers,
or the »rice of naphthas for the petrochemical industry without bearing
in mind the price of natural gas utilized for the same purposes.

In short, what is needed is a co-ordinated criterion for energy
planning in the deficit countries, which is becoming increasingly
necessary, ‘and should be based on an overall economic development
strategy, with due regard to estimates of the future world market

price of crude. Study must be devoted to the patterns of fuel

/consumption desired
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consumption desired and then to the requisite investment in the energy

“ sector (and in other key sectors, such as transport).

It is obvious at a glance that this procedure must be followed
in all the oil- deficit countries in the world. 1In some Latin American
countries, however, the rividity of fuel consumption patterns and the
relatively small volume of consumption of "non-essential" energy makes
the application of co-ordinated energy planning criteria particularly
indispensable, in order to put into practice efficaciously,'and on an
appreciable scale, measures to reduce the consumption of oil-based
energy eunvisaged for the countries of the region, or to replace it by
energy from other soulces.

There are two otner major“areas of action in which planning can
now be applied in this field: first, the joint utilization by‘the
Latin American countries of their multinational Hydroelectric energy
resources; and secondly, the interconnexion of electricity systems
across national frontiers. . | |

Possibilities_ofubringing down the growth rate of the cost of
electricity supplies are Open'to the deficit countries of the region if

in the production of hydroelectric energy they succeed in substituting

‘hydropover itself for petroleum and replacing costly inputs by other

of lower cost; at the same time, they could thus effect a saving of
their foreign exchange reserves,

Nevertheless, in this case too it is unrealistic to expect that
the growtih rate of demand for imported_crude can be greatly reduced
over the 1970's by means of these two types of projects. Their lead
time is too protracted for an appreciable reduction to be acnieved
and, particularly where multinational projects for the utilization
of hydroelectric resources are concerned, capital requirements will
be prohibitive for manv of the deficit countries, unless they receive
external aid on conce551onary or semi-concessionary terms. This does
not mean, however, that it is not importent to make an immediate start
on planning for the possible introduction of such projects in the

future.

/(b) Measures



-~ 378 -

(b) Measures that mizht make for a reduction of the unit cost of crude

The policy measures previously reviewed had as their immediate
~objective the reduction, in economically justifiable conditions, of the
growth rate of demand for imported crude. The mechanisms that could

be used to attain this goal included taxes on consumption of petroleum
products, the substitution of doméstically-produced fuels for imported
petroleun, more efficient utilization of petroleum products and, at

the international level, the execution of projects, the ihterconnexion
of national systems and regional utilization of hydroélectric energye.

The immediate aim of the measures or policies considered in the
present section is to secure supplies of imported crude ét_a iower
unit cost, #¥ith a view to slowing down the rate of increase of unit
costs of production and saving foreign exchange reserves.

The Latin American deficit countries which are seeking to bring
down the cost of the ﬁetroleum they import have several options:
firstly, encouragement by buyers of normal competition among sellers
on the world petroleum market; secondly, taxation on sales of petroleum
products (a measure suggested in the foregoing section, in a different
context); and, thirdly, the application of measures based on the
exercise by the Latin American governments of more centralized control
over their domestic petroleum industries.

In the first place, the deficit countries can pin many hopes of
obtaining reductions in netroleum import prices on comﬁetition
between sellers, spurred by buyers (and not only by Latin American
buyers) overating on the world petroleum market. Up to the present
decade, such action mainly implied stimulating competition among the
leading international netroleum companiesy and between each of them
and the smaller international enterprises and those petroleum~exporting .
governments which had surpluses of crude, but insuffidiept diétribution
channels. Since then, control over world suppliés of crﬁde has
gradually passed into the hands of the petroleum-exportiﬁg countries.

These countries are expected to tighten up their control over

petroleun still more in what remains of the 1970's, and in many cases

/to continue
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to continue maintaining close:links with the international petroleum
companies, since the n;tional authorities and the transnational
enterprises are necessary to one another from the commercial point of
view. v v '

The degree of succeés achieved by world market buyers, therefore
will reflect, as before, their skill iﬁ promoting competition ambng the

oil companies, but it will also reflect, and to an increasing extent,

their success in develoning other modus operandi, suéh as direct
purchases from the goveraments df producer countries. In this way, not
only can middlemen be dispensed w1th, but brcader intergovernmental
trade operations can be effected which will enable purchasers to make
additional exports and more easily meet the cost of their petroleum
purchases.

In essence, the deficit countries of the region are faced with
the practical problem of meeting the material and financial requisites
for keeping up their imvorts of petroleum, without shelving the
possibility of reducing the unit cost of those imports in the future.
One of the principal issues involved in the achievement of a proper
balance is the treatme:nt accorded to imports of crude under long-term
purchase contracts, \ | |

If it is believed that during the 1970's crude oil prices are
more lilkely to decline significantly than to increase (1n_d011ars at
constant prices), two iuportant measures should be considered: firstly,
if the government of a deficit Latih American country thdught it
necessary to conclude'long-term supply contracts, ifs interests would
best be served by the negotiation of price reduction clauses, so that
prices could be adjusted to any downward movement occurring on the
world market; and, secondly, legislation would have to be introduced
in the deficit countries prohibiting refiner companies affiliated to
international oil companies from assuming petroleum import commitments
without the prior approval of the central government.

' The establishment of taxation on sales of petroleum products,

especially in countries which have a large petroleum market, way help

/to bring
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to bring down prices of petroleum imports, if they are widely applied

in countries which imnort on a large scale. This measure is necessary

in many Latin American deficit countries because of the drain on

foreign exchange mentioned above. In this connexion, sales taxes on

petroleum products wourld have the possible additional advantage of

inducing sellers to absorb them, which‘might reduce the purchase cost

of imported petroleum.

"/ith the same end in view, two other types of measures may be

adopted: firstly, centralization of imports of petroleum in the hands

of the governments of the deficit countries, in cases where this control

does not already exist; and, secondly, establishment of a lower value

for the unit cost of crude used for accounting purposes in refineries

affiliated to the integrated international oil companies, when this cost

is higher than that cuoted in the sector of the world market where

bargaininz capacity is greatest.8/

Uhenn the snle local purchaser of imported petroleum is an

enterprise affiliated to an international petroleum company, there is

no competition between it and the parent exporter firm and the price

of crude corresponding to the transfer is not a'price in the econonic

sense of the term. The centralization of imports in the hands of

the State has the potential advantage of reducing the price of

petroleum imports inasmuch as it introduces competition between
the buyer (the State) and the seller of crude. Furthermore, when

local comnanies purchase the petroleum product they require directly,

but separately, the centralization of such purchases in the hands of

the State would enable the average cost of imported crude to be

reduced.

In smaller countries, however, this concentration of purchasing

may be insufficient to obtain the better prices secured by buyers of

large volumes on account of their greater bargaining power. Consideratio

&/

‘The potential benefits of these options do not extend to all the

deficit countries of the region, for in many of them the domestic
petroleum industry has no external component. Advantage could be
takon of them, however, by several of the other Latin American
deficit countries, especially in Central America and the

Caribbean area. /might therefore

-



- 381 -

might therefere'be given to the possibility that a country whose
capac1ty to import is limited, but is in the hands of the State, should
make its purchases of petroleum in combination with those of one of the
major 1mporters of the reglon which also operates through State
enternrises. ' ‘ '

If the accountinm price of crude in the 1oca1 refinery affiliated
to an 1nternat10na1 oil company is higher than the corresponding price
in the world market sector where bargaining capacity is strongest,’
the government has the immediate possibility of eliminating\the
difference by legally establishing the price of petroleum in the world
market sector where competition is keenest as the reference price that
must be used for accounting purposes in respectiof crude imported by
the local refinery. At the same time, the refinery can be allowed to
obtain = sufficient margin of profit to ensure a continuing supply of
petroleum products in the domestic market. The application of this
method might lessen the drain on foreign exchange under the head of
petroleum imports and increase the tax contribution paid to the central
government by a refinerr affiliated to a'foreign company, without
necessarily dlsruptlng the domestic market supply of petroleum
products..

