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Reflections
on the
Latin American

economy in 1982

Enrigque V. Iglesias*

A review of what happened in the Latin American
economies during 1982 is a particularly useful step
towards understanding the nature and causes of the
serious economic crisis affecting the region, knowledge
of which in its turn is indispensable for proposing
measures whereby to cope successfully with the
situation.

In the first part of the study, the author analyses
the main features of the crisis in the light of certain
key phenomena such as economic growth, unem-
ployment, inflation and external sector disequilibria,
in particular the deterioration of the terms of trade,
the increase in payments abroad under the head of
interest and profit and the drastic reduction of the
inflow of external capital.

Both the gravity of the crisis and its causes vary
according to the different national situations, but
among those causes emphasis is laid in the second
part of the article on the incidence of external fac-
tors, especially the contraction of the developed
countries’ demand for imports and the rise in inter-
est rates, The problems of external indebtedness are
analysed in the third part, in which the author de-
scribes the situation towards the close of 1982 and
expounds its root causes, in particular the prolonged
international recession, the high cost of credit, the
negative effects of development strategies based on
external borrowing and the weaknesses of the inter-
national financial system.

Lastly, the fourth part maps out the path that
Latin America should follow in order to cope with
the crisis, stressing the point that the solution will
not be found through the application of the tradi-
tional austere stabilization policies, but must spring
from the impulse given by steadfast economic reac-
tivation, This reactivation will not only necessitate a
favourable policy on the part of the centres to
promote international trade and facilitate payment
of the Latin American countries’ external debt, but
will also have to be supported and spurred by
renewed efforts at the level of co-operation among
the countries of the region and with developing
countries in other parts of the world.

* Executive Secretary of ECLA,

I
Economic trends
in Latin America

during 1982

In 1982 Latin America found itself in the
throes of the worst economic crisis that had
befallen it since the Second World War and,
probably, the gravest since the dark years of
the Great Depression.

Caused by a complex set of external
and internal factors, the crisis made itself
felt in virtually all the main macroeconomic
variables and affected, in different degrees,
the great majority of the countries of the
region. Thus, on the basis of the provisional
data at ECLA’s disposal, which are summa-
rized in table 1, it is estimated that;

(i) Latin America’s total gross domestic
product fell by almost 1%, something that
had not once occurred in the four preceding
decades;

(ii) As a result of this decrease and of
population growth, the per capita product,
which had already slightly declined in 1981,
dropped by more than 3% in the region as a
whole and underwent a contraction in each
and all of the 19 countries for which compa-
rable data are available;

(iii) In consequence of the further dete-
rioration suffered by the terms of trade in
1982, the downward trend of total income
was even steeper than that of the product,
and the terms-of-trade index for the non-
petroleum-exporting countries sank to its
lowest level in more than half a century;

(iv) In addition, the loss of economic
dynamism was accompanied by a rise in ur-
ban unemployment rates in the great major-
ity of the countries on which reliable data
are to hand,

(v) Notwithstanding all this, and above
all as a result of the high exchange rates
introduced in many countries, there was a
notable quickening of the pace of inflation.
The simple average rate of increase of con-
sumer prices exceeded 45% and the average
weighted by the population was almost 80%.
Thus, both far outstripped all those regis-
tered in the past;

(vi) In the external sector, the balance
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of payments, which had already displayed
signs of weakness in the two preceding
years, closed with an uprecedented deficit of
about US} 14 billion, with the consequent
drain on international reserves;

(vii) This negative balance occurred
despite the volte-face performed by the

merchandise trade balance, which, after
showing a deficit of over US$ 600 million in
1981, in 1982 generated a surplus of US$ 8.8
billion;

(viii) But the impact of this change in
the trade balance on the balance-of-
payments current account was largely neu-

Table 1

LATIN AMERICA: MAIN ECONOMIC INDICATORS?

1973 1975 1977 1978 1979 1980 1981 1982
Basic economic indicators
Gross domestic product at market
prices {billions of 1970 dollars) 237 264 292 307 327 346 351 348
Population (millions of inhabitants) 288 303 319 327 335 343 352 361
Per capita gross domestic
product (1970 doilars) 825 871 915 939 975 1008 998 965
Growth rates
Short-term economic indicators
Gross domestic product 84 38 48 5.1 6.5 5.9 1.5 0.9
Per capita gross domestic
product 5.6 1.2 22 2.5 39 33 -1,0 33
Consumer prices® 363 576 404 386 538 560 579 797
Terms of commodity 123 119 60 104 39 42 1 60
Current value of exports
of goods 42.3 67 188 78 336 299 65 -10.0
Current value of imports
of goods 310 74 143 137 256 320 6.6 -190
Billions of dollars
External sector
Exports of goods 246 361 493 531 709 921 981 873
Imports of goods 228 416 493 561 704 930 991 784
Commodity trade balance 1.8 -5.5 0.0 -3.0 0.5 0.9 -1.0 8.9
Net payments of profits and interest 4.4 57 84 107 143 84 274 344
Balance on current account 36 -141 116 -184 -198 281 -386 -33.0
Balance-of-payments position 4.6 b 0.6 4.7 7.3 6.4 -1.5 0.5 -138
Total gross external debtd 423 691 1073 1361 1692 207.1 2552 2740

Source. ECLA, on the basis of official statistics.

2 Product and gopulation figures relate to the group formed by the 19 countries included in table 2. Price data relate to the

group forme

by those 19 countries plus Barbados, Guyana, Jamaica and Trinidad and Tobago. The figures for the exter-

nal sector relate to those 23 countries plus Suriname, except for the year 1982, in which Jamaica and Suriname

are excluded.
b provisional estimates subject to revision.

€ Variation from December to December.

d pPyblic external debt disbursed plus non-guaranteed debt to financial institutions which provide information to the

Bank for International Settlements.
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tralized by the sharp new upswing in net
payments of profits and interest, which
totalled more than US$ 34 billion, thus
almost doubling in the course of only the
last two years;

(ix) In strong contrast with the increase
in financial remittances abroad, the net
inflow of capital into the region plummeted
from US$ 42 billien in 1981 to US$ 19 200
million in 1982;

(x) As a result of this downward plunge,
in 1982 there was a significant slackening of the
growth rate of the total external debt,
which, after increasing at an average rate of
24% during the four preceding years, did so
by only a little over 7% in 1982, and thus
came to stand at approximately US§ 274
billion by the end of the year;

(xi) As at the same time, however, the
value of exports of goods and services de-
creased, the relation between the amount of
the debt and the value in question rose steeply,
reaching a coefficient of 2.5, which ecasi-
ly surpassed the average of a little under 2
recorded during the five preceding years,

1. Economic growth

The year 1982 witnessed a pronounced in-
tensification of the loss of dynamism which
the Latin American economy had -already-
shown in the previous year. After increasing
by barely 1.5% in 1981 —its lowest growth
rate since 1940— the region’s gross domestic
product decreased by almost 1% in 1982
(see figure 1).

Moreover, this decline in overall eco-
nomic activity —the first to take place in the
past 43 years— was very widespread. As can
be seen in table 2, the gross domestic prod-
uct shrank in 11 of the 19 countries con-
sidered, remained stagnant in two others and
rose very slightly in the remaining six. But
even in these last, the growth rate of the
economy failed to keep pace with that of
the population, Consequently, in 1982 some-
thing almost unheard-of happened: the per
capita product decreased in all the countries
of the region (see table 3).

Economic activity contracted to a very
marked extent in Argentina, Bolivia, Costa
Rica and Uruguay, countries in which it had

already declined in 1981. The worst slump,
however, occurred in Chile, wheye the reces-
sion that had begun in 1981 was severely
aggravated in 1982 and resulted in the re-
duction of the gross domestic product by
about 13%. Economic activity also slack-
ened, although in a much more moderate
degree, in all the Central American coun-
tries, except Panama, where it showed a
marginal increase. The domestic product
likewise decreased in Paraguay, the country
which between 1975 and 1981 had attained
the highest economic growth rate in Latin
America. The boom in the Mexican econ-
omy which had started in 1978 also came
to an abrupt halt in the course of 1982,
while in Venezuela, the region’s other lead-
ing petroleum exporter, economic activity
remained almost completely static for the
fourth year in succession. In contrast, total
production in Brazil recovered a little during
the year --although its expansion was not
enough to offset its contraction in 1981
and the gross domestic product very slowly
increased in Colombia, Peru and the Domini-
can Republic. In these countries too, howev-
er, the growth rate of the economy was
lower than that of the population, and in all
of them, therefore, the per capita product
slightly decreased.
* + In Brazil —the fargest economy in Latin
America, which alone generates about one-
third of the region’s total domestic product—
gconomic activity increased by approxi-
mately 0.5%, after having declined in 1981
—for the first time in the last 40 years— by
2%. The main tonic influence behind this
modest recovery was an expansion of about
2% in manufacturing industry, a sector
which from February onwards reversed the
downward trend that it had followed
throughout the whole of the year 1981,
with the result that the industrial product in
that year had undergone a contraction of
nearly 10%. Thanks in part to this recovery
in industrial activity, during the first nine
months of the year unemployment rates
were reduced in the country’s six biggest
cities (see table 4 and figure 2).

As mentioned above, in 1982 there was
a notable deterioration in the situation of
the Mexican economy, which had been
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Table 2

LATIN AMERICA: EVOLUTION OF TOTAL
GROSS DOMESTIC PRODUCT

{Annual growth rates)

1970-

Country 1974

1975-

1978 1979

1980 1981 19822

Argentina
Bolivia
Brazil
Colombia
Costa Rica
Chile
Ecuador

El Salvador
Guatemala
Haiti
Honduras
Mexico
Nicaragua
Panama
Paraguay
Peru
Dominican Republic
Uruguay
Venezuela

o

—

V= ORARAONVNOWARR O IOV A D
PLumohivhraapopro—Oho-

—_

~
[N

Latin America (19 countries)

i
N
WOh = Ot

—
mwokhnoootiunno

b ko

'
[
N OCARRONOOCARR=UNORUO—

-

—

._.
L RPN ROORNWORANO RO~

© vuahrboLuuoxanbon®
_'Q OB~ =O—

th nmpowmoO—prDDLIVWLWON OO
v ouunouwuuno

A ORR—ORSNAWANNSLILOL
o mithibouhbRrLnupouaIWLE
h o, uNDLbNNL-WO— RO
~ obwhrnwedbmbrubr~0O

Source: ECLA, on the basis of official statistics.

< Provisional estimates subject to revision.

expanding with exceptional vigour since
1978. In consequence of the acute external
disequilibrium and of a considerable fall in
international reserves, the economic authori-
ties first decided upon a severe devaluation
of the Mexican peso and then imposed a
strict exchange control. These measures
helped to precipitate an exceptional accelera-
tion of the inflationary process and a drastic
contraction of the volume of imports. In
such circumstances, and also as a result of
the cuts introduced in the public investment
programme and of the uncertainty prevailing
in the private sector, by half way through
the year economic activity had begun to
decline, and it is estimated that in the last
few months unemployment and wunder-
employment significantly increased in the
main urban centres,

In Argentina —the third largest of the
Latin American economies— the gross do-
mestic product decreased by about 5%, after
having fallen by 6% in 1981. This further
reduction was caused mainly by the slump
in the construction sector and by the con-
traction which, for the third consecutive
year, affected manufacturing industry.
Owing to the decline in these activities —par-
ticularly marked during the first two quar-
ters of the year— and the downward trend
shown by the sectors producing services, the
rate of unemployment continued to rise
both in Buenos Aires and in the primate
cities of the interior.