Several proposais have been put forward at the international
level of late with a view to securing supplies of imported crude at
a more favourable price: firstly, greater State participation in
petroleum projects abroad; secondly, the conclusion of a world
agreement between buyers and sellers of crude; and, thirdly, spot
market bartering of petroleum for other products between exporter
goveraments and the Latin Amerlcan importer countries. These proposals
are being explored and in some cases implemented by countries in the
region. '

Some Latin American deficit countries might find it in their
interest to augment their external supplies of crude by starting
petroleum ectivities of their owm abroad, under agreements concluded

with the host countries and acceptable to both parties.g/ Countries

2/ For example, in 1972 Brazil participated in petroleum activities in
Colombia, Egypt, Iran, Irak and in that part of the North Sea

which pertains to Norway.
/with less
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with less technical or financial capacity, which would find it
difficult to undertake such activities individually, might explore the
possibility of entering into partnership with those that have larger
resources at their disposal. It is highly unlikely, however, that
investment in exploration activities abroad effected today will provide
any financial relief to the deficit countries in the course of the
present decade, and this option must therefore be regarded rather as

a long-term prospect.

Crude o0il transactions have never been governed by an official
international commodity agreement, but there are some who believe it
feasible to find grounds of compromise under the auspices of an
international forum such as the United Nations. The stumbling-block
to the adoption of such an agreement (which does not seem to be
arousing much interest at the present time) is the establishment of
an internationally acceptable price for the crude traded under its
terms. The oil-deficit countries would benefit insofar as the
price fixed were lower than the price to be expected if the agreement
were not concluded, and would also gain some advantage inasmuch as
the planning of their investment would be based on more stable
price expectations, as regards not only petroleum, but also other
products linked to it. ‘

The petroleum-e:mmorting countries, in their turn, might reap
some benefit if the world price of crude established under the
agreement were higher than the price they envisaged for the long-term,
if the agreement were not concerted. If, however, they did not
anticipate a drop in crude oil prices and assumed that current prices
would be maintained, there would be little incentive for them to
consider the possibility of signing an agreement of this kind.

The bartering of petroleum for other products on the spot
market might be beneficial to some of the region's oil-deficit
countries. Such barter agreements would be made directly between
the governments concerned. They would have the effect of attracting

more government crude into the world market, and therefore stepping

/up. competition.
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up competition among the governments of the petroleum-exporting
countries, on the one hand, and between them and the international
0il companies on the other.

The Latin American oil-deficit countries are in a relatively
favourable position for conducting negotiations of this type. They
can probably establish with a measure of certainty the short-term prices
of their export products, and, furthermore, can give the petroleum
exporting countries the opportunity of adjusting prices or other terms
for the sale of their crude within a much broader commercial framework,
which may be in their interest. When longer periods of time are taken
into consideration, the benefits of barter trade for the petroleum-
importing countries become more and more dubious. Any estimate of
future prices is surrouaded by uncertainty, not only where pétroléum
is concerned, but also in respect of the goods imported in exchange
for oil. The more this uncertainty increases, and the farther the
arrangement departs from the normal pattern of international trade,
the more questionable will its benefits become, ‘

An idea that has recently been mooted at the international level
is that of concentrating several countries' purchases of petroleum,
as a mechanism to improve tha buyers bargaining position. This
proposal has clearly not been well received in Latin America, and it

is doubtful whether even the leading importer countries will back it.

/C. MINING
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C. MINING SECTOR

1. Introduction

Although in Latin America as a whole the mining sector contributes
less than 4 per cent to the grossbdomestic product, the figure is much
higher in individual countries such as Guyana (17 per cnnt), Jamaica
(12 per cent), Bolivia (10 per cent), Chile (8 per cent) and
Peru (6 per cent).10/ _

‘The physical volume of the region's mining production has
continued to grow in dollars at constant 1970 prices it rose from
2,200 million dollars in 1960 to 3,000 million in 1970. and 3,300 million
in 1973. During the 1960s, the annual cumulative growth rate was
3.3 per cent, dropping to 2.7 per cent in the first three years of
the 1970s.

Owing to the steady expansion of the mining sector in other
regions of the world Latin America's share in the world supply of
ores is declining in relative terms, although its known reserves and,
above all, its potential resources suggest a different picture. An
analysis of investment projects for the 1970s hovever, indicates that
the situation is improving. Thus, whereas estimated accumulated net
investment in the sector in 1970 il/ was between 3,000 and 3,500 million
dollars, according to existing and planned projects, gross investment
is expected to increase by about 6,600 million dollars in the 1970s;
if this fcrecast proves true, the annual cumulative growth rate could
be equal to, or perhaps higher than, that of the 1960s.

In the last decade, Latin America began to make important strides
in the processing of its mineral products - a trend which has continued
into the 1970s, with a consequent increase in the value added. Progress
has been made in particular in the production of alumina and aluminium
(bauxite), the smelting of tin, the vproduction of ferronickel and the

prelletization of iron ores. IHowever, since the expansion of copper

10/ This report does not include coal or hydrocarbons, which are
dealt with in the section on the energy sector. The figures in
brackets refer to the year 1972.

11/ Accumulation of investment over a period of time, allowance being
made each year for depreciation of eguipment and plants.
/smelting and
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smeltigg and refining plants did not kéép pace ﬁith the increase in
producfion of ores, the proportion of the metal produced in blister
and refined form declined. ' .

For a group of countries, mining continues to be the main source
of expprts and a major factor in the expansion of domestic demand. '
Taking the region as a whole, the value of exports of the mining sector
rose considerably in absolute terms, from 1,200 million dollars in
1961 to 2,800 million dollars in 1970 and 3,300 million dollars in
1973; their share of the region's total exports rose from 1h4.7 per cent
in 1961 to 19 per cent in 1970, but dropped to a mere 13 per cent in
1973 as a result of the increase in the value of exports of other items
(manufactured products and higher-priced petroleum). |

The slowing down of the economic boom of Western countries
towards the end of 1970 was’reflected in a drop in the world prices
of certain ores (coppér, lead, tin), which continued up to the end
of 1972. The trend vas radiéally reversed at the beginning of 1973
when a series of increases pushed prices up to unprecedented levels
around the second quarter of 1974. Since then, they have been declining
steadily once again. _ ; ’, _

The growth of Latin America's mining secfér dépends largely on
the state of world markets since, althpugh local markets are expanding
appreciably in Brazil, Mexico and Argentina, they are still small in
terms of regional production. ' ‘ _

Most countries in the area are hampered in their efforts to
increase supply by the shortage of domestic financial resourées and lack
of experience in entrepreneurial organization. As a result, some
countries encourage the participation of foreign capital and technology,
in an appropriate legal and administrative framework.

In order to increase the sales price of their ores, Latin American
countries have made serious efforts to increase the level of State
participation in the marketing phase and to establish or strengthen
producers' organizations in which governments take part (CIPEC for
copper, IBA for bauxite). The possibility has also arisen of these

organizations co-~operating with OPEC.
/A major
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A major change has taken place at the institutional level. During
the period under consideration, the countries of the region have done
much to assert their sovereignty over both their underground resources
and levels of production by transferring decisions regarding their use
from the private to the public sector. In some Latin American
countries, this policy has given the State a more important role in
the conservation of mineral reserves, nationalization and legal
safeguards governing deposits, ZExamples of such action are the reform
of mining legislation in Ecuador (1974) and Peru (1971), and the
reform of the political constitution of Chile (1971) whereby the
enterprises of the large-scale copper mining sector passed into the
hands of the State.

In 1971, the Government of Guyana nationalized the Demerara
Bauxite Company (DZiiBA). In 1974, a bill was passed in Jamaica
establishing a new procedure for the payment of royalties and taxes
on the production of bauxite. In January 1975, the Venezuelan

Government nationalized the plants of the iron mining enterprises.

2. Xnown reserves and mineral resources

Most Latin American countries do not have sufficient knowledge
of their principal mineral resources and there is no general inventory
of known resources in the region. However, since more research has
been conducted into metalliferous ores with a view to their external
marketing, the various countries do have some idea of their main
reserves, especially those whose exploitation is of greater economic
significance, As regards non-metallic ores on the other hand,
estimates only exist of the reserves of a few deposits.