There was an even more notable drop
in the gross domestic product and
unemployment soared yet more sharply in
Chile and Uruguay, the other two economies
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Table 3

LATIN AMERICA: EVOLUTION OF PER CAPITA GROSS
DOMESTIC PRODUCT?

Dollars at 1970 prices Annual growth

Country rates

1970 1975 1980 19827 1979 1980 1981 1982P
Argentina 1256 1353 1412 1229 58 02 -7.2 -6.1
Bolivia 317 372 382 334 0.8 2.0 -3.2 9.8
Brazil 528 777 956 900 39 5.5 -4.2 -1.8
Colombia 587 708 831 827 2.9 1.8 0.3 -0.8
Costa Rica 740 875 1001 867 2.5 -1.7 59 -8.0
Chile 967 794 1045 927 6.5 5.7 35 -143
Ecuador 420 622 730 729 1.9 1.6 1.1 -1.1
El Salvador 422 476 428 349 43 122 2.1 7.2
Guatemala 439 494 560 514 1.6 0.4 -1.9 6.3
Haiti 123 135 147 133 2.2 2.7 5.4 220
Honduras 313 296 340 311 2.9 -1.0 -38 4.7
Mexico 977 1143 1358 1385 6.0 5.2 5.0 2.9
Nicaragua 431 480 345 348 2279 6.4 54 -4 .4
Panama 940 1043 1150 1144 4,5 2.5 1.2 -1.7
Paraguay 383 452 633 629 7.1 79 52 5.4
Peru 646 707 677 671 1.3 1.0 1.1 2.0
Dominican Repubﬁc 378 503 560 560 2.2 3.0 0.9 -0.9
Uruguay 1097 1164 1462 1299 89 3.0 1.3 .100
Venezuela 1205 1278 1278 1202 2.5 4.5 2.7 .33
Latin America (19 countries) 720 871 1008 965 3.9 3.3 -1.0 -3.3

Source: ECLA, on the basis of official statistics.

4 At market prices.
b provisional estimates subject to revision,

in the Southern Cone which, like Argentina,
had in recent years pursued economic policies
of a monetarist type. The decrease in
economic activity was particularly marked in
Chile, where it is estimated that the gross
domestic product fell by about 13%, mainly
in consequence of the steep downward trend
followed by industrial production and the
virtual collapse of the construction sector.
This drastic contraction in economic activity
caused, in its turn, a dramatic upswing in
the rate of overt unemployment, which
towards the end of the year hovered around
25% in Greater Santiago (see table 4 and
figure 2).

The evolution of the economy was sim-

ilar, although less unfavourable, in Uru-
guay, a country in which the gross domestic
product, after decreasing slightly in 1981,
shrank by approximately 9.5% in 1982. As
in Chile, its contraction was accompanied by
an even more marked decline in industrial
activity, by a severe depression in the con-
struction sector and by an aggravation of the
unemployment situation, The rate of unem-
ployment in Montevideo, which between 1977
and the beginning of 1981 had steadily fallen
but which had begun to climb rapidly in the
second quarter of that year, continued to
increase in 1982 and exceeded 13% in
October.

Economic activity also declined at a
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Table 4
LATIN AMERICA: EVOLUTION OF URBAN UNEMPLOYMENT
{Average annual rates)
Country 1973 1974 1975 1976 1977 1978 1979 1980 1981 1982
Argentina¢ 54 3.3 26 4.5 2.8 28 20 2.3 4.5 5.7
Brazil b 6.8 6.4 6.2 7.9 69
Colombiac 12.7 10.6 10.2 9.3 8.8 8.9 9.7 8.2 9.3
Costa Ricad 54 5.1 58 49 6.0 9.1 104
Chile ¢ 4.8 3.3 15.0 17.1 13.9 138 13.4 11.7 90 203
Mexicol 7.5 74 72 6.8 8.0 6.9 57 4.5 42 - .
Paraguayé 54 4.1 59 39 2.2
Peruh 5.0 4.1 7.5 69 8.7 8.0 6.5 7.1 6.8
Uruguay 8.9 8.1 12.8 118 10.1 83 7.4 6.7 114
Venezuela/ 7.6 8.3 6.8 5.4 5.1 5.8 6.6 6.8 8.2

Source. ECLA and PREALC, on the basis of official statistics,

& Federal Capital and Greater Buenos Aires. Average from April to October, 1982: April.
Metropolitan areas of Rio de Janeiro, Sao Paulo, Belo Horizonte, Porto Alegre, Salvador and Recife. Average for 12
months. 1980: average for June to December. 1982: average for January to September.

¢ Bogotd, Barranquilla, Medellin and Cali. Average for March, June, September and December. 1974: June. 1982: average

for March, June and September.

Urban. Average for March, July and November. 1976: Average for July and November, 1982: March,
€ Greater Santiago. Average for four quarters. 1982: Average from January to November,
f Mctropolitan area of Mexico City, Guadalajara and Monterrey. Average for four quarters.
& Asuncidn, Fernando de la Mora, Lambaré and urban areas of Luque and San Lorenzo. 1981: first semester.
I_’ Metropolitan Lima. Averages calculated according to the data available for each year.
! Montevideo. Average for two semesters. 1973: first semester. 1974: second semester. 1982: average for January to

October.
J Urban. Average for two semesters, 1982: first semester.

very high rate (-7.5%) in Bolivia, where it
had stagnated completely in the two preced-
ing vyears. Although largely linked to the
profound external crisis undergone by the
country in 1982, and also to the explosive
growth of inflation, this contraction of the
gross domestic product likewise reflected the
incidence of extra-economic factors,

These latter also decisively influenced
trends in economic activity in most of the
Central American countries, in all of which,
except Panama, the gross domestic product
diminished in 1982. The most marked
decreases took place in Costa Rica (-6%) —a
country in which economic activity had
already declined the year before, and which
in 1982 began to adopt measures to control
galloping inflation— and in E] Salvador
(—4.5%), where there was no respite from
the bitter socio-political conflicts that had
been partly responsible for a drop of about

20% in the gross domestic product during
the two preceding years.

In the course of 1982 economic ac-
tivity also contracted —by approximately
2.5%— in Paraguay, and thus a break
occurred in the phase of exceptional dyna-
mism which had stretched from 1973 to
1980, and during which the gross domestic
product had grown at an average annual rate
of something over 9%,

On the other hand, economic activity
increased, although at unsatisfactory rates, in
Colombia, Ecuador, Peru and the Dominican
Republic, In the first of these countries, the
year 1982 saw an accentuation of the
systematic loss of dynamism that the econ-
omy had been showing since 1979. While
the gross domestic product increased by
barely 1.5% —the lowest growth rate record-
ed in the last 40 years—, the rise in the rate
of overt unemployment averaged rather
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Figure 2
LATIN AMERICA: UNEMPLOYMENT TRENDS IN PRIMATE CITIES

{Unemployment rates)
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Source: ECLA, on the basis of official statistics.

more than 9% in the country’s four primate
cities.

The economy evolved on similar lines
in Ecuador, where the increment of approxi-

mately 2% registered in the gross domestic
product in 1982 represented, firstly, a con-
tinuation of the downward trend followed
by the rate of economic growth since 1979,
and constituted, secondly, the lowest increase
in economic activity measured since 1951,
In 1982 the rate of economic expansion also
declined in Peru. After climbing at an aver-
age annual rate of 4% in the three preceding
years, the gross domestic product rose by
barely 1% in 1982,

Lastly, in 1982 the Cuban economy
too made much slower headway, although,
just as in 1981, its growth rate was the
highest in the region. It is estimated that the
material product (equivalent to the gross
output of the agricultural, mining, manufac-
turing industry, construction and electric
energy sectors) increased by 2.5%, after doing
s0 by about 12% the year before,

2. Inflation

Although, as has been shown, in 1982 the
rate of economic growth slackened and
unemployment rose, inflation soared to an
unprecedented height, The weighted average
rate of increase of comsumer prices in the
region as a whole was almost 80%, and thus
far exceeded the corresponding figure for
any preceding year. While inflation increased
in 13 of the 21 countries for which data are
available, its acceleration was especially rapid
in Argentina, Bolivia, Costa Rica and Mexico
(see table 5).

As can be seen in figure 3, the rate of
increase of consumer prices shot up in
Argentina, reaching over 200% per annum in
November. This phenomenon, mainly linked
to the fiscal deficit and to the sharp devalua-
tions of the peso, meant that for the seventh
time in the last 8 years inflation in Argenti-
na rose to a three-digit figure.

The speed at which inflation advanced
was even greater in Bolivia, where consumer
prices, after mounting at a rate of about
25% in the two preceding years, soared by
over 200% in 1982. This vertical upward
trend in the rate of inflation —which can be
seen particularly clearly in figure 3— was
triggered by the rise of approximately 75%
in the official rate of exchange decreed at



REFLECTIONS ON THE LATIN AMERICAN ECONOMY IN 1982 / Enrique V. Iglesias

Figure 3

SELECTED LATIN AMERICAN COUNTRIES: VARIATIONS IN
CONSUMER PRICE INDEX OVER TWELVE MONTHS
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Table 5

EVOLUTION OF CONSUMER PRICES

{ Variations from December to December)

Country 1970 1971 1972 1973 1974 1975 1976 1977 1978 1979 1980 1981 1982
Latin America® 122 135 209 363 400 576 615 404 386 538 560 579 797
ff;?:ﬁ;ﬁﬁﬂ,y, infltion 1144 156 240 415 449 693 748 484 459 619 663 683 907
Argentina 216 391 642 439 401 3349 3475 1504 1698 1397 876 1312 2046b
Brazile 177 181 140 137 338 312 448 431 381 760 956 915 944
Colombia 35 141 140 250 269 179 259 293 178 298 265 27.5¢ 24.8b
Chile 349 221 1634 5081 3759 3407 1743 635 303 389 312 9.5 2000
Mexico 7.8 0.8 56 213 206 113 272 207 162 200 298 286  846%
Peru 5.7 7.7 43 138 192 240 447 324 737 667 597 727  71.0b
Uruguay 193 356 947 775 1072 668 399 573 460 831 428 203  10.8b
Countries i buditionally 25 46 72 150 198 102 78 &3 100 220 160 150 312
Barbados 92 101 104 260 366 123 39 99 113 168 161 123 125/
Bolivia 3.8 33 236 348 390 6.6 55 105 135 455 239 252 2074¢
Costa Rica 43 1.9 69 159 306 205 4.4 5.3 8.1 132 178 651 100.6¢
Ecuador 8.0 6.8 69 206 212 132 13. 9.8 118 90 145 179 2029
El Salvador 1.0 0.6 5.2 79 210 151 52 149 146 148 186 116  12.6°
Guatemala 1.0 03 L1175 278 08 189 74 9.1 137 9.1 8.7 -0.6/
Guyana 24 14 7.0 152 116 5.5 9.2 9.0 200 194 85 291 14,64
Haiti 07 133 73 208 195 0.1 -1.4 5.8 55 154 153 164 1478
Honduras 1.4 1.5 6.8 51 130 7.8 5.6 7.7 54 189 150 49 9.1
Jamaica 7.5 5.2 9.3 96 206 157 83 141 494 198 286 4.8 6.0!
Nicaragua . 1.9 62 102 43 703 248 232 2607
Panama 2.5 1.0 6.7 97 167 1.4 4.8 48 50 100 144 48 394
Paraguay 2.3 6.3 95 141 220 8.7 34 94 168 357 89 150 5.2
Dominican Republic 1.3 106 80 172 105 165 7.0 8.5 18 262 42 74 7.68
Trinidad and Tobago 33 50 8.0 244 18.6 134 12.0 114 8.8 19.5 16.6 11.6 10.3¢
Venczuela 34 3.0 3.5 51 116 8.0 6.9 8.1 71205 196 108 8.5h
Source:  International Monetary Fund, International Fingncial Statistics, November 1982, and official data provided by the countries concerned.