The lack of this kind of geological-economic data is due, among
other things, to the weakness of the agencies responsible for geological
and mining research, or their absence, and to the lack of uniform
regional methodologies and nomenclatures for classifying reserves.
Consequently, any attempt at a global estimate of mineral reserves in
the region must be taken only as an indication of probable orders of
magnitude. S 7

/The most
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The most important metalliferous ores for which estimates exist
are bauxite, copper, tin, iron, manganese, molybdenum, silver, lead
and zinc. ; ,

‘Table 13 contains a summary, by country, of information
published on the reserves of certain.naturéleres.‘ The amounts
indicated were taken from various sources inside and outside the region,
since in many cases estimates vary vwidely for the same product. As
far as the desired conceptual homogeneity would allow, the figures
which appeared most trustworthy were adopted. It must therefore be
repeated that this summary of data is nothing more than an indication
of probable orders of magnitude;

Existing knowledge of metalliferous resources in the region is
more or less adequate only in a few countries, mainly those with a
mining tradition such as Bolivia, Chile, Mexico and Peru; in 6ther
countries (Brazil, Venezuela, Argentina, etc.), there are vast tracts
of land where, owing to lack of npopulation, difficulty of access,
density of vegetation, depth of soil, etc., information is minimal or
non~-existent. What information is available on mineral resources is
the result of the efforts of prospectors, mining enterprises and
specialized State agencies. From 1960 onwards, some progress vas
made through the mineral research projects conducted by State agencies
with the assistance of the United Nations Development Programme (UNDP).
Clearly, however, if present production capacity is to be maintained or
increased, efficient geological and mining surveys of the region must
be promoted, the first step being the modernization of legislation on
the subject. It would also be desirable to build up a mining register
and inventory of resources, employing, as far as possible;'a uniform

nomenclature.
3. Mining production

ne global volume of Latin America's mining production has been
steadily increasing throughout the past decade and in the first years
of the 1970s (see table 14). In dollars at constant 1970 prices, the
value of production amounted to 2,190 million dollars in 1960,
3,045 million in 1970 and 3,297 million in 1973. However, the production
of certain minerals such as tin and silver declined slightly during the

first three years of the 1970s. /Table 13
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Table 13

LATIN AMERICA: ESTIIATED RESERVES OF PRINCIPAL METAL ORES

(Fine_content)s/

Approximate
e and shere of
Country wobab;::nreserves totel world
reserves
(percentags )
Bauxite (milliens of tons)
Jamaica 600
Surinam 200
Guyana 8o
Dominicen Republie 4o
Brazil 30
Haiti 23
Latin Americo 17.0
Copper (thousards of tons)
Chile 59 300
Peru 24 600
Mexico 630
Brazil 420
Latin America 85 000 2540
Tin {thousands of tonms)
Bolivia 500
Brazil 100
Others 5
Latin America 605 160
Iron (millions of tons)
- Brazil 30 050
Venezuela 2 100
Peru 1 025
Chile 450
Colombia. 305
Argentina 254
Bolivia b/ (43 000)
Others : 36
Latin America 34 200 1.0
lisngenese (thousands of tons)
Brazil kg 600
Mexico 8 000
Chile 1 200
i‘;g%n America 56 388 8.0
- Leod (thousands of tons)
Mexico 4 000
Peru 1 Loo
Arzentina 1 200
Bolivia 800
Brazil 700
Latin Americe 8 100 640
Zine (thousends of tons)
HMexico 4 000
Peru 2 000
Bolivia 1 Q00
Others 2 000
Latin America 9 000 740

Source: ECLA, on the basls of various sources of informction.
5/ Except for iron ond mangenese for which the figures refer to crude ore.

y This refers to the liutun deposit, which hos not yet been properly surveyeds A léarge
part of 1ts enornous volume 1s expected to be classified as a potential resources

J/Table 1k
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In the second half of the 1960s, the increase in world production
and consumption of the principle ores increased sharply, as can be seen
from the annual cumulative growth rates of production (see table 15).
This was partly attributable to the economic boom that took place in
the industrialized countries and to an increase in the demand for
certain strategic metals as a result of armed conflicts, particularly
in South~East Asia. Unfortunately, the increase in mining production
in Latin America for the most part fell behind that of other regions
of the world, except in the case of nickel and tin. In the first
years of the 1970s, as in the previous decade, the share of Latin
America's mining sector in total world production declined, save in
respect of iron, lead, zinc and nickel.

The more rapid increase in the mining production of other regions
would seem to have been mainly due to the following factors:

(a) The diversion of the investment of industrialized countries
towards other mining centres where they were able to obtain more
attractive conditions (especially certain developed countries such as
Australia, Canada, the United States and South Africa),ig/ in addition
to a tendency to diversify their interests and sources of supply
geographically;

(b) The limited domestic financing and orgénizational capacity
of the region, given the hazardous nature of mining at the exploratory
stage and the large investments and advanced technology that are
needed at the development and production stages;

(¢) The increase in the mining production of other regions,
particularly in the Socialist countries.

Furthermore, the trend of the world economy, which began to show
signs of flagging towards the end of 1973, was unfavourable in 1974
when the price of fuels increased. World demand for minerals dropped
substantially, particularly in the industrialized countries, and this

affected both the volume and price of Latin American exports.

12/ For example, the value of production of metallic ores in the
United States was 5,159 million dollars in 1974 .~ an increase of
22 per cent over 1973. '
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Table 16 shows the share of ores in the value of Latin America's
mining production. Eight ores contribute more than 90 per cent of the
total value of production of the mining sector (at constant 1970 prices).
By far the most important of these is copper.

The production of certain ores tends to be concentrated in
particular countries or groups of countries (see table 17). In 1973,
in terms of total volume of Latin America's production, Chile, Peru
and Mexico produced 97.9 per cent of éopper; Brazil, Venezuela, Peru and
Chile 93.6 per cent of iron; Jamaica, Surinam and Gﬁyana 90.8 per cent
of bauxite; Peru and Mexico 79.2 per cent of iead, 83.6 ver cent of zinc
and 83.5 per cent of silver; Cuba and the Dominican Republic almost
the entire production of nickel; Bolivia 83.8 per cent of tin; Peru,
Mexico and Bolivia almost the total output of bismuth, etc.

Table 18 contains indexes of the volume of production of the
principal producing countries. In Bragzil, Surinam and Jamaica, the
growth of production was above the regional average in 1970-1973, mainly
owing to the increase in production of iron in Brazil and of baﬁxite
in Surinam and Jamaica.

According to provisional information for 1973, the annual average
growth rate was 2.7 per cent in the first three years of the 1970s,

compared with 3.3 per cent in the 1960s and 3.6 per cent in the
period 1966~1970. ‘ |
L. Mining exports

The mining sector plays a major role in the foreign trade and
balance of nayments of several Latin American countries. In the
so-called mining countries (Bolivia, Chile and Peru), the sector's share
of total exports is fairly high = over 80 per cent in the first two
cases and nearly 50 per cent in the third. Bauxite-produciﬁg countries

such as Surinam, Guyana and Jamaica are in a similar situation
(see table 19).

/Table 16
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 Table 16

LATIN AMERICA: SHARE OF FRINCIPAL ORES IN THE
VALUE OF MINING PRODUCTICH _g._/

(Perceﬁt_a_g'e s)

1960 1965 1970 1973
Copper 5047 7.2 L4545 4,9
Iron 840 10,3 11,2 1145
Zinc 75 N 6.1 646 740
Bauxite ~ 64 747 940 940
Silver . 840 649 , 63 548
Nickel . 1.8 : 345 : 4.0 5.8
Lead 53 Ly L2 Le2
Tin 3.6, 349 . 4o 347
Others ‘ 10.1 9,6 94 841

Source: ECLA, on the basis of various sowrces of information.
a/ Based on average constont 1970 pricess
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Table 18

LATIN AMERICA: INDEXES CP PHYSICAL VOLUME OF GROSS MINING PRODUCTICN

(1970 = 100)

Gc;tmw 1960-1970 1966-1970 | ;197'ol A19‘71 | 1972 1973
Argantina | 75.53 83426 100,00 . 102.67 ioi+.67 | 91,078/ *
Bolivia 8241 gHa56 100400 10351 . 103478 105429
Brazil : 6644l 83455 100,00 128468 128.68 1254578/
Colembis 103462 103431 100,00 102,47 106453 107,628/
Chile : 92436 96496 - 100400 102,85 102.15 10ke42
Guyana . 69423 87417 100,00 -~ 95460 84,40 Blig22
Janedos : 72435 82401 . - 100400 103461 - 107429 11143
Mexi oo © 92,99 9574 100,00 96,93 99436 106.78a/
Paru 86422 92481 100,00 96483 106,828/ 108,622/
Surinam T 79418 96429 100400 111,52 112450 112425
Venezuela 75413 83.50 - 100,00 - 89,03 79,03 97138/

Total b/ 86405 93.51 | 100,00 102,42 106,12 108.97

Sourse: ECLA, on the besis of officisl information supplied by the countries.

&/ Provisional ﬂ.gures-é
b/ The total. refers to latin Americs, ineluding the oountries not listeds
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Table 19

LATIN AMERICA: FOB VALUE OF MINING EXPOR?S (EXCLUDING HYDROCARBONS) AND SHARE
OF THE MINING SECTCR IN THE TOTAL EXPORTS OF EACH GOUNTRY

(Millions of .dolle.rs)

1961 1970 4 1972 1973

Country  Mining Perocent Mining Percéqﬁ Mining Peroent Mining Peroent

exports B:f:e exports s;i:e exports a:i’e exports s:f:e
Argentina 6.0 046 5elt 0.3 ) 043 4.0 0.1
Bolivia 58.4 94.3 20447 90.7 17&.1 86,1 22542 81l.9
Brazil 101.5 A7.2 2704l 9.7 28242 7.1 399e2 6t
Chile Yho,3 867 1 077.6‘ 8643 71840 8240 1 190.6 91,1
Guyana. 4045 2743 6945 53.1 6l4e3 43.8 (65.0) 3,9
Janaica 30,2 4948 15643 46,9 15340 M5 (170.0) 3.5
Mexi oo 140,42 1741 229.5 164 25145 13;l+ 25843 1046
Peru 279 W3 sohb B8 bghh B0 67,0 59
Deminiean Republie 12.2 8.6 15.1 741 61.9 17.8 9843 2242
Surinam 3He2 8345 91.l4 68,2 - 1cH.2 62.7 108,06 - 5747
Venezuela 12346 560 - 1991 72 128e3 - 3.4 16zl - 2e9
Sthers 8.1 evo 15.2 ove 1248 ore .ee (1149)
Totel 1213.0 = 7 28,2 1.0 2391 131 (338.8) 130

Source: ECLA, on the basis of officlal informations

/The total
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The total value of the region's mining exports rose from
1,213 million dollars in 1961 to 2,83%8.2 million dollars in 1970
(an annual cumulative increase of 8.9 per cent). All the countries
increased their mining exports considerably during this period. The
annual cunulative growth rate was about 18 per cent in Jamaica,

14 per cent in Bolivia, 10 per cent in Brazil, Chile and Surinam, and
9 per cent in Peru. Important factors in such exceptional increases
were the rise in world metal prices and the expansion of the world
market, esnecially for bauxite anéd iron ore, which encouraged an
increase in mining production throughout the world and elicited a
‘response in certain Latin American countries.

The increase in the share of the mining sector in the total value
of Latin Anerican exports was also substantial, rising from 14.7 in
1961 to 19.0 per cent in 1970. In the first three years of the 1970s,
the trend of mining exports was less favourable, as they dropped
447 million dollars. in value between 1970 and 1972, owing to a decrease
in the volwie of production or in the smelting or refining of ores
~and temporary reductions in world prices. The countries most affectec
were Chile, Peru, Venezuela and Bolivia. Exports recovered in 1973,
when they reached 3,319 million dollars in value, L30 million dollars
more than in 1970. 1In spite of this, the share of mining exports in
the total for these two years was only 13 per cent, a reflection of the
increase in exports of other items, particularly manufactured procducts
and petroleur (which benefited from a higher unit value).

The region's mining exports went mostly to Western Europe, the
United States and Japan. The United States is the largest market for
the exports of Mexico, Verezuela, and the principal bauxite~producing
countries. Almost 15 per cent of the latter's total exports go to
Canada, Western Europe and Japan take most of the mining exports of
Chile and Brazil. Peru's exports are shared more or less equally among
three princinal markets. Finally, 85 per cent of Bolivia's tin goes

to Western urope (see table 20).

5. Domestic consumption

Most of the production of the traditionally mining countries anc
that of the major producers of bauxite and iron ore goes to countries

outside Latin America.
/Table 20
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Table 20
LATIN AMERICA: DESTINATION OF PRINCIPAL EXPORTS OF ORE, 1972

(Percentage distribution of ore exports of each country)

Western United Japan Latin Others
Europe States America

Copper

Chile 70 14 10 6 -

Peru ; 77 51 17 - 5
Lead )

Mexico 18a/ 67 - 8 7

Peru 302/ 45 8 - 17
Zine b/

HMexico 1a/ 25 - b 30

Peru - 21/ 22 46 - 11
Iron ore

Brazil < 6 25 2

Venezuela 35 ‘ 62 - - 3

Chile 10 . 6 gh - -

Peru 7 » 13 79 - 1
Bauxite ¢/

Jamaica - 100 - - -

Surinam 7 &7 (S - -

Guyana 13 72 7 - &
Tin

Bolivia 85 12 - - 3

Sowrce: ECLA, on the basis of various sources of information.

_g_/ European Courion Market only; other western Europeen countries are included under "others',
b/ Refers to metallic zinc.

_q/ The figures for the United States include exports to Canade.

/Only a
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Only a few metals are consumed on a fairly large scale in the
region; for example, in 1973, about 45/per cent of Latin America's
total production of lead, 27 per cent of that of zinc and 21 per cent
of that of copper and tin were consumed in the region. By contrast,
Latin America's consumption of aluminium is greater than the region's
production (see table 21), although it represents only about 4 per cent
of the corresponding metal content of the bauxite produced.

Most of the region's consumption of these metals is concentrated
in the relatively more'developed,countries, such as Argentina, Brazil
and Mexico. Out of the total production of 104 million tons of iron
ore, about 18 million.tons (or 17.3 per cent) were used in the region

in 1973 as an input for the iron and steel industry.

6o ngpnt of vertical integration in the mining sector

On the vhele, major strides were made in the 1960s in the regional
processing of metéllic ores. Owing to the increase in the production
of ores and a number of local problems in the extractive metallurgy
industry, there was a slight drop in the proportion of blister and
refined copper in the three major producing countries during the first
three years of the 19705.&2/ In Chile, thanks to the considerable
progress made in the 1960s, metallurgically processed copper
represented 94.4 per cent of the metal produced in 1970, drownping
to 80.2 per cent in 1973. Something similar occurred iﬁ Mexico,
where the proportion of-blister and refined copper reached 97.7 per cent
in 1970 but dropped to 84.5 per cent in 1973, and in Peru, where it
fell from 83.2 per cent in 1970 to 79.1 per cent in 1973 (see table 22).
These figures indicate that the installed capacity of the smelting
and refining plants was being fully utilized or else that temporary
bottlenecks had occurred in one of the metallurgicél processes. New
investment in these countries will no doubt soon bring an increase in
the value added of copper. Chile, for example, will soon be replacing

certain air furnaces and convertors vhose efficiency has deteriorated.

13/ In absolute and relative terms, the volume of exports of ores
and concentrates rose con51derab1y.

/Table 21
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Table 21

LATIN AMERICA: PRODUCTION AND CONSUMPTION (F SELECTED METALS I THE PRINCIPAL MINING COUNTRIES
(Hletal content in thousands of tons)