4 Totals for Latin America and partial figures for groups of countries represent average variations by countries, weighted by the population in each

;. year,
b Variation between November 1982 and November 1981,

€ Up to 1979, figures correspond to the variation in the Rio de Janciro Consumer Price Index and from 1980 onwards to the variations in the total na-

tional CPL
4 Variation between October 1982 and October 1981

€ Up to 1980, figures represent the variation in the Consumer Price Index for manuat workers; 1981 and 1982, figures represent the

variation in the total national CP{, for both manual workers and employees.
Variation between August 1982 and August 1981,

& Variation between September 1982 and Septomber 1981,
Variation between Junce 1982 and June 1981

i Variation between July 1982 and Tuly 1981,

the beginning of February, and constituted,
together with the brusque fall in the gross
domestic product and external payments
difficulties, an outward and visible sign of
the deep-seated crisis suffered by the
Bolivian economy in 1982,

In Mexico, too, the acceleration of
inflation was very marked. In this country,
which up to 1972 had kept its price levels
remarkably stable, the rate of inflation had
subsequently hovered between 15% and
30%, and then rocketed after the devalua-
tion of the Mexican peso in February, Thus,

by the end of November the annual rate of
increase of consumer prices approached 85%,
and in view of the big increases in the prices
of a number of goods and services decreed at
the beginning of December, it was probably
even higher at the end of the year.

In Costa Rica —another country which
has traditionally maintained an appreciable
degree of stability, but in which the rate of
inflation went up by leaps and bounds at
the beginning of 1981 in consequence of the
successive devaluations of the colon—, the
rate of inflation continued to accelerate up
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to September, when it reached the unprece-
dented level of almost 110%. Despite the
fact that this rising trend in inflation was
interrupted in October, at the end of that
month the level of consumer prices was
exactly twice as high as it had been a year
before.

In Brazil, the rate of inflation con-
tinued to fluctuate slightly below 100% for
the second year in succession. This result
was decisively influenced by the complex
system of indexation of the exchange rate,
salaries and wages, financial assets, and other
key economic variables, which bred a
marked tendency towards perpetuation of
the inflationary process, Inflation followed a
similar course, although at a lower level, in
Peru, where again a system had been consol-
idated in recent years which was character-
ized by frequent readjustment of the ex-
change parity and of salaries and wages, and
where consumer prices rose in 1982 by more
than 70%, just as in the preceding year.

Furthermore, in mid-1982 the
downward trend which had been almost con-
tinuously followed by Chilean inflation since
1974 was reversed. After a fall in price levels
in absolute terms during the first half of the
year, there was a vigorous recrudescence of
inflation as a result of the alteration of the
exchange rate, which had been pegged dur-
ing the three preceding years. In conse-
quence of this devaluation and of the subse-
quent successive increases in the exchange
parity, notwithstanding the freezing of sal-
aries and wages and the contraction of the
money supply, the annual rate of increase of
consumer prices rose steadily from June
onwards and reached 20% by the end of
November, while that of wholesale prices
exceeded 36%.

In contrast with the experience of the
foregoing countries, the rate of inflation
declined a little —from 27.5% in 1981 to
25% in 1982~ in Colombia, a country in
which annual price variations have shown a
notable degree of stability during the last 10
years, fluctuating almost permanently
between 25% and 30%.

Inflation also continued to slow down
in Uruguay. The annual rate of increase of
consumer prices, which had dropped from

83% in 1979 to 43% in 1980 and to 30% in
1981, fell to less than 11% in November
1982. It is highly likely, however, that this
downward trend may have been reversed in
December in consequence of the abrupt rise
in the exchange rate decreed at the end of
November.

Again, among countries in which the
rate of inflation has traditionally been mod-
erate and for some of which no data are
available on the more recent months, the
rate of increase of consumer prices rose
slightly from 23% to 26% in Nicaragua and
from 18% to 20% in Ecuador; declined for
the third consecutive year in Trinidad and
Tobago and Venezuela, remained relatively
stable in Barbados, El Salvador, Jamaica,
Haiti, Panama and the Dominican Republic;
went up sharply, although from a very low
level, in Honduras; and was markedly re-
duced in Guyana, Paraguay, and, above all,
Guatemala (see table 5).

3. The external sector

Under the severe constraints imposed by the
adverse evolution of the world economy
(which will be discussed later) and by the
adjustment policies applied in many coun-
tries of the region, in 1982 Latin America’s
external sector underwent a radical upheaval,
of which the following were the most signifi-
cant manifestations:

(i) The value of exports of goods
decreased by 10% after six years of very
rapid expansion;

(ii) The decline was much steeper still
—19%— in the case of the value of imports,
which had also been increasing at a high rate
since 1975;

(iii) These changes made a very con-
siderable difference to the merchandise trade
balance, which switched from a deficit of
somewhat over US$ 600 million in 1981 to a
surplus of more than US$ 8.8 billion in 1982;

(iv) This volte-face in merchandise trade
was achieved despite a 7% deterioration in
the terms of trade;

(v) During the year 1982 net payments
of profits and interest continued to rise at a
dizzy speed, and reached over US$ 34
billion, an amount equivalent to almost
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40% of the value of exports of goods and
nearly double that of the net financial
remittances ftransferred only two years
before;

(vi) As a result of the merchandise
trade surplus, and notwithstanding the con-
siderable increase in net payments of profits
and interest, the deficit on current account,
which had been growing steadily larger since
1976, was reduced from US$ 38 billion in
1981 to US$ 33 billion in 1982;

(vii) This decline was accompanied,
however, by a much more drastic decrease in
the net movement of capital, which fell by
55%, dropping from US$ 44 billion in 1981
to only a little over US$ 19 billion in 1982 —
the lowest figure in the last five years;

(viii) In consequence of this contrac-
tion, despite the reduction of the imbalance
on current account, the balance-of-payments
position underwent a radical change, a
surplus of nearly US$ 4 billion in 1981
giving place to a deficit of about USS$ 14
billion in 1982 (see table 6).

(a) Foreign trade and terms of trade

In 1981 there was a break in the pro-
longed and rapid expansion of Latin Amer-
ica’s exports which had been going on since
the beginning of the previous decade, After
increasing at an average annual rate of 19%
between 1970 and 1981, the value of ex-
ternal sales of goods dropped by 10% in
1982.

This djminution, however was caused
exclusively by the reduction in the
unit value of exports, which not only de-
creased by 10% in the region as a whole but
declined in all the Latin American countries
(see table 7).

So generalized a downward movement
reflected, in its turn, the impact of the fall
in world market prices for the great majority
of the primary commodities exported by the
region, which were adversely affected not
only by the contraction of demand due to
the recession in the industrialized economies
and the rise in interest rates, but also by the
appreciation of the dollar on international
exchange markets.

Although during 1982 reductions

occurred in the world market prices of
virtually all the principal primary commod-
ities exported by Latin America, they were
particularly heavy in the prices of sugar
(which dropped by over 40% for a second
consecutive year), in those of fish meal, lead
and maize (which decreased by between 20%
and 25%) and in those of copper, cocoa,
soya and zinc (which fell by between 10% and
15%). In fact, bananas, coffee and iron ore
were the only products whose prices rose in
1982, but these increases were minimal, and
both in the case of coffee and in that of
iron were far from offsetting the sharp
decline in the preceding years (see table 8
and figure 4),

The sluggishness of international trade
also exerted an unfavourable influence on
the volume of Latin American exports. The
latter had steadily kept up an exceptionally
high average annual rate of expansion
—~8.7%— between 1976 and 1981, but in
1982 remained completely static. However,
in contrast with the decline in unit value
which, as has been seen, reflected to a
greater or lesser degree the decreases in all
countries’ export prices, stability in the
quantum of exports was the net result of
the opposing trends it showed in the various
economies of the region. Thus, while the
volume of exports shrank by about 10% in
Brazil, Panama, Trinidad and Tobago and
Uruguay, and contracted even more notably
in Venezuela (—17%) and Guyana (—24%), it
expanded by approximately 14% in Peru,

arbados and Chile, by over 20% in Mexico
End by about.30% in Paraguay.

The change in relation to the trends
prevailing in previous years was yet more
marked in the case of imports, whose value
dropped by 19%, after a spell of vigorous
and uninterrupted growth between 1980 and
1981. As can be seen in table 9, this
downward movement affected alike both the
group formed by the petroleum-exporting
countries and that constituted by the other
economies of the region,

Moreover, contrary to what happened
in the case of exports, the decline in the
value of external purchases was caused
mainly by the reduction of their quantum,
This shrank by 16% in the region as a whole



Table 6

LATIN AMERICA: BALANCE OF PAYMENTS?

{Millions of dollars)
Net payments of Balance on Net movement
Exports of Imports of Balance of Net service profits and current of Total balance®
Country goods FOB goods FOB trade (goods) payments interest account?® capitald
1981 1982 1981 1982 1981 1982 1981 1982 1981 1982 1981 1982 1981 1982 1981 1982
Latin America 96 603 87255 97242 78440  -639  88ES 10993 7860 26903 34395 -38122 -33045 42092 19200 3970 -13845
fg;’::;‘;;’”"i"o’””g 48878 45410 43966 35455 4912 9955 5829 3220 10135 14675 -11336 -8255 16222 1660 488 6595
Bolivia 909 820 630 440 229 380 215 180 341 425 -314 -210 141 100 173 -110
Ecuador 2544 2400 2362 2310 182 90 437 490 722 810 -1027 -1210 731 890  -296  -320
Msxico 19837 20800 23166 13900 3329 6900 1093 2000 8700 12000 -12997 3000 14755  -500 1758 -3500
Peru 3256 3200 3803 3635  -547 -435 247 270 885 970 -1680 -1675 1176 1760 504 85
Trinidad and Tobago 2473 2190 1577 1710 896 420 -84 20 304 370 637 40 182 210 819 250
Venezuela 19859 16000 12378 13400 748F 2600 3871 4300  -817 100 4045 2200 763 800 3282  -3000
fo‘jl"nf’ne.g oleum-exporting o ooc 41945 53276 42985  -5551 -1140 5164 4640 16768 19720 -26786 -24790 25870 17540  -916 -7250
Argentina 9145 7700 8232 4600 913 3100 1667 200 3302 4800 4057 -1900 1025 1900 -3032 -
Barbados 175 170 520 560 -345 -390 -250 250 10 15 -84 -130 108 110 24 20
Brazil 23276 20000 22080 19500 1196 500 2839 3800 10290 10700 -11739 -14000 12982 10000 1243 4000
Colombia 3127 3200 478 5100 -1662 -1900 63 100 333 490 1969 2400 2594 1600 625  -800
Costa Rica 1030 1010 1092 820 62 190 38 5 300 395 371 -180 309 80 62 -100
Chile 3960 3800 6558 3650 2598 150 888 600 1428 2140 4869 2540 5300 1400 431 -1140
El Salvador 792 735 858 875 66  -140 103 105 86 85 239 -190 203 230 -36 40
Guatemala 1299 1200 1540 1290  -241 -90 311 320 103 90 -567 -350 304 325 -263 25
Guyana 346 250 400 290 -54 -40 76 60 54 50 -179 -150 163 145 -16 5
Haiti 150 150 356 330 206 -180 69 50 13 15 -215 -165 185 170 -30 5
Honduras 784 710 899 830 115 -120 62 35 153 190 -321 -330 263 230 58 -100
Nicaragua 500 430 897 675 397 -245 82 50 93 100 -571 -395 686 220 115 -i75
Panama 339 280 1374 1455 -1035 1175 -857 -155 181 150 422 -630 363 540 -59 -90
Paraguay 399 440 772 810  -373  -370 22 -30 29 30 378 370 514 290 136 -80
Dominican Republic 1188 770 1439 1200  -251 -430 21 50 295 200 378 490 409 320 31 -170
Uruguay 1215 1000 1470 1000  -255 - 74 300 98 270 427 570 462 20 35 -590

Source: 1981: International Monetary Fund; the figures for Barbados, El Salvador, Nicaragua, Dominican Republic and Uruguay are ECLA estimates. 1982: ECLA, provisional estimates sub-

ject to revision.