Aluminium Copper Tin Lead Zine
Pro- Cone- Pro= Con=- Pro- Con=- Fro- Con=~ Pro~ Con~-
Country Year
duce sump duc- sump due- sump duc= sump duc= sump
tion tion tion tion tion tion tion tion tion tion
Argentina 1961 - 18.0 - 2545 043 240 2649 27.0 3242 19.0
1965 - 3643 - 2342 045 14 30,6  38.8 2947 2740
1970 - 5047 - 29.0 243 1.8 38,0 42.0  38.9 34,0
1971 - 593 - M2 240 1.8 39,0 Lh,0 L5 4.0
1972 - 60,0 - K6 1.9 1.8 37.3 42,0 U438 34,0
1973 - 6540 - 37.8 240 1.8 3640 - 45,0  Lo.7 3040
Bolivia 1961 - oce 241 eee 2047 ees 2043 ess 53 see
1965 - by 2442 1745 137
1970 - eee 8.0 eee 30.1 25.3 ese L4645 «oe
1971 - 8.1 3043 23.3 ese  U5H
1972 - 8 cee 2.4 19.2 cee 3947
1973 - Co2 ees 23 46 20,1 48,8 cos
Brezil 1961 18.5  36.8 2.0 3644 1.5 16 1247 2642 - 32.7
1965 30.4 516 3.0 3047 1.7 1.8 240 1745 0.1 3146
1970 5641 9040 L2  57.9 302 242 2043 20.9 11,0 49,1
1971 80.6 10646 L 48,2 345 243 2248 4.0 1543 60.1
1972 973  142.8 540 904 3.8 243 237 3340 17.8 €546
1973 97.8 16040 6.0 9747 4.3 245 24,0 5043 2l .6 80.0
Chile 1961 - ees Sy L 6.2 - 0e2 240 - 540
1965 - ess  535.3 10.7 - 0.6 0.8 - 645
1970 - ees 60146 11.8 - 0.6 0.9 ses - 3.8
1971 - ess 70843 1549 - 0.8 0.9 - 640
1972 - ese 71648 19.6 - 0.7 0.6 - 59
1973 - ese  725.9  18.3 - 047 0.6 - 5.0
Mexico 1961 - 1045 49,3 19.6 042 le2 190.0 37e6 26940 2146
1965 1942 20,0  69¢2 36.1 045 17 170.1  71.0  224.9 3847
1970 H.0  36.0 61,0 54,0 0.5 1.3 17646 M3 2664  L7.8
1971 3949 L0.0 6342 6040 045 2.8 156.8 93.2 265.0  LaJs
1972 3945 Lo.0 7847 .0 0.4 1.6 1614 92.0 771.8 48.8
1973 3942 51.9  80.5 6640 043 16 17943 99¢6 2714 50,0
Peru 1961 - eee 1930 1.0 - eee 13649 ess 17040 1.2
1965 - eee  180.3 2.0 - ess  154,3 3.0 254.5 4.3
1970 - ess 22042 3.5 - ees  156.8 5.0 299.1 5.0
1971 - ese  207.3 L. - eee  165,8 L5 318.1 L,
1972 - eee  225.0 6.0 - ees  189.0 S5 357.6 4.5
1973 - ees 21040 6.0 - ese 1506 7.5 W3 33.4
Venezuela 1961 - see - .o - eoe - eoe - eee
1965 - 3.0 - - 0.2 - - L.l
1970 22.9 949 - - 0.2 - - 87
1971 224 11,9 - - 042 - e - 8.6
1972 2343 1341 - - - 042 - - 1046
1973 50.0 18.0 - - 0.2 - oo - 10.2
Latin America 1961 18.5 85.3 (13.3 8947 2247 5.9 388.,8 100.1 L92.9 80.3
1965 53.1 120.6 644,11 104.7 26.4 5.7 L400,0 138.8 s41.  112.1
1970  167.9 206.1 1 000.5 156.7 3646 6.7 L431.3 170.8 680.6 162.0
1971 190.6 244,51 008.4 196.0 4.9 7.1 bobs7  189.2 7807 173.8
1972 212.7 286.0 1 0447  217.6 3745 7.1 H451.9 189.1 755.0 1934
1973 241.2 326,91 O#7.1  223.8 ha 7.3 Wr.3  217.2 819.2  221.3

Source: ICLA, on the basis of the Yearbook of the American Bureau of Metal Statistics, World Metal
Stetistics, Metallgesellschaft Aktiengesellschaft, American Metsl larket, lietal Statistics,
and CODELCO, Boletfn Estadfstico Anusl (Chile).
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The production is also being contemplated of copper wire rod for
expert, by means of a continuous—casting nrocess with direct fusion
of cathodes (without paésing through the wire-bars stage), and this
would further increase the value added. In Mexico, the working of
the Caridad deposit, which includes a smelting and refining plant,
and the enlargement of the Cananea mine willAincrease the degfee of
nrocessing of copper ore. In Peru, the situation will tend to
improve during the 1970s, since the entire produc*ioh of concentrates
from the new Cuajones mine will be processed in the enlarged Ilo foundry.
With the financial assistance of a Japanese mining group, the State
enterprise MiNEROPERU will be setting up a'refinery in the same
location with an annual capacity of 125 to 150 thousands tons of
electrolytic copper.

In 1973, Bolivia refined 2L4.5 per cent of its production of tin,
compared with 2.3 per ceat in 1970. Over the next few years, the
existing Vinto refinery which began operating in 1971, will be enlarged
50 as to refine about 50 per cent of the country's total production.

The entire production of lead ores in Mexico, Argentina and
Brazil is processed into metallic lead. The output of Argentina and
Brazil all goes to the domestic market, while iﬁ Mexico, because of
the large volume of production, only slightly over half is for
domestic consumption. Peru, the biggest producer of lead ore in
Latin America in recent years, smelts about 42 per cent of its total
production, while Bolivia exports its entire production in the form
of concentrates.

Of the group of metals considered here, zinc receives the least
processing. The two largest producers in the region, Peru and Mexico,
turned about 17 and 30 per cent respectively of their »production into
metallic zinc in the first three years of the 1970s. The situation
improved ostensibly in 1974, when an‘eleétrolytic refinery began
operating with an annual capacity of 105,000 tons of high grade metal,

thereby revarsing the ratio of metallic zinc to ores and concetrates.
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Smaller producers of zinc, such as Argentina and Brazil, increased
their output of‘seals during the first years of the 1970s. By contrast,
Bolivia continues to export only concentrates.

Much of the raw materials required for the manufacture of aluminiun
is exported by Latin America in the form of calcined bauxite and the
remainder as alumina derived from the smelting of the former. In
recent years, there has been a considerable increase in the production
of alumina (see table 23). Of the three main bauxite=producing
countries, Surinam turned 50 per cent of its production into alumina
in 1973, Jamaica 46 per cent and Guyana 18 per cent, compared with
43 per cent, 37 per cent and 17.9 ver cent respectively in 1970.

Only two countries in the region = Surinam and Brazil - have
achieved the complete vertical integration of part of their mineral
production; that is to say, they produce metallic aluminium from
bauxite. Venezuela, Mexico and Argentina, the other Latin American
producers of aluminium, import the aluniina they need.

In recent years, about 80 wer cent of Latin America's production
of iron ore was exported, mostly as crude ore and, to a lesser extent,
in the form of concentrates and pellets.éﬂ/ The rest is used in the
region's iron and steel industry. In 1966, 16 per cent of the production
of this mineral was concentrated, and in 1972, 19.5 per cent. The
volume of production in sinter form ;2/ rose from 3.9 per cent to
6.5 per cent during the same period and in nellet form from 2.5 per cent
to 7.2 per cent (see table 24). The production of pellets is
expected to reach 20.4 million tons in 1976 and 57.9 million tons
in 1980 (Brazil 28.5 million, Mexico 9.7 million, Peru 7.5 million,

Venezuela 6.7 million, Chile 3.5 million and Argentina 2 million).

14/ Finely-ground high-grade iron ore concentrate which is fused by
heating into spheroid pellets which are used directly in the blast
furnace, thereby increasing its output considerably.

15/ Obtained by the direct fusion of iron ore fines with little or
no preliminary concentration, and used directly in the blast

furnace,
/Table 23
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"Table 24

LATIN AMERTICA; PRODUCTION OF SINTER AND PELLETS

(Taousands_of tons)

Argentina

Brazil

Colombia

Mexzico

Peru

Venszusla

Latin America

Sinter
Pellets

Sinter
Pellets

Siater
Pellets

Sinter
Polista
Sinter
Pellets

Sinter
Pellets

Sinter
Pellets

1966 1970 1971 1972
- 56 54 43
1919 2 911 3197 3 522
- 750 2 005 2 119

- 300 4y 458
0 1 180 1 036 1 298
- - 600 700

1 780 3 676 3 227 3 570
361 560 489 39
2 750 5 007 5123 5 718
1 780 4 496 5 832 6 329

Sowrce: Latin American Iron and Steel Institute (ILAFA)e
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In order to increase the level of processing of iron produced in
the region and thereby raise its value added, there are good prospects
for large scale exportation of semi-finished steel products (billets,
blooms and slabs). Japan and the EEZC have sent missions to the
region to discuss the possibilify. ' The interest shown by these
potential buyers derives partly from problemns of environmental

pollution in their own countries and from the need to save fuels.

7« IEmployment capacity

Statistics on the employment of manpower in the Latin American
nining sector are very poor and in many cases virtually non-existent.
It has been found that they generally exclude employment in quarrying
(sand, gravel and stone) and, in several cases, also in small-scale
nmining.

Table 25 illustrates the limited importance of the sector as a
source of direct employment in 1970, save in Bolivia, Chile and Surinan.
There has wecen little change in this situation in recent years.

Low en>loyment in the mining sector is largely the result of the
need to comnnete on world markets. In order to increase efficiency,
large enternrises have been built up that involve an intensive use
of capital and advanced technology, which means a high productivity
per nerson employed. Consequently, even in countries where mining
is a vital economic factor, its influence on the employment of
manpower is small. However, mining does indirectly promote employment
in a number of other incdustrial activities and services, because of

the numerous and large volume of inputs it requires.