@ Additions and subtractions do not exactly fit the totals owing to rounding of the original figures.

b Excluding net payments of profits and interest.

¢ Including net unilatera} private transfers. .
d Including long-and short-term capital, unilatera! official transfers, counterpart entries and errors and omissions.

€ Corresponds to the variation in international reserves.
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Table 7

LATIN AMERICA: EXPORTS OF GOODS

{Indexes: 1970+ 100, and growth rates)

Value Unit value Quantum
Country 1982/ 1982/ 1982/
1981 1982 1981 1981 1982 1981 1981 1982 1981

Latin America 672 607 -10 370 332 -10 182 183 —

Petroleum-exporting

countries 867 806 -8 0646 544 -15 134 148 10
Bolivia 478 430 -10 400 340 15 120 126 5
Ecuqdor 1083 1022 -6 546 524 -4 198 195 2
Mexico 1472 1543 5 466 406 -13 316 380 21
Pe}‘ll_ 315 309 2 313 266 -15 101 116 15
Trinidad and Tobago 1098 972 .11 1621 1571 3 68 62 9
Venezuela 763 615 -19 139 1354 -3 55 45 -17

Non-petroleum-exporting .

countries 570 500 -12 257 233 -9 222 215
Argentina 516 434 .16 299 266 -11 173 163 -6
Barbados 489 475 -3 285 242 -15 172 196 14
Brazil 850 730 -14 257 239 -7 331 306 -8
Colombia 397 406 2 298 295 -1 133 138 4
Costa Rica 446 437 2 260 249 -4 172 176 2
Chile 356 341 4 162 138 -15 219 247 13
El Salvador 336 312 -7 279 276 -1 120 113 -6
Guatemala 437 404 -8 233 221 -5 188 183 -3
Guyana 269 194 28 410 386 -6 66 50 24
Haiti 385 384 - 245 240 2 157 160 2
Honduras 440 398 -10 292 284 -3 151 141 -7
Nicaragua 280 240 -14 270 245 9 104 98 -6
Panama 260 215 -17 258 240 -7 101 90 -11
Paraguay 610 674 10 320 279 -13 191 242 27
Dominican Republic 555 360 -35 339 237 .30 164 152 -7
Uruguay 542 446 -18 271 246 9 201 181 -10

Source: ECLA. Provisional estimates.

and decreased in 12 of the 22 countries for
which data are available. The slump in the
volume of imports was exceptionally pro-
nounced in Argentina (—50%), Chile
(—39%), Mexico (—38%) and Bolivia (~31%),
all of them countries which heavily
devalued their currencies in the course of
1982 and in which economic activity under-
went a marked decline or lapsed almost
completely into stagnation. The quantum of
imports likewise fell by more than 20% in

Uruguay, Costa Rica, Guyana and Nicaragua,
owing to the measures adopted to reduce
the external imbalance and to the contrac-
tion of the domestic product. On the other
hand, in Trinidad and Tobago, Venczuela,
Barbados and Colombia imports of goods
increased rapidly in real terms.

As in the case of exports, in 1982 the
unit value of imports decreased; nevertheless,
this downturn was much more moderate
than that of the average price of exports.
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Table 8
LATIN AMERICA: PRICES OF STAPLE EXPORT PRODUCTS
{Dollars at current prices)
Annual averages Growth rates
1977 1978 1979 1980 1981 1982% 1977 1978 1979 1980 1981 1982
Unrefined sugard 8.1 7.8 9.7 28.7 16.9 9.1 302 -3.7 244 1959 41.1 462
Coffee (mild)» 2402 1852 1834 178.8 1453 1488 523 229 -1.0 2.5 -187 24
Cocoab 1720 1544 1494 118.1 94.2 81.0 853 -10.2 32 210 202 -140
Bananasb 14.0 13.7 156 18.9 19.2 19.3 12.9 2.1 13.9 21.2 1.6 0.5
Wheate 1056 1319 1644 1774 1785 1644 -22.1 249 246 79 0.6 7.9
Maizec¢ 1144 1325 1548 2103 1810 1444 -176 158 16.8 359  .139 20.2
Beefb 684 97.1 1309 1259 1122 1070 4.6 42.0 348 -38  -109 4.6
Fish meale 4540 4100 3950 35040 468.0 3510 20.7 9.7 -3.7 27.6 7.1 250
Soyac 280.0 268.0 2980 296.0 2880 2510 212 -4.3 11.2 0.7 27 -12.8
Cottond 739 729 774 942 858 744 -6.8 -1.4 6.2 217 -89 -133
Woolb 1536 1574 1905 1945 1782 1587 5.7 2.5 21,0 2.1 -84 -109
COILPEII’ 59.3 619 900 98.6 790 675 -6.6 44 454 96 -199 -.146
Tin 49 58 170 7.6 64 59 44.1 184 207 86 -158 7.8
Iron orec 202 19.7 240 289 259 27.2 2.5 218 204 -104 5.0
Leadd 280 299 546 411 330 259 379 6.8 826 247 -197 215
Zincb 26.7 26.9 33.6 346 384 34.3 17.3 07 249 3.0 110 -10.7
Bauxitec 1348 1384 1526 2125 2163 2138 149 27 10.3 39.3 1.8 -1.2
Source;  UNCTAD, Monthly Commodity Price Bulletin, Supplements 1960-1980 and November 1982; International Monetary Fund, International

Financial Statistics, Yearbooks 1981 and November 1982,

a]anualy to September.
U.S. cents,

€ Dollars per ton.
Deollars per pound.

Accordingly, the terms of trade, which had
already deteriorated by 7% in 1981, under-
went a further decline of 6% in 1982,

This reduction, moreover, was wide-
spread. In 1982 the terms of trade deterio-
rated in all the countries of the region with
the exception only of Colombia, El Salva-
dor, Haiti, Honduras, Panama, Trinidad and
Tobago and Venezuela, where they slightly
improved (see table 10).

In striking contrast with what had
occurred in previous years, in 1982 the de-
cline in the terms of trade was more marked
(—12%) in the petroleum-exporting countries
than in the other economies of the region
(—4%) (see table 10 and figure 5). Even so,
the negative effects of the deterioration were
worse in the latter, since in these countries
the terms of trade had already been con-
tinuously following a steep downward trend

during the four preceding years. Accord-
ingly, the terms-of-trade index for the non-
petroleum-exporting countries sank in 1982
to its lowest level in more than half a cen-
tury and its average value over the three-year
period 1980-1982 was considerably less than
it had been in the years 1931-1933, i.e.,
during the most critical phase of the Great
Depression,

(b) The balance of payments

Since a much greater reduction took
place in the value of imports than in that of
exports, the merchandise trade balance
underwent a radical change in 1982. In the
region as a whole a surplus of US$ 8.8
billion replaced the deficit of over
US$ 600 million shown in the preceding year.

This right-about turn was particularly
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U.S. cents per pound

U.S. cents per poud

Figure 4
LATIN AMERICA: VARIATIONS OVER 12 MONTHS IN INTERNATIONAL PRICES OF MAIN

COMMODITIES EXPORTED, 1980 — 1982
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Figure 4 (continued)
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Figure 4 (continued)

COPPER TIN
~ o 8.0
el A
g. =9 v \\/\
§ -~ ~1120 §' - 1175
=
b K
S L 4110 |- l a0
™ —1100 6.5
" - 90 __ v 6.0
i 18 5.5
o = 70  maad — 50
£ - 60 145
%&wﬂ T 0 Hhnnll_'-n_.:illuluumlnuLlnn_.z"' 0
1980 1981 1982 1980 1981 1982
IRON ORE ZINC
] -]
p 2
i 133 & F |45
2 =
al 1§
Z
= —30 =2 - -1 40
= /\/\ ~ L -t 35
A
r..
o — 25
- a . —! 30
L -'L23 i
P = L o=
TlllllIllullllll||l|11lllluulum ]- 0 T lllllll]!lllllllllllll“l“l!lll‘Ill ]'(0
L g St o i oul S i Sominn s v et
1980 1981 1982 1980 1981 1982



REFLECTIONS ON THE LATIN AMERICAN ECONOMY IN 1982 / Enrique V. Iglesias

25

Figure 4 (concluded)
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Table 9

LATIN AMERICA: IMPORTS OF GOODS

{Indexes: 1970 = 100, and growth rates)

Value Unit Value Quantum
Country 1982/ 1982/ 1982/
1981 1982 1981 1981 1982 1981 1981 1982 1981
Latin America 732 591 -19 320 306 4 229 193 -16
Petroleum-exporting
countries 828 668 -19 268 258 -4 308 259 -16
Bolivia 503 325 -35 309 296 4 159 110 31
Ecuador 946 926 2 249 242 -3 383 383 -
Mexico 1036 622 -40 268 257 4 387 242 -38
Peru 544 520 -4 273 257 -6 199 203 2
Trinidad and Tobago 571 641 12 272 261 -4 211 246 17
Venezuela 723 782 8 272 261 -4 266 300 13
Non petroleum-exporting
countries 662 534 -19 381 361 -5 176 150 -15
Argentina 549 307 -44 335 322 -4 162 81 -50
Barbados 486 524 8 294 282 -4 165 186 13
Brazil 881 778 -12 457 443 -3 190 175 -8
Colombia 597 637 7 279 268 -4 213 237 11
Costa Rica 381 286 25 316 306 3 119 93 22
Chile 757 421 -44 398 374 -6 185 113 -39
El Salvador 441 449 2 307 298 -3 142 151 6
Guatemala 578 484 -16 313 303 -3 183 160 -13
Guyana 333 242 27 347 333 -4 93 73 22
Hait{ 745 690 -7 299 281 -6 246 246 -
Honduras 442 407 -8 309 296 -4 142 137 -3
Nicaragua 502 377 25 322 309 -4 155 122 21
Panami 415 440 6 387 371 -4 101 117 16
Paraguay 1008 1057 5 317 317 - 313 334 7
Dominican Republic 518 432 17 313 301 -4 163 142 -13
Uruguay 724 493 -32 373 347 7 190 142 25

Source: ECLA. Provisional estimates.

influenced by the considerable changes
occurring in the merchandise trade balances
of Mexico (which after having a deficit of
US$ 3.3 billion in 1981 obtained a surplus
of USS$ 6.9 billion in 1982), Chile (where a
small surplus of US$ 150 million replaced
the negative balance of US$ 2.6 billion re-
corded the year before), and Argentina
(which increased the positive balance it had
achieved in 1981 by US$ 2.2 billion). In
contrast, in 1982 the trade balance surplus

that Venezuela had secured in 1981 was
reduced by US$ 4.9 billion and that of
Brazil decreased by US$ 700 million (see
table 6).