/Table 25
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Table 25

(Thousands of persons)

Argentina
Bolivia
Brazil
(.!olombia
Chils
Guyeana
Mexico
Peru
Surinam

Venezuela

Total

Employment
in the sector

Percentage
of total
employment

23
é0
114
65
90

185
70

20

o

0.3
349
0.4

3.5
248
1.2
1.6
70
07

0.9

Source: ECLA estimates.
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8. Investment

Net investment lé/ in the mining sector in 1970 was estimated
at between 3,000 and 3,500 million dollars. In the same year, the
book value of United States enterprisés in the Latin American
mining sector was 2,036 million dollars.l?7/ According to the same
source, the investment of these enterprises in the region in 1961
was 1;284 nillion dollars, giving an annual cumulative growth rate
for the 19605 of 4.9 per cent. During the same.period, their mining
investments throughout the world increased at a rate of 7.2 per cent.
Other major external investments came from Japanese enterprises
(30 million dollars, almost entirely invested during the 19605),
Canada (princinal investments in the bauxite mines of Jamaica and
Guyana), tle Netherlands (investment in Surinam) and France (investment
in Chilean co»mer mines).

The main investments of Latin American origin, 1arge1y.Made by
State enternhrises, were estimated at no more than 700 million dollars
in 1970. ' '

In the 1970s, the growth rate of investment promises to be
considerably higher than in the 1960s since, judging from projects
that are comnleted, under way or programmecd, total investment in
the sector during the decade is expected to be around 6,600 million

dollars. The main investments, by ore and country, are as follows:

Hillions of dollars

Iron and nanganese ore: principal investnents
in Brazil, liiexico, Peru, Chile and Argentina 1,700

Copper, lead and zinc: principal investnents

in Peru, ilezico and DBolivia 2,500 13/
Aluniniam: principal investments in Jamaica,

Brazil, Surinam, Venezuela and Argentina 1,500

PP

16/ See footnote 1l.

17/ Unitel States Department of Commerce, Survey of Current Business
(several issues). -

lﬁ/ Of this total, 2,000 million dollars corresponds to investment in
"the conner industry, on the assumption that the share of the
region's vnroduction in the world total will remain at least at
the same level during the 1970s.

/Millions of
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Millions of dollars

Nickel: principal investments in the
Dominican De»nublic, Guatemala, Colombia
and Venezuela 600

Antimony, tin, nhosphates, etc.:
principal ianvestwments in Peru, Bolivia
and Brazil 300
The »rincipal investments carried out and programmed in the regior
for the 1970s are described below.lg/

In Brazil the most important plans involve the expansion of
iron ore--roducing capacity. Mention may be made of the plans of
the Brazilian enterprise Cia. Vale do Rio Doce (C.V.R.D.), which
anticipates an investment of 500 million dollars in order to achieve
an annual exvort capacity of 45 million tons of ore in 1975; the
plan of the semi-public enterprise lineragao Brasileiras Reunidas Hanna
Mining C., to develop the Aguas Claras nine at an annual rate of
10 million tons of ore with the investment of 196 million dollars;
and the project, under appraisal to develop the major deposits
recently ciscovered in Serra dos Caraxas (Amazonia) through a
semi-public enterprise (C.V.R.D. and US Steel) in which it is estimatecd
that investment in infrastructure and development will amount to arouad
930 million dollars. If these and other lesser plans materialize, the
volume of 3Drazil's exports of iron ore would increse from 29 million tor
in 1970 to 70 million in 1976 and 120 million in 1980.

Smaller investments are also being considered in other ores; in
the case of bauxite, the Cia. Vale do Nio Doce, in conjunction with
foreign enterprises, anticipates spending 170 million dollars on
developing the cdeposit situated in the Trombetas region, in the
state of Amazonas, to achieve a production of 3.3 million tons of
bauxite in 1977. 1In Macapi, also in the state of Amazonas, the
construction vas completed of the world's first plant for the
pelletization of manganese; it makes it possible to use the low~content
ores from tlxe Cerro do Navio mines and has an annual capacity of
212,000 tons of ore.

e G & —

19/ The nrogrammed investwents will not necessarily take Dlace in the
the 1970s, but uay be put off to the following decade or
cancellcd altogether.

/Total investment
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Total investment in this plant amounted to 16 million dollars.

In DBolivia, the main investnent made between the end of last

decade anc the beginning of the present one has been the construction
of the Vinto tin refinery (brought into operation in 1971); this
represented an investment of 12 million dollars, largely financecd
with credit »rovided by the Federal Republic of Germany, which enables
25 per cent of Dolivia's output to be transformed into metallic tin.
In the next few years it is proposed to incrase its capacity to

20,000 tons snnually; the intermediate phase will come into omeration
in 1975 with an annual output of 11,500 tons of refined tin. As an
annex to the Vinto plant an antimony smelter is being constructed
with technical and financial assistance from Czechoslovakia (output
will begin curing the second half of 1975); investment amounts to

9 million collars, and annual output capacity will be 5,000 tons

of metallic antimony. Other investments have also been programnmed,
including the bismuth,smelter in Telamayu, which would require

1.2 million dollars (it will process around 5,000 tons of concentrates
annually); in addition to metallic bismuth arsenic and antimony will
be recovered. Plans exist to develop the Mutin deposits (iron).
Rational mining of this deposit may create an important pole of
industrial development in Bolivia, which will use the region's gas

and take acdvantage of the South American market to foster the economic
development of the entire country. Minimum investment to set this
.project going was estimated at 220 million collars (1970). There is
also a programrme to construct a mineral and metallurgical coumplex
near Lake Titicaca to take in the mining and smelting of lead .and

zinc ores as well as tungsten ores and other minerals. An agreement
with the Soviet Union has made it possible to set up a plant for
concentrating low-grade tin ores (volatilization), which would begin

operation in 1975, at a total cost of 13 million dollars.

/In Chile
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In Chile an important plan for the expansion of copner-producing
capacity was begun in 1967. At the end of 1966 the corresnonding
investment was agreed upon with several semi-public enterprises in
which the Chilean State and private United States enterprises
(Anaconda, Ilennecott and Cerro Corporation) whoAhad previously been
concession-holcders in the most important deposits, had a share. The
agreements were aimed at increasing production capacity from
600,000 to 940,000 tons of copper annually, with an investment
which was estimated at 550 million dollars. The work was partly
completed in 1970 and continued during the next few years.

In the 1970s the projects of most scope are aimed at increasing
iron =nd steel output. Total investment is 600 million dollars, of
which 350 million will be to incrase annual steel production from
620,000 to 1 million tons. The other 250 million will be used to
increase the iron ore output in qualitative and quantitative terms.
Projects have been prenared to set up a plant for the dressing and
concentration of iron ore with an annual capacity of 4 wmillion tons
in the El Domeral deposit. In the Algarrobo deposit the dressing
and concentration plant was enlarged to bring its capacity up to
4,2 million tons of iron ore in 1975. Vork was begun to bring into
operation in 1977 the Boquerdn Chaflar mine and projects are being
prepared for the setting-up in the future of a concentration plant;
using uagnets; in a first stage, 3 million tons of ore would be
mined, anc tihis would increase to 6 million tons in the second phase.

Work is being carried out in the port of Guacolda with a view
to enlarging harbour facilities; this would mean that ships of up
to 250,000 tons could be received and up to 2 million toms of ore
stored. The construction of a pelletization plant‘will be begun
in the next few years which would use high-grade material from the

Algarrobo and Doquerdn Chafiar mines.

/A najor
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A major development of the mining sector is to be observed‘in
Peru in the 1970s. Anong the mineral and metallurgical projects in
implementation or in nreparation the following copper projects are
of note: Cuajones, with an investment estimated at 620 million dollars
for an annual output of 180,000 tons of fine copper; it will come into
operatidn at the end of 1976, The copper refinery in Ilo (which will
receive part of the blister from Cuajones) is designed to produce an
annual 150,000 tons of electrolytic copper. It is estimated that it
will come into oneration in 1975 with an investment of close on
72 million collars. Cerro Verde-Santa Rosa is already in operation,
‘and two stages are anticipated; the first consists of the extraction
of oxides witl an annual output of 33,000 tons of electrolytic copner
(1977) and an investment estimated at 150 milliqn dollars. The seconC
stage covers the development of sulphurs in the form of concentrates,
with an annual output of 100,000 tons (1978) and an investment of
250 million collars. Michiquillay is programmed to produce some
80,000 tons of concentrates per year (1900) with an estimated
investment of 200 million dollars. Antamina also anticipates an
output of 24,000 tons of fine copper, 23,000 tons of zinc concentrates
(19C0) ancd an estimated investment of 70 million dollars.

The Daybvar project aims at producing 2 million tons of phosphorus
rock concentrates with 30 per cent of P205 annually, 500,000 tons
of phosphoric acid with 54 per cent of P205; 2 million tons of
industrial salt and 200,000 tons of .potassium chloride (1979).
Total investment is estimated at 177 million dollars. The zinc
refihery will have an annual capacity of 87,000 tons of refined zinc
and 157,000 of sulphuric acid. Investment will be in the region of
70 million Collars (1976).

In lMexico, the Cananea mining company has programmecd the expansio.
of its coner~production capacity by 33,000 tons annually, within
four years, with an investmént of 80 million dollars. Another copper
project anticinates the bringing into operation of the La Caridad

/deposit, with
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deposit, with an annual level of output of 120,000 tons of refined
copper; consiceration has been given to the formation of a

semi-public enterprise made up of the enterprise Asarco Mexicana,

the State of iiexico and private local investors; the cost of the
project is estimated at around 330 million dollars. The enterprise
Metalfirgica refioles (a majority share in which is held by the State)
inauguratecd the setting-up in 1974 of a zinc refinery to produce an
annual 105,000 tons of this metal, 700 tons of cadmium and 180,000 tons
of sulphuric acid; the total investment amounted to 72 million dollars.
In 1976, the Sociedad Cobre de Sonora will begin to produce 37,000 tons
of copper concentrates with an investment of nearly 123 million dollars.

The naln projects for expanding the region's output of bauxite
and alumina are to be found in Jamaica. The projects approveé for
implementation during the present decade will increase annual
production to a level of 20 million tons, half of which will be expoxrte
in the forn of calcinated bauxite and the other half as alumina.
Anticipated investment will be 715 million dollars.

In Surinam the construction is being begun on a bauxite plant
wvhich will have an annual production capacity of 165,000 tons and will
come into owneration in 1976. Investment capital comes from abroad,
but the Surinam Government will have the option of contributing
33 per cent.

The most imvortant progress made in mining in the Dominican Republ

was the entry into production at the end of 1971 of a mineral and
metallurgical worlzs set up by Falconbridge Dominicana for producing
ferronickel; this produces some 30,000 tons of nicliel content annually.
The investment required was 100 million dollars and the output‘obtained
placed the country among the main world producers of this metal.

In Guetemala, Colombia and Venezuela there are projects in the

course of imnlementation for the mining of large-scale nickel deposits;
it is anticipated that semi-public enterprises, composed of foreign
enterprises and the respective Governments, will be established. A4
tentative estimate of investment for the present decade could amount

to between 3500 and 400 million dollars overall.

/In Panana,



- 415 -

. oa

been discovered in recent years (and are at present being evaluated),
some of which may call for large-scale investment during the 1970s.
In Argentina, the aluminium-producing plant, ALUAR, came into
operation in 1974;. situated in Puerto Madryn, it uses the energy
from the hydroelectric station of Futaleufi. During its first stage,
annual outHhut amounts to 36,000 tons, which will increase to 72,000 tons
in 1975. A new increase to 144,000 is anticipated at a later stage,
which will leave .a large surplus for export. The alumina required
to feed the »nHlant comes from abroad. Investment will amount to arounc
150 million cdollars in the first two stages. Iron output in the form
of ore will reach an annual 3.5 million tons, while pellets will have
an output of 2 million tons when the Sierra Grande project comes into
operation in the next few years. Investment of sums of around

80 million Collars has been programmed.

9. Trends in international prices

The troditional characteristic of the marketing of copper, lead,
zinc, niclzel ancd tin is a notorious price instability. Prices are
predominant’y determined oy the economic situation in the western
world, whicl: constitutes the main consumer market for the metals' anc
mining procucts of the region. The factors which affect this
instability are booms and depressions in the world economy, prolongec
strikes, increases in consumption owing to situations of war, the
building-u: and handling of strategic and speculative reserves, etc.

This instability and the problems it causes in the balance of
payments of the exporter countries has led them to take part in
international agreements aimed at defending the price stability of
their main ermort products.

Durins the 1960s, copper prices, following a period of relative
stability w» to 1963 (around 30 US cents per pound on the London
Metal Excliamnze), began to fluctuate considerably as from 1964 and

reached an average of approximately 64 cents in 1970 (see table 26).
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Table 26
VARIATION ¢ PRICES OF SELECTED METALS ON THz LONDON METAL EXCHANGE

(United States cents per pound)

Metal 1960 1970 1971 1972 1973 1974
Capper 30,8 63,9 49,3 48.5 80.8 9342
Percentage increase over

previous yesr - 10745 ~22.8 ~1.6 6646 1543
Lead 9.0k 13.7 1145 13.7 194 2648
Percentage increass over

previous year - 51.1 =16.1 19,1 4146 3€.1
Zine 11.2 134 .1 17,1 3843 5643
Percentage increase over )

previous yeur - 19.6 542 21.3 124.0 47.0
Tin 9949 16347 159t 17049 218,1 37242
Percentage increase aover

previous year - 6347 246 742 2746 70.6
Aluminium s/ 2640 2847 2940 26.4 2540 34el

Percentage increase over
previous year - 104 1.0 =940 =543 3644

Source: Yearbook of the Auericon Bureau of lMetal Statistics,
8/ Principal United States producers.
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At tho ond of the 19705 a teuporary decline was observed in the
economic expansion of the western world; this produced a smaller
demand for coppér in 1971 and again in 1972, when the price wentvdown
to less than 50 US cents per pound. In 1973,the price again rose
this time to 80.C cents, and reached its maximum limit for that year
in November, with a monthly average of 103 cents. The upward trend
was maintained until April 1974,‘and the price reached 137.5 US cents
per pound., /As from this date there was a considerable decline,
dropping to 67.6 cents in December of that year. However, the 1974
average was 93.2 US cents per pound, 15 per cent up on 1973 and
L6 per cent u» on 1970, |

The abové account shows the extreme sensitivity of copper prices
to changes in the economic situation of the western world; this takes
the form of considerable fluctuations in consumption, which
traditionally increases at a cumulative annual rate of approximately
4 per cent.

With a view to regulating copper prices -~ among other objectives
the Inter-Governmental Council of Copper Exporting Countries (CIPEC)
was set u»n, grouping Chile, Peru, Zaire and Zambia, which control
67 per cent of world exports and 29 per cent of world output. (The
other major e:morter countries are Canada, the Philippines,

South Afriéa, Australia and lastly the Western Pacific islands.)

The aim of CIPEC is to ensure that fair prices are obtained for this
metal, taling intd'account both production costs and the variation

in the terns of trade. The gréatest ¢ifficulties in reaching actual
agreements arise when the prices reach low levels; this is apparently
partly due to an appreciable difference in production costs in the
different countries. There are also two reasons which limit their
ability to adapt production to market trends: in the first place,
since the balance of payments of these countries depends largely on
copper exports, they may rumn a considerable risk in reducing output
and thus encouraging other competitors who are trying to increase
their exports; and in the second place, most output comes from

/large mines
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large mines whose fixed costs constitute a large share of total costs,
which may make any appreciable reduction in procduction levels
anti-econonic, vis-a-vis competitive markets. It may be observed
that for social reasons too it is impossible to reduce employment
capacity.

The same favourable tendency may be observed in the prices of
lead and zinc as from 1964. However, fluctuations are not so pronounce
as in the czse of copper prices.

The slouing cdown of economic expansion at the end of 1970 was
clearly reflected in lead prices in 1971; in 1972 a recovery was alreac
observed, with 1973 prices 42 per cent higher than in 1970 and 197k
prices 96 ner cent higher. However, there was no such influence on
the prices of zinc, demand for which in the international markets grevw
more rapicly than mining output, and even the annual average for 197
showed an unward trend which in May of the same year brought prices to
the unprececented figure of 80.6 US cents per pound. Average prices
in 1973 were 186 per cent higher than in 1970 and 321 per cent higher
in 1974.

There is no international agency which concerns itself with
regulating the prices of these metals. There only exists a study

organization (The International and Zinc Study Group) sponsored by

the Unitec Nations and made up of a numerous group of producer and
consumer countries. This group disseminates internatiomnal
statistical cdata on production, consumption, prices, stocks, imports,
exports, etc., and publishes special studies in connexion with the
industry.

The favourable economic situation which existed between 1964 and
1966 inclusive was also clearly reflected in tin prices; the economic
recession of 1971 and the notable recovery of the following years hacd
the same effect, and raised the average price 33 per cent above 1970
prices in 1973, and 127 per cent in 1974. Nevertheless, the
fluctuations in prices were much milder than those which affected

/copper and
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copper and lead; this could be attributed to the action of the
regulating agency, which is known as the International Tin Council.
This agency acts through quinquennial agreements, which commenced in
mid-1956, and groups the main producer and consumer countries (with
the exception of the United States) on an equal basis.

The price of gold increased from 35 dollars per troy ounce in
1970 to nearly 180 dollars at the end of 197k.