The effects on the balance on current
account of this reversal in merchandise trade
and of the US$ 3 billion decrease in net
service payments in 1982 were neutralized,
however, to a considerable extent, by the
new and substantial increase in net remit-
tances of profits and interest. Although the
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Table 10
LATIN AMERICA: TERMS OF TRADE AND PURCHASING POWER
OF EXPORTS OF GOODS
{Indexes: 1970 = 100, and growth rates)
Terms of trade in Purchasing power of
Country goods exports of goods
1982/ 1982/

1981 1982 1981 1981 1982 1981

Latin America 116 109 -6 212 199 -6
Petroleum-exporting countries 241 211 -12 323 312 -3
Bolivia 129 115 -11 155 145 -6
Ecuador 219 217 -1 434 423 -3
Mexico 174 158 9 550 600 9
Peru 115 104 -10 116 121 4
Trinidad and Tobago 598 603 1 407 373 -8
Venezuela 514 519 1 283 236 17
Non-petroleum-exporting countries 68 65 -4 152 139 -8
Argentina 89 83 -7 154 135 -12
Barbados 96 86 -11 165 168 2
Brazil 56 54 4 185 165 -11
Colombia 107 110 3 142 151 6
Costa Rica 82 81 -1 141 143 1
Chile 41 37 .10 90 91 1
El Salvador 91 93 2 109 105 4
Guatemala 74 73 2 139 133 4
Guyana 118 116 2 78 58 26
Haiti 82 85 4 129 137 6
Honduras 95 96 1 143 134 -6
Nicaragua 83 79 4 86 78 9
Panama 63 65 3 64 58 9
Paraguay 101 88 -13 193 213 10
Dominican Republic 107 79 26 175 120 -31
Uruguay 73 71 2 147 129 -12

Source: ECLA. Provisional estimates.

contraction in domestic economic activity
helped to limit remittances of profits, and
notwithstanding the decline in nominal in-
terest rates on the international financial
markets, payments of profits and interest
rose from a little less than US$ 27 billion in
1981 to over US$ 34 billion in 1982, As
these remittances had already been increas-
ing exceptionally fast since 1977, the
amount they represented in 1982 more than

quadrupled the corresponding figure shown
barely five years before.

The net result of these changes was a
reduction of US$ 5 billion in Latin America’s
deficit on current account. Although this
decrease was the first that had occurred
since 1976, the negative balance on current
account in 1982 easily exceeded all those
recorded up to 1980.

In consonance with the changes in mer-
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chandise trade and in the net inflow of
capital, the large negative balances with
which the current account had closed the
preceding year in Mexico, Chile and Argenti-
na were drastically reduced in 1982, while
there was a marked increase in the deficits
shown by Brazil and Colombia and a radical
reversal took place in Venezuela’s current
account, which, after generating a surplus of
USS$ 4 billion in 1981, recorded a deficit of
US$ 2.2 billion in 1982.

Furthermore, as a result of the unfa-
vourable economic trends observable in the
great majority of the countries of the region,
of the very high level of external indebt-
edness reached by many of them, and of the
changes in the world economy,! in 1982
there was a brusque contraction in net
movements of capital into Latin America.
Net receipts of external resources decreased,
in fact, by 55%, falling from US$ 42 billion

I

in 1981 to only a little over US$ 19 billion
in 1982,

This decline in net movements of loans
and investment was, moreover, much more
pronounced than the decrease in the deficit
on -current account. Consequently, during
1982 a sweeping change occurred in the
final balance-of-payments position. In 1981
the balance of payments had generated a
surplus of nearly US$ 4 billion; in 1982 it
showed a deficit of about US$ 14 billion.
Although this result was especially due to
the very substantial deficits which Brazil,
Mexico and Venezuela recorded in 1982,
and to the smaller, but still appreciable,
negative balances shown by Chile, Colombia
and Uruguay, all the countries of the region
also contributed to it, the only exceptions
being Trinidad and Tobago, Peru and El Sal-
vador, which obtained small surpluses.

The incidence of external factors

More than at any other time since the
Second World War, the growth of the
periphery in general and of Latin America in
particular was heavily conditioned in 1982
by constraints deriving from the poor eco-
nomic evolution of the centre. It is true
that, as alrecady shown, causes of internal
origin —such as those linked to the unsatis-
factory management of fiscal and exchange
policies and to problems of an extra-eco-
nomic character— account for most of the
big decreases in the product in the countries
of the Southern Cone, for ijts decline in
several Central American economies or for
the stagnation of economic activity in coun-
tries such as Mexico. Nevertheless, the major
external constraints stemming from the
recession in the industrialized economies
constituted a brake which had a generalized

! These last two factors are discussed in greater detail
in the next two sections.

handicapping effect on the economic growth
of the entire region,

Although the anti-inflation campaign
waged in many of the member countries of
the Organization for Economic Co-operation
and Development (OECD) succeeded in
significantly lowering the rate of inflation in
1982, it did so only at the cost of a new
rise in the rate of unemployment and an
almost total stagnation of economic activity.
According to provisionall estimates, the gross
domestic product of the OECD economies as
a whole would seem to have shown an
increase of barely 0.1%, whereby they
completed three successive years of ex-
tremely low growth rates (see table 11). This
had a negative effect on the centre’s demand
for imports, the value of which decreased by
nearly 4% in 1982. Moreover, although in
that same year the nominal interest rate fell
by three percentage points, inflation in the
OECD countries was reduced on a similar
scale, so that the real rate of interest con-
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Table 11

SOME BASIC INTERNATIONAL INDICATORS

QECD countries
Annual growth rate of GDP

Annual inflationd
Average rate of unemployment

Rate of interest (LIBOR)"
Nominal

Reald

Developing countries
Annual growth rate of GDP
All developing countries

Latin America

1976-1979 1980-1981 19824
(1970-1973) (1974-1975) (1976)

42 1.3 0.1
(5.0) (-0.5) (4.9)
8.3 110 8.0
(5.8) (12.2) (8.3)

52 6.1 8.5
(3.5) (4.6) (5.2)

8.2 14.7 14.3
(7.5) (94) (6.1)
0.1 33 6.0
(1.6) (-2.5) (-2.0)

5.1 1.7 -0.1
(6.2) (4.7) (6.0)

5.5 4.6 09
(7.2) (5.4) G4

Source:

United Nations Department of Internationa! Economic and Social Affairs; IMF, International Financial Statistics

(several issues); OECD, Main Economic Indicators, September 1982; and ECLA estimates, on the basis of official

statistics.

4 Provisional estimates.
Consumer price index.

tinued to stand at approximately 6%, its
highest level since the Great Depression.?
This, of course, played a contributory part
in limiting the expansion of demand and
deferring the first steps towards a recovery
of the central economies.

The most serious feature of the year
1982, however, was not so much the re-
cession in the centre, nor the decline in
world trade, nor the high real rates of in-
terest —for in the past there had been pe-

2 As will be seen later, the real rate of interest on the
Latin American countries’ external debt was much higher
still, since in 1982 the unit value of Latin America’s exports
sharply declined.

¢ LIBOR at 6 months.
d LIBOR at 6 months deflated by the rate of inflation of the OECD countries.

riods of similar or even worse contractions—
but the coincidence of all these negative
phenomena in a single year and, above all,
their prolonged duration.

While the recession in the industrialized
economies in 1974-1975 was more critical
than its counterpart today --the gross
domestic product of the OECD countries fell
by 1% in that period— it lasted only two
years. Thus, as can be seen in table 11, in
1976 there was already a vigorous recovery of
production (4.9%), so that in the
three-year period 1974-1976 the cumulative
growth rate of the central economies was
almost 4%. On the other hand, while in the
course of the period 1980-1982 production
never decreased in the OECD countries as a
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Table 12

SOME BASIC EXTERNAL SECTOR INDICATORS

(Percentage variations during the period)

Value of OECD imports

Volume of OECD imports

Value of the doHar

(+: appreciation; —: depreciation)

Commodity prices?

Terms of trade of non-petroleum-exporting
developing countries

1976-1979 1980-1981 1982
(1970-1973) (1974-1975) (1976)
94.4 135 38
(110.0) (42.0) (15.5)
34.1 45 1.5
(42.2) ¢17) (14.5)

6.3 12.8 11.0
(-17.0) (12) (52)
51.7 6.5 -15.0
(71.1) @7 (13.2)

6.5 -15.0 70
(-1.0) (2.0) (4.0)

Source:

€ Excluding petroleum.

whole, its total increase was only 2.7%, that
is, less than in the period 1974-1976,

In short, 1982 was the third con-
secutive vear of meagre growth in the
centre; the second year in which real interest
rates fluctuated around 6%; and the third
successive year in which OECD’s volume of
imports decreased or only marginally ex-
panded. Consequently, 1982 was also a year
in which the prices of the primary commod-
ities produced by the periphery fell, and the
fifth consecutive year in which the terms of
trade deteriorated for the non-petroleum-
exporting developing countries (see table
12).

To this set of unfavourable circum-
stances was added yet another of particular
significance, i.e., the marked reduction in
absolute terms of the net flow of capital
into the periphery. This decline was es-
pecially severe in the case of the non-
petroleum-exporting countries of Latin
America, whose net receipts of capital
dropped by 35% in 1982 (see table 13).

This contraction in net capital inflows
was crucial, since if is the capital account, of

IMF, International Financial Statistics (several issues); and ECLA estimates, on the basis of official statistics.

course, which can be used as a buffer against
abrupt deteriorations of the trade balance
without bringing down the product and
income. In fact, it was thanks to these cap-
ital inflows, which in 1974-1975 acted as a
countercyclical factor, that Latin America
was able to maintain a by no means neg-
ligible economic growth rate throughout that
period, despite the severe recession which
was affecting the central economies at the
time. But in lively contrast with what
occurred during the 1974-1975 crisis, in
1982 the capital movements in question
played a procyeclical role.

This situation was linked, in turn, to the
unexpected duration of the recession in the
centre, Its prolongation, and the repeated
postponement of the first signs of recovery
beyond the looked-for date, brought about a
liquidity crisis in the industrialized econ-
omies which made itself felt in an upsurge
of demand for credit, which was no longer
due to the prevalence of inflationary ex-
pectations —since, as already shown, the rate
of inflation had decreased— but stemmed
from the need to supplement the low cash
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Table 13

FLOWS OF CAPITAL AND VOLUME OF EXPORTS OF NON-PETROLEUM—
EXPORTING DEVELOPING COUNTRIES

- Growth
Indexes (1973 = 100) rates
1974-  1980-
1974 1975 1976 1979 1980 1981 1982 1975 1983
1. Net real capital
flowsa to:
All NPEDC? 151 158 153 184 203 208 177 58 -4
Latin America 130 128 172 2001 206 224 145 28 28
2. Volume of exports of
All NPEDC? 100 99 111 139 140 141 144 -1 4
Latin America 101 101 111 146 154 174 169 1 16
3. Ratio between flows of
capital and volume
of exports (bl:2)
All NPEDC? 151 160 138 132 145 148 123 60 -7
Latin America 129 127 155 138 134 129 86 27 -38
Source: IMF , International Financial Statistics (several issues), and Annual Report 1982; and ECLA estimates.

@ Net flow of capital in current dollars deflated by the United States CPIL

Non-petroleum-exporting developing countries,

flows caused by the continuous and
unexpected reduction of sales. As this heavy
demand for credit coincided with stabi-
lization policies centering on monetary
restrictions, it generated unprecedented real
interest rates and led to declines in pro-
duction, particularly in the sectors most
sensitive to the rate of interest (such as
those producing capital goods and durable
consumer goods), and to reductions in in-
ventories,

Unfortunately, primary commodities
—which constitute the periphery’s staple ex-
ports— are among the goods in whose case
adjustment to a contraction in demand is
made mainly through a fall in prices, or else
they constitute inputs for industries that are
particularly hard hit by a recession in the
centre (for example, metal products for the
motor vehicle and construction industries),
or again their inventories are liable to be
drastically reduced when the rate of interest
rises. It is not surprising, therefore, that in

the last two years they have suffered a price
decline of 30%.

Viewed from this angle, the persistence
of deflationary policies in the centre has
especially affected the periphery’s export
prices but only partly hit domestic prices in
the centre itself. Consequently, downward
price rigidity as regards the goods produced
in the industrialized countries has aggravated
the deterioration of the periphery’s terms of
trade.

Of course, there is nothing new about
the fact that stabilization policies applied in
the central economies are more prone to
bring down the periphery’s terms of trade
than to reduce inflation in the centre. What
is new is that because of the unexpected
prolongation of the recession a liquidity
crisis occurred which kept real interest rates
exceptionally high —in contrast with what
happened in 1974-1975, when the real in-
terest rate was negative— and which aiso
made for restriction of the net flow of cap-
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ital into the periphery, a circumstance that
likewise implied a significant difference from
what had occurred during the 1974-1978
crisis and again in 1980,

Indeed, in the latter year the flow of
capital into the non-petroleum-exporting
countries of the periphery increased by over
10% and helped to neutralize the impact of
the deterioration in the terms of trade
deriving from the second petroleum crisis
and the recession in the centre. With the
persistence of this situation in 1981, the net
flow of capital again increased, although by
barely more than 2%. In 1982, on the other
hand, the net flow of capital to the non-
petroleum-exporting countries of the pe-
riphery not only failed to rise but decreased
in absolute terms (see table 13).

This decline was partly due to the high
levels of indebtedness reached by the de-
veloping countries and to the slower ex-
pansion of bank capital, and partly too to
the reluctance of the international banking
system to increase its loans to the periphery
at a time when the value of the latter’s
exports was diminishing.

The perverse irony of this change lies in
the fact that the reduction in the value of
the periphery’s exports was due not to a
contraction in their volume —which in fact
expanded— but to the very marked fall in
export prices. Thus, since the banking
system took as the index of the periphery’s
capacity of payment the current value of its
exports —and not their future value, which
would incorporate more normal terms of
trade—, capital movements tended to ag-
gravate rather than to alleviate the external
crisis.

Consequently, in the period 1980-1982
the net inflow of capital into Latin America
seriously decreased (—28%), while the
volume of the region’s exports expanded by
16% (see table 13),

Thus, in contrast to what happened in
the two-year period 1974-1975 —when the
inflow of capital increased much more than
the volume of exports, thus allowing the
periphery time fo weather the petroleum
shock and the international recession
without suffering a contraction of its own—,
after 1979 the flow of capital remained

static in relation to exports or abruptly
declined, compelling the non-petroleum-
exporting peripheral countries to reduce the
balance-of-payments deficit through the
current account rather than through the
capital account. }

As has already been shown, a large
number of the countries of the region tried
to improve their trade balance in 1982
through severe devaluations of their cur-
rencies, which helped to boost the volume
of their exports; but much of this effort
came to nothing on account of the fall in
prices. And this was so because the capacity
to absorb new imports both on the part of
the centre and on that of non-traditional
purchasers such as the petroleum-exporting
countries and the socialist countries, de-
creased or grew far more slowly during that
same year,

Consequently, given, in the first place,
the limited capacity of qhe rest of the world
to absorb the bigger volume of exports of
the periphery as a whole without its imply-
ing a fall in the export prices concerned;
given, in the second place, the increase in
debt services; and given, lastly, the pro-
cyclical character of the| net flow of capital
in 1982, the necessary adjustment on
current account had to be effected by a
reduction of the peripheral countries’ imports,
which, in turn, entailed a decline or a pro-
nounced deceleration in the growth rate of
their production. ‘

Thus the vicious circle of the liquidity
crisis was completed, The year 1982 saw a
deterioration of all thpse mechanisms of
adjustment to a recession in the centre which
do not oblige the periphery to curtail its
production, such as an expansion of the
volume of its exports [to countries other
than those of the cenﬂlre which might be
growing rapidly (as wetre the OPEC econ-
omies in the mid-1970s); a fall in internation-
al rates of interest (with the consequent
reduction of debt service payments and an
increase in commodity export volumes so as
to replace and expand’ inventories); or a
larger flow of capital into the periphery.

In these circumstances, there was
no way open but the least desired and de-

sirable form of adjustmént: a curtailment of
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production. In face of this situation, which
was sometimes aggravated yet further by the
neo-protectionist trends in the centre, it is
not surprising that in 1982 several develop-
ing countries fell into arrears in their ex-
ternal payments and that many of them
applied for renegotiation of their external
debt. For if the value of their exports de-

creases because of the recession in the centre
and if capital flows are reduced because
export values decline, then the whole of the
adjustment must be absorbed either by re-
duction of imports (largely induced by a
contraction in domestic economic activity)
and/or by the negotiation of new conditions
of payment of the external debt.

I
The problems of external indebtedness

1. The situation in 1982

As already stated, provisional estimates
suggest that the total external indebtedness
of Latin America increased by somewhat
more than 7% in 1982, thus amounting to
US$ 274 billion (see table 14). This ex-
pansion represented a marked deceleration
by comparison with the previous growth
rates, which had been well over 20% a year
since 1977,

The reduction in the rate of debt
accumulation was much more notable in the
region’s net petroleum-exporting countries
than in the petroleum-importing countries,
since in the former the rate fell from 32% in
1981 to 5% in 1982, while the ccmparable
rates in the latter case were 17% and 10%
for those two years.

This slowing-down of debt accumula-
tion in 1982 cannot of course be considered
to have been brought about on purpose. It
was undoubtedly due to the more burden-
some loan terms, the uncertainty with regard
to the exchange rate in many countries and
unfavourable changes in interest rates.
However, the decisive factor in the decelera-
tion in 1982 was the same that had helped
to create much of the dynamism of external
financing in the 1970s —the availability of
funds from international private commercial
banks.

The share of the banks in the region’s
external indebtedness has of course increased
notably: in the 1960s it was relatively in-
significant, while in the 1980s it was
over 50%, and in some countries (Argentina,

Brazil, Chile, Mexico, Venezuela) it amounted
to more than two-thirds of the total debt.

Obviously, debts with private banks
reached these proportions because of the
willingness of the banks in question to fi-
nance most of the region’s deficit on current
account from 1974 on. In actual fact, bank
loans have been available in abundance,
except during a short recession in the
mid-1970s, Recently, however, the banks
have become much more cautious about
making new commitments in general and
particularly in respect of granting loans to
the developing countries.

Many factors are responsible for this
tighter attitude on the part of the commer-
cial external credit institutions. In the first
place, the cyclical decline in the industrial
economies has weakened the bank markets
in their countries of origin, causing national
clients to meet with payments difficulties or
to go bankrupt, while at the same time in-
creasing the demand for credit; moreover,
many of the banks’ clients in developing
countries have experienced payments
problems. Other factors accounting for the
banks’ lack of interest in granting loans to
developing countries include a more general-
ized attitude of circumspection concerning
the diversification of their portfolios and
disequilibria in the relation between their
capital and their assets,

The payments problems of the develop-
ing countries with regard to the private
banks have been especially apparent in Latin
America. In 1982 there were serious
payments crises in Mexico and Argentina
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Table 14
LATIN AMERICA: GROSS EXTERNAL DEBT DISBURSED?

{End-of-year balance, in millions of dollars)

Country 1977 1978 1979 1980 1981 1982?
Latin America 107280 136 060 169186 207102 255188 274 000
Petroleum-exporting countries 47716 59 373 74 804 92496 121721 127780
Bolivia 1633 2097 2 585 2442 2851 2910
Ecuador 2153 3268 3754 4798 6823 7700
Mexico 26 583 30084 37746 50216 73737 78 000
Peru 6 260 7135 7116 7901 8502 10 100
Trinidad and Tobago 275 404 525 645 860 970
Venezuela 10812 16 385 23078 26 494 28 948 28 100
Non-petroleum-exporting countries 59 564 76 687 94382 114606 133467 146 220
Argentina 8210 11193 18 299 24 543 30794 32 100
Bahamasc 48 41 38 38 40 50
Barbados® 70 82 89 121 150 250
Brazil 32758 42 945 48 991 57262 63067 71000
Colombia 3892 4 454 5935 7 310 8229 9 600
Costa Rica 1030 1289 1690 2124 2577 2 600
Chile 4 899 6120 7491 9544 12 447 13 600
El Salvador 539 791 798 846 1010 1200
Guatemala 603 780 983 1120 1159 1350
Guyana 429 522 527 565 664 800
Haiti 158 191 226 269 321 470
Honduras 726 958 1130 1303 1426 1650
Jamaica 1220 1317 1320 1388 1558
Nicaragua 1300 1426 1 453 1 660 2173 2400
Panama® 1501 2190 2378 2701 3000 3500
Paraguay 329 503 727 919 1152 1350
Dominican Republic 862 992 1170 1548 1780 2100
Suriname 17 70 110 34 40
Uruguay 973 823 1027 1311 1880 2200

Source: ECLA, on basis of the following publications: IBRD, World Debt Tables. Exremaifublic Debt of Developing
Countries and Territories, December 1981, provisional figures; IBRD, Economic Memorandum on Suriname,
Report NO 2851, 30 May 1980; IDB: External Public Debt of the Latin American Countries, July 1981;BIS, The
Maturity Distribution of International Bank Lending, July 1978, July 1979, July 1980, July 1981 and July
1982; IMF, International Financial Statistics, vol. XXXIV, August 1981; OECD: Development Co-operation,
1977 Review, 1978 Review; OECD: Geographical Distribution of Financial Flows to Developing Countries,
Paris, 1980.

4 Including, in addition to the officially guaranteed public and private external debt, the non-guaranteed long and
short-term debt to financial institutions which provide information to the Bank for Intematiot:ial Settiements, and credits
from the International Monetary Fund. The guaranteed and non-guaranteed debt to other commercial banks is not
included, and neither are suppliers’ credits not officially guaranteed. i
Provisional ECLA estimates, based on the estimated movement of the pertinent balance-of-payments items. For this
reason, they may not coincide with the estimates presented respecting the amount of some countries’ total external debt.

€ In the case of financial centre, the non-publicly-guaranteed short-term debt to financial instituiiions is not included,

—which are among the leading bank such as Cuba and Venezuela, have an-
debtors— and also in Bolivia, Ecuador, and nounced that they will try to reschedule
Costa Rica. In addition, other countries, their next payments; and although some
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Table 15

LATIN AMERICA: EXTERNAL PUBLIC DEBT INDICATORS?

1971 1973 1975 1976 1977 1978 1979 1980 19817 1982
Thousands of millions of dollars
Disbursements? 38 79 12.2 17.1 20.8 31.3 34.1 282 436
Debt servicing 2.7 43 6.6 8.2 114 183 250 268 354
Amortization 1.8 29 3.8 4.8 7.3 12.3 16.0 138 16.9
Interest 09 14 2.8 34 4.1 6.0 9.0 13.0 18.5
Debt coefficients (percentages)
DS
EXPD 14 14 15 16 20 28 29 24 30
-DS_ 71 55 54 48 55 59 73 95 8l
DIS
M"T— 124 147 131 113 128
EXP
Totwl DBT 182 97 86 210 0
EXP 210 1 1 25
Source: Public debt: World Bank, World Debt Tables.

Total debt: table 14.

Note: DS =debt service
EXP =exports of goods and services
DIS =disbursements
DBT =debt

4 ECLA, provisional estimates.
Medium and long-term or State-guaranteed loans.

countries, including Brazil, Chile and Peru,
have declared that they will abide by their
present payment schedules, the likelihood is
that they can do so only by making a signif-
icant sacrifice in terms of their economic
growth and relying on contingency agree-
ments with IMF.

The payments difficulties of Latin
America are to some extent reflected in
table 15, which presents some indicators of
the external public debt burden in the
region. Of course, these indicators do not
accurately reflect the total amount of the
debt since, for want of sufficient statistics,
the private debt, which is considerable in
some countries, has not been inciuded. In
any case, the traditional debt servicing
coefficient, i.e., the ratio between amortiza-
tion and interest payments and export

earnings, rose from 20% in 1977 to nearly
30% in 1981; in addition, given the decrease
in the vatlue of exports shown in 1982, this
coefficient is bound to have experienced
another increase —and a substantial one— in
this latter year.

The debt servicing coefficient may,
however, be misleading inasmuch as it
suggests that the debt is paid with exports,
when in practice it is almost always paid by
incurring new debts, Accordingly, the ratio
between debt servicing and new loans may
be of use in suggesting how likely a country
or region is to suffer an indebtedness crisis.
This indicator has also deteriorated seriously
in recent years in that, as may be seen in
table 15, it climbed from 48% in 1976 to
over 80% in 1980-1981, and, furthermore,
another significant rise is predicted for 1982.
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This means that Latin America is obtaining
progressively fewer resources for investment
and accumulation of reserves per dollar it
receives on loan; in other words, the region
is trapped in a vicious circle of indebtedness
and is forced to plunge deeper and deeper
into debt just in order to stay where it is.

The third and fourth indicators of the
external debt burden -—public debt and
global debt as a percentage of exports— have
also shown a tendency to increase. Normally
these indicators would not be of much use
for the analysis, since an increase in the
coefficient would not necessarily mean that
the situation was any worse if loan re-
payment periods were also extended. How-
ever, the information available suggests that
on average repayment periods have tended to
be shorter, so that the rise in these
coefficients also points to potential external
indebfedness problems.

One last indicator of indebtedness
difficulties and of the balance-of-payments
situation in general is the large number of
countries in the region which have managed
to obtain financing from IMF (see table 16).
This. circumstance is attributable to two
factors. First, the commercial banks have
been unwilling to reschedule debts or to
grant new credit to countries with payments
difficulties unless they have previously
reached a financing agreement with IMF;
secondly, IMF may have become more
attractive as a source of credit owing to the
recent modifications in the terms of its loans
and to the expansion of its financing pro-
grammes outside the sphere of the terms in
question,

2. The origins of the problem
(a) The international recession

One of the origins of the problem is to
be found in the international recession,
which, as noted above, has been unusually
long drawn-out, In practice, the recession in
the industrial countries has reduced the
aggregate demand of the central countries
and, consequently, has brought down the
price of Latin American exports; and to
make matters worse, the developing coun-

tries have sought to offset the drop in prices
by exporting larger volumes, a move which
produces an even greater glut on the market
and lowers prices in its turn. Here again, the
countries as a whole must step up their
efforts simply to remain in statu quo. In
any case, the recession has an eroding effect
on what looks like a means of paying off
the debt (i.e.,, exports) and affects the
banks’ opinion of the solvency of countries,
to the detriment of the real source of
payment, i.e., loans granted on reasonable
terms.

(b) The high cost of credit

All the indicators suggest that the terms
on which Latin America contracts its debts
have reached a point where new loans barely
provide minimum relief from the burden of
indebtedness,

Thus figure 6 shows that interest rates
have become very positive in real terms in
the past two years, after having been neg-
ative, also in real terms, ever since the
mid-1970s. The Bank for International
Settlements, for example, has reported that in
the period March-June 1982 interest rates in
the United States were over 7%, in contrast
with the more normal real rates of 2% which
prevailed in the 1960s,

However, from the point of view of the
debtor countries, the high interest rates must
primarily be considered in relation to the
prices of the region’s exports. It can then be
seen that the real cost of credit for Latin
America increased spectacularly between
1981 and 1982, since the LIBOR rate rose
unusually high while, at the same time, there
was a sharp drop in export prices (see figure
6). This clearly shows the extent of the
deterioration in the region’s external debt-
servicing capacity due to exogenous factors.

The available data also show that the
effect of the high basic interest rates in
1982 has been even further aggravated by
the rise in the variable component of
interest on loans in Eurocurrencies to devel-
oping countries, which, in turn, reflects the
greater risk run by the banks in lending
money to the countries in question,

The negative effect of the high basic
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Table 16

LATIN AMERICA: MAIN FINANCIAL RESOURCES PROVIDED
BY THE INTERNATIONAL MONETARY FUND DURING 1982

(Millions of dollars *
Extended Fund
.Com?ensato‘r_y Stand-by arrangements Facility (3 years)
Country Fmanc‘mg Facility approved during in force in November Total
during 1982 1982 1982
Duration
Month Amount Month  (NOof Amount Month of Amount
months) approval

A. Credits approved

Barbados Oct. 14 Oct. 20 35 49
Costa Rica - - June 1981 304 304
Dominica - - Feb. 1981 9 9
El Salvador July 36 July 12 47 - 83
Guatemala - Nov b 12 21 - 21
Guyana Nov. 7 - - 7
Haiti Aug. 14 38 - 38
Honduras Nov, 26 Nov. 12 84 - 110
Jamaica Aug. 21 June 1981 525 546
Panama - April 12 33 - 33
Peru June 220 - June 1982 715 935
Dominican

Republic may 20 : ) >2%¢
Uruguay Aug, 61 - - 61

B. Credits applied ford

Argentina 2 100¢
Bolivia
Brazil 5 500¢
Chile 850e
Ecuador 60
Mexico 3 840--4 450e
Uruguay 400

Source: Part A: International Monetary Fund, IMF Bulletin, several issues.
Part B: ECLA, on the basis of data provided by its Information Service.

Note: Compensatory Financing Facility: by means of this facility, IMF provides immediate financing to countries whose
balance of payments has deteriorated as a result of declines in the prices of their staple export products.
Stand-by arrangements: under these arrangements, IMF supports government economic adjustment programmes
during a period of 1 to 2 years.
Extended Fund Facility: this is an agreement under which IMF provides assistance to member countries which
have to make structural adjustments in their economies in order to attain a viable balance-of-payments position
over the medium term. This agreement is implemented over a period of three years.

@ IMF grants financing in Special Drawing Rights (SDR). In this table SDR are expressed in texms of United States
dollars (1 SDR =1.1 dollars).

b November 1981.

¢ Including financing granted by IMF under the Buffer Stock Financing Facility.

d Provisional information.

€ In the final stage of approval.
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Figure 6

EVOLUTION OF LONDON INTERBANK OFFER
RATES (LIBOR), NOMINAL AND REAL
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Source: LIBOR, Morgan Guaranty Trust Co., World Financial Markets (scveral issues);
Consumer Prices: IMF, International Financial Statistics, Yearbook, 1981 and

December 1982,
Unit value of exports: ECLA, on the basis of official data.

@ Nominal LIBOR for 6 months, deflated by industrialized countries’ consumer prices.
bNominal LIBOR for 6 months, deflated by the unit value of Latin America’s exports.

¢ Up to September,
dProvisional estimates.



40

CEPAL REVIEW No., 19 / April 1983

interest rates is, moreover, two-fold in that
they increase not only the cost of new loans
but also that of loans previously contracted
at variable interest, which have increased
notably in Latin America since the beginning
of the 1970s.

The recent interest-rate trends have
thus given rise t0 a new phenomenon —that
of interest rates being a debt burden in
themselves. Thus, it is estimated that in
1982 interest payments amounted to the
equivalent of about 50% of export earnings
in Argentina, Brazil and Chile, while the
corresponding figure for Mexico was 44%.

The second cause of the increase in the
cost of indebtedness has to do with the
evolution of the average time in which the
loans mature. Even in the absence of
complete data on debt repayment periods
for 1982, it seems likely, to judge by trends
in the preceding year, that they were
shorter, thus accelerating debt setvicing
payments and putting pressure on the
countries’ capacity to pay.

It is inferesting to observe that Brazil
has opted for longer payment periods at the
cost of accepting much bigger margins of
interest. Because of this, its interest pay-
ments have increased to such an extent that
they have given rise to balance-of-payments
problems. Mexico, on the other hand, has
accepted shorter payment periods but
smaller margins of interest in recent years;
consequently, the main feature of its indebt-
edness crisis has been the maturing of a large
number of loans within very short spaces of
time. Thus, both Brazil and Mexico have
experienced severe debt-servicing difficulties,
although the pressure point has been dif-
ferent in each case.

The fact of having contracted short-
term debts is usually symptomatic of payments
difficulties: debtors need new loans
in order to serve their debt, while the enti-
ties granting the credits, in consideration of
the greater risks involved, are unwilling to
grant long-term loans. This increases short-
term lending and means that there is a
greater accumulation of debts which have
fallen due.

Even though it is still difficult to
obtain accurate data concerning short-term

indebtedness, provisional estimates suggest
that it amounted to 30% of Latin America’s
total debt in 1981, a figure which probably
rose in 1982,

The increase in short-term indebtedness,
combined with the shorter maturities of
medium-term instruments, means that it is
necessary to refinance progressively larger
proportions of the debt each year, Thus, it
was estimated that in 1982 Mexico, Argen-
tina and Colombia would amortize close to
50% of their indebtedness with commercial
banks, while the comparable figure for Peru
and Venezuela was 60%, As for Brazil, its
explicit policy of extending the payment
periods meant that in 1982 it had to amor-
tize only 35% of its bank debt. However, as
has already been stated, the burden in terms
of interest payments has already reached
serious proportions. In addition, the tradition-
al rescheduling of amortization payments
would scarcely relieve the country in these
circumstances. Moreover, the greater the
share of the debt to be paid to the banks,
the greater their risk, which makes it even
more difficult to obtain new loans on rea-
sonable terms,

(c) Development strategy based on indebt-
edness

During the 1970s, Latin America opted
for a development strategy based on indebt-
edness.

For a number of years the result was
positive. Although from 1974 on the expan-
sion of the world economy was feeble, the
economic growth of Latin America was rela-
tively brisk and considerably greater than
that of the OECD economies. In addition,
this strategy seemed eminently reasonable
since indebtedness was ‘cheap’, with very
low or negative real interest rates, lengthy
payment periods and servicing payable in
dollars, whose real value was being eroded.

However, those who argued in favour
of rapid entry into international capital
markets and the concomitant strategy of
growth based on indebtedness may have
underestimated the real cost of credit;
during the period nominal costs did not
reflect the implicit risks of debt-servicing
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problems should a conflict arise between the
increase in liabilities with commercial banks
and the limits set by those institutions in
respect of their commitments. These implicit
risks obviously became greater owing to the
fact that the structural problems of the
OECD countries caused their economic
growth rates to fall during the 1970s (by
comparison with those recorded in the
preceding decade), which meant that Latin
America had to contract even more debts in
order to maintain its high growth rates at a
time when general economic conditions were
not propitious for creating the capacity to
cope with the accumulation of the bank

debt.
From another point of view, the infla-

tion unleashed in the mid-1970s was unex-
pected, so that the low real cost of loans
was a temporary and artificial phenomenon;
once the creditors’ expectations became
more realistic, the cost of credit more than
recovered.

Another factor related to the strategy
of growth based on indebtedness was that
some countries obviously obtained more
credit than they could use productively, i.e.,
external loans took the place of domestic
saving and facilitated an increase in con-
sumption, speculation and the purchase of
weapons,

Although much of this state of affairs
may be attributed to erronecus indebtedness
strategies, there can be no doubt that the
structure of the international banking mar-
ket also helped to create the problem. In the
initial phase of the loan cycle, the banks
granted a large number of loans, with the
aim of rapidly investing their surplus on
account of competition and excess liquidity.
However, there was often some asymmetry
between what the banks were able to loan

and the capacity of the countries to absorb
the funds obtained efficiently. Thus, the
combination of low interest rates, the pres-
tige gained by attracting international credit
and the ease of obtaining bank loans when
a large dollar reserve existed persuaded some
countries to borrow more than their possi-
bilities for investment warranted and to
postpone the making of internal adjust-
ments.

(d) The weaknesses of the international
financial system

In 1974 the international banking sys-
tem became, de facto, a kind of central
bank for the world economy.

However, it was not in a position to
perform this function and, at best, was able
to assume it only for a very short time. Its
operation was relatively satisfactory between
1974 and 1975, when its net initial commit-
ments with the developing countries were
still very low; today, on the other hand, in
view of the high level of its commitments in
the Third World, considerations attaching to
loan risks and the need for banks to obtain
profits stand in the way of efficient
recirculation of liquidity.

Moreover, in practice the banks do
much to accentuate the, cyclical movements
of economic activities at both the national
and the international |level. In addition,
although in the 1970s those cycles were not
closely synchronized in the Third World,
they are so now, owing not only to the
prolonged OECD recession but also, and
largely, to the lack of interest shown by the
banks in granting new loans, the latter being
a factor which, as has been seen, was at one
time decisive in stimulating the economic
growth of the region.

IV
Summary and conclusions

1. The disquieting and confused
international scene

As has already been pointed out, in the

period 1980-1981 the international economy
suffered from the greaﬁest depression since
the 1930s. Unlike past recessions, the
present one has distinctive traits which dif-
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ferentiate it clearly from anything else in
post-war experience. In the first place, it is a
widespread crisis which affects all the coun-
tries in the world, whether capitalist or
socialist, developed or developing. Secondly,
it has lasted longer, and has proved recalci-
trant to traditional therapy, which for a long
time encouraged the supposition that appro-
priate and definitive remedies had at last
been found to avoid, or at least to soften,
the downturns in the economic cycle.

The diagnosticians of the causes of the
recession differ considerably, ranging from
those who base their thinking on theories of
long-term cycles and announce the advent of
a new trough of long duration, to those who
lay the blame on the differences between the
large centres in respect of the growth rate of
productivity or on the inflationary upheavals
in the key economies of the industrial
world. In any case the general tone is one of
great confusion as to how to interpret the
existing problems and of mounting insecu-
rity as to the future.

The dominant traits of this profound
recession in the industrialized economies are
very familiar. In the OECD. countries the
product remains stagnant or goeson failing;
the extensive unemployment which already
affects close to 32 million people persists,
and there is not the faintest sign of its
decreasing significantly in the medium term;
idleness of installed capacity has increased,
providing a disincentive for new investment;
profits are exceptionally low, while bank-
ruptcies of enterprises are on the rise. As a
corollary of all this, international trade de-
clined in the 1981-1982 biennium for the
first time since 1958. In addition, the fluctu-
ations in the main currencies have added a
new factor of instability and are responsible
for abrupt changes in international com-
petitiveness among the various central coun-
tries and between them and the developing
economies.

In addition, the recession in the centres
has spread to the entire periphery, as it was
bound to do, in consequence of the action
of three factors: the negative terms of trade,
the high real interest rates and the sudden
decline in the availability of new financial
resources. The terms of trade have deterio-

rated mainly because of the drop in demand
for commodities in the industrial centres,
while the real interest rates, which are still
at their highest level in 50 years, are attrib-
utable to the stabilization programmes which
have promoted restrictive monetary policies
at a time of substantial and persistent fiscal
deficits and abrupt maladjustments in the
exchange rates of the currencies of the leading
industrial countries. As for new credit, it has
grown much harder to come by as a conse-
quence of the decision on the part of the
private international banks not to grant new
loans, of the high levels of indebtedness of
the Third World countries and of their
precarious balance-of-payments positions.
Recently this situation has been compound-
ed by the deterioration in the quality of the
bank portfolios of both national and interna-
tional entities.

Meanwhile, even when forecasts predict
that good progress will be made in the
control of inflation and the reduction of the
nominal interest rates, they are especially
cautious with regard to the possibilities of
reactivating the economic sector to a signif-
icant degree in the short run. In particular,
stress is laid on the asymmetry in the possi-
bilities and rates of recovery in the different
centres and doubts are expressed as to the
time it would take for this recovery to have
an appreciable impact on the prices of raw
materiais or on the flow of capital towards
the developing economies (two key factors
in the solution of the immediate problems of
the periphery).

For this reason, and also in considera-
tion of the high level of indebtedness of the
majority of the Latin American countries, it
seems wise to be prepared for a time of
difficulties which can be got round only by
strengthening international and regional co-
operation and by implementing domestic
adjustment programmes in each country in
the region.

2. A regional economy in crisis

As indicated above, in 1982 the Latin Amer-
ican economy became very much weaker
and suffered its worst crisis in the past 50
years, This crisis can certainly not be dissoci-
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ated from the profound repercussions of the
international cycle which had some impact
on all the countries of the region. Commen-
surately with the extent to which domestic
policies have been mistaken in recent years,
especially policies relating to the attraction
and use of external credit and exchange,
fiscal, monetary and balance-of-payments
policies, these international repercussions
have also shaken the countries in varying
degrees.

For these reasons, the regional gross
domestic product fell by nearly 1%, and the
per capita product decreased in all the coun-
trics of the region, while inflation markedly
accelerated. In the external sector, the
deficit on current account amounted to
US$ 33 billion, and the balance of payments
closed with a negative balance of nearly 14
billion. These results were produced in spite
of the fact that the trade balance closed
with a surplus of about US$ 6 billion, by
virtue of a painful reduction in imports, At
the same time, there have been numerous
cases of devaluation and international re-
serves declined in the majority of the coun-
tries of the region.

As we have already indicated, during
1982 Latin America was very hard hit by
the action of external factors. Real interest
rates, measured by the prices of the region’s
exports, reached an unprecedented level of
close to 25%. In addition to these unfa-
vourable factors, there was a contraction in
the net inflow of capital, which accentuated
the effects of the cyclical drop in exports
and the deterioration in the terms of trade.

These phenomena have in turn had
severe social repercussions. Thus, in the
majority of the countries, the fall in real
wages has been compounded by a sharp
increase in unemployment. Moreover, the
contraction in external and domestic
demand and the high interest rates —both
national and international- have had a
marked impact on the economy at enterprise
level, increasing the number of bankruptcies
and, more recently, also making inroads
into the economy of the banking institu-
tions.

3. Trade problems

Among the root causes of the difficulties
now faced by both the world economy and
the economy of Latin America are the prob-
lems of international trade, upon whose
evolution a lasting and stable solution to the
present recession will largely depend. In
recent years not only has there been a sharp
decline in the region’s export earnings as a
result of the drop in the terms of trade, but
the protectionist trends which affect both
the manufactures and the commodities
exported by Latin America have intensified.

The protectionism prevailing in the
developed countries, which began to mani-
fest itself in new and concrete ways in the
past decade, has not only been directly re-
sponsible for limiting the expansion and
diversification of the exports of the develop-
ing countries but, owing to the increasingly
broad application of protectionist measures,
has also brought the principles and standards
which sustain international trade into serious
conflict with the practical realities by which
that trade is governed. Thus, trade under
multilateral agreements is decreasing steadily,
and that carried out under bilateral agree-
ments contracted outside the multilateral
agreements or simply on the basis of unilat-
eral decisions taken by the importing
countries without regard for international
regulations is increasing. As is easily under-
standable, therefore, the uncertainty to which
this situation gives rise is in itself an impor-
tant limiting factor for ithe normal develop-
ment of international itrade relations and,

‘especially, for the resolution of the present

problems with regard to the recession.

With good reason, the recent meeting
of GATT, which for the first time in nine
yvears was held at the ministerial level and
was attended by representatives of nearly
100 countries from all parts of the world,
gave rise to hopes that, at the highest level
and in accordance wit]} the gravity of the
world economic situation, ways would be
found to open the gates of international
trade and to effect a substantial improve-
ment in the prevailing trade system.
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Unfortunately, these hopes were not
realized. It was not possible to reach con-
crete agreements which would assure the
developing countries that in the future the
commitments made in their favour would be
respected and that the practices of condi-
tional application of the most-favoured-
nation clause, discrimination, selectivity,
unilateral compensatory measures, ‘con-
trolled trade’ and graduation would be pro-
gressively eliminated from international
trade.

It is also important to point out that at
the Ministerial Meeting it was agreed to initi-
ate studies in the services field, which has
vast ramifications and is of special impor-
tance for the development strategies of the
developing countries, As specified in the
relevant decision, the developing countries
and competent international organizations
must be alert and attentive to the studies
recommended, with a view to acquiring de-
tailed knowledge of the situation with regard
to the extensive and complex activities
which come under the heading of services,
so as to be able to adopt informed positions
and ward off negative impacts on their
balance of payments or on the autonomy of
their national development.

4. The imperative need for global
solutions

To the extent that all countries feel the
effects of the international recession, espe-
cially those which, like the Latin American
countries, have in recent years been more
open to international trade and financial
currents, the problem ceases to be an indi-
vidual or regional one and becomes a global
problem, which also requires global solu-
tions.

The indicators referred to in this review
of the regional economies show that the
Latin American countries are already en-
gaged in painful processes of internal ad-
justment. To ensure that these adjustments
do not reach dangerous limits of social and
political tolerance, with additional negative
effects on the rest of the economy and on
international finances, appropriate economic
policies on the part of the big centres are

needed, as well as an imaginative policy of
international co-operation in keeping with
the deep-seated and widespread character of
the problems.

In this connection, it is appropriate to
point out that some of the recent reactions
of the monetary authorities of the industrial-
ized countries to the payments crises of the
developing economies seem to indicate that
they are becoming better aware of the need
to act promptly and with flexibility and
imagination, especially in matters relating to
finance and payments., In contrast, however,
as has just been remarked, there has been no
similar reaction in the commercial field.

In the following paragraphs, in our
interpretation of what in our view are the
most urgent needs of the countries of the
region, we shall make some observations of a
general nature on a few of the global mea-
sures which would be desirable in the field of
international co-operation as means for coping
adequately with the present emergencies,
particularly in the fields of finance and
trade.

(a) International reactivation

A policy for adjusting international
imbalances based on the principle that alt
countrics must reduce their imports and
expand their exports does not appear to be
realistic. It would in fact make sense only in
so far as some countries were to initiate a
reactivation policy which would make it
possible to absorb the greater volume of
exports of the other countries. Obviously
the ability to do this rests first and foremost
with the industrial countries. It is for that
reason that a recovery of the OECD coun-
tries would provide the relief needed for the
countries with liquidity problems and would
by the same token facilitate the evolution of
those countries with structural difficulties in
their external payments.

In the present circumstances it is of prima-
ry importance for the big centres to come up
with concrete policies for reactivating their
economies without it running into new infla-
tionary excesses. In might be argued in this
respect that single-minded, unswerving pur-
suit of the objective of avoiding inflation
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might aggravate the trends towards recession
and unemployment, which would constitute
a serious threat to the political and financial
stability of the world system. Moreover, the
lesson learned from the Great Depression
was that if deflation, as a measure taken
prior to the reactivation of the economies, is
prolonged in time, it can give rise {0 uncon-
trollable cumulative effects which resist indi-
rect incentives, Thus, the greater advances
made in reducing the inflation might be
fully outweighed by the social and political
costs of a depression on a national and inter