Contrary to the case of the metals considered, iron ore showed
greater price stability. During the period 1968 and 1970, its prices
fluctuated vetween 7.2 and 7. 5 dollars per ton, whlle in 1973 they
fluctuatec bHetween 8 and 9 dollars rer ton.

It is noteworthy that the prlces of iron ore only reacted - and
that slightly ~ in 1970, when the effects of a large world demand for
mining procducts had already passed. This may be attributed to the
fact that in international trade in iron.ore, the main role was
played by t=x ansactlons subject to annual or longer-term contracts
and transfe;s between integrated enterprises; this means that
variations in the market are reflected in the prices with some time
lag. The denression in demand, rather than in prices, takes the
form of cdifficulties met with by the independent producers in
placing the ore (as has been the case in recent years), since although
long-term contracts exist, they generally make allowances for
reduction by the purchasers in the deliveries'programmed° In the
circumstances, the consumers are also more demanding as regards the
quality of the ore.

The marlzeting of bauxite (and alumina) from.the region has no
one market vhere the prices are regulated by the relation between
supply and denand, since the main mining centres for exports of this
ore are controlled by major extra-regional enterprises producing
aluminium. 20/ What is involved here then are transfers between

-

20/ The situation was partly modified when the Government of Guyana
nationalized the Alcan mines in Guyana in 1971.

/subsidiary enterprises,



subsidiary enterprises, such that the prices are established nominally,
mainly on the basis of the production costs of the raw material. For ‘
the reason given, between 72 and 100 per cent of bauxite exports by

the countries of the region at the beginning of the 1970s was destined -
for the Unitecd States and Canada.

It is nrobable that the emergence in recent years of plentiful

v

production and exports of bauxite in Australia, a large part of
which is not destined for the integrated enterprises, will determine

the establishment of trading prices for this product.

10, Legal and administrative aspects

The changes begun in the legal and administrative aspects of
mining activity during the 1960s have continued into the 1570s.

The United Nations General Assembly at its Sixth Special
Session,2l/ proclaimed that the New International Economic Order
should be based, among other principles, on respect for the following:

"Full »ermanent sovereignty of every State over its natural

resources and all economic activities. In order to safeguard

these resources, each ‘State is entitled to exercise effective
control over them and their exploitation with means suitable to
its own situation, including the right for nationalization or
transfer of ownership +to its nationals, this right being an
expression of the full permanent sovereignty of the State. -

No State may be subjected to economic, political or any other

type of coercion to prevent the free and full exercise of this

inalienable right;

"The right of all States, territories and people under

foreign occupation, alien and colonial domination or anartheid

to restitution and full compensation for the exploitation and

depletion of, and cdamages to, the natural resources and all

other resources of those States, territories and peoples."

21/ Resolution 3201 (S-VI), 1 May 1974.
/In practice,
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In practice, the creation of semi-public companies with the
participation of foreign mining enterprises and national capital,
whether of State or private origin, has been fostered. In other
cases the nining activity in deposits considered to be key elements
for national'developmént has‘been nationalized, while private zctivity
has lingerel on in other sectors of miningu In any case, State
intervention is emerging at the present time as the dominant feature
of mining nolicy in Latin America. Some examples will illustrate this.

During the 1960s, Mexico reserved the concession of mines and
processing plants to lMexican citizens and to companies in which the
majority of shares were Mexican-held, and also granted a tax exemption
of 50 per cent to all the concession—holders whose capital structure
conformed to these conditions; this then was the beginning of the
mexicanization of the mining sector, which was practically completed
by 1972.

The Government of Chile had entéred into association with the
large foreign copper companies, with a majority or minority of shares
according to the case. Later, the constitutional reform of July 1971
abolished wnrivate rights in the main copper mines and nationalized
the remaining poods of the concession-holder enterprises, granting
compensation equal to the book value less exceséive returns. The
Decree of 9 Uctober 1972 established a trade wmonopoly for copper
exports and their products, and made the Copper Corporation (CODELCO)
responsible for carrying this out. The Government which took over
the country in September 1973 maintained nationalization, but
compromisecd with the nationalized enterprises over the payment of
compensation.gg/ ‘These payments would correspond to the 49 per cent
share of the above-mentioned foreign enterprises in the companies
which had “een nationalized. The remaining 51 per cent already
belonged to CODELCO.

- s e -—

22/ See, Diario Oficial de la Repliblica de Chile (24 July 1974);
Worlc iiining (November 1974); and Mining Journal (November 1974).

/In Bolivia,




- L22 -

In Bolivia, under Executive Decree 9138 of 12 March 1970, the
iron mine of iiutlin was reserved for exclusive development by the State
through the Dolivian Mining Corporation (COMIBOL). Executive
Decree 9477 of 30 November 1970 reformed the Mining Code and set
up a State 1onovoly for activities connected With smelting and
refining ore; however, the smelters already in existence were respectec

In Colonbia, Law 20 of 1969 and its by-law 1275 (1970), known as
the Mining Statute, abolished private rights in mines for the future,
respecting those in existence and duly acquired before the enactment
of this Statute.

The general Law on mining, drawn up by Peru in June 1971, gave
impulse to State action and also gave guarantees and exemptions to
private activity; thus, under present Peruvian law, the state enterpris
MINEROPERU will cdevelop the copper mine of Cerro Verde, while the
foreign enternrise Southern Peru has undertaken the Cuajones mining
project.

In Brazil, mining development aimed above all at encouraging
private investment, including foreign investments holding minority
shares in private or Brazilian state enterprises; however, Brazil's
main mining company, Companhia Vale do Rio Doce, is wholly Brazilian an
its majority share~holder is the Federal Government.

In 1971 Guyana nationalized the goods of the foreign enterprise
~exploiting the largest bauxite mine in the country.

In Venezuela, the State took sovereign and final possession of
its iron mines, which is the country's second export item, on
1 January 1975. In twelve foreign companies which had been developing
the iron incustry since 1950 received a compensation of 120 million

dollars for the transfer of their undepreciated assets.

/11, some
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11.. Some possibilities for speeding-up the
development of mining

Situations in Latin America fluctuate from one country to anothei;
however, there exist factors which are common to serveral of them and
which give validity to some fairly general observations. Some of the
main problems of the sector, and some strategies which it could apply
are given below.

It is considered that there are many mining resources in the
region which couléd constitute active factors of development, with
sufficient geological and mining know-how to bring bhem to light.
Apart from vast areas which rewain outside still incipient research
(mountain chains, jungles, unpopulated areas, etc.), there exist
others whicl are known and have even been developed, but merit more
intensive research so as to maintain and increase output. It thus
would appear advisable to promote a better overall acquaintance witna
the mining resources of the region and the feasibility of their
econonic cCevelonment. Mention should be made of the possibility of
resorting to avanced prospection technologies (geochemistry,
geophysics ~ including radar reconnaissance, remote sensing, etc. ),
which enables the mining potential even of extensive virgin territory
to be accurctely appraised, as well as the need to provide technical
and financial backing to the agencies responsible for the exploration
of mining resources.

The decline of the share of Latin America in world mining output
stems to a large extent from an inadequate rate of investment. The
tendency towards increasing State intervention in these activities,
replacing »rivate initiative, places greater financial demands on
fiscal resources. As these in turn have to satisfy other priority
needs, an inadequate allocation of resources to the sector may be
observed in some cases. It is therefore advisable for each government,
according to its basic trends, to formulate efficient mining
investment »olicies.

/Another aspect
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Another aspect which should be mentioned is the inadequate share
of the countries in the marketing of their mining exports, frequently
to a detrinent of the prices they obtain. It would thus seem a good
policy to encourage a more active mass-participation of the mineral-~
exporting countries, which should pool their marketing policies in
order to obtain better selling conditions.

Althouzh the main mining enterprises have made progress in the
vertical integration of their activities, considerable margins
still remein for the processing of mining products; this would allow
an increase in the value added in the exports of these and in import
substitution. Consideration should be given to the probable settlement
in the region of some activities which are over-concentrated in the
industrialized countries, where they are already causing problems of
environment nollution.

The external trade of some countries shows heavy dependence on
exports of one specific mining product, with all the problems attencant
on its marlized fluctuations in the international markets. To diminish
these effects it would be necessary to encourage diversification in
mining output where mineralogical conditions so justify.

Mining law in some countries of Latin Awmerica has not been
adjusted to the conditions in force at the present time, or if it
has this has only been partial, which means that to some extent it
is slowing down the progress of the sector instead of fostering it.
It would be advisable for these countries to bring out new legal
norms so that mining can carry out the role which corresponds to it

in economic and social development.
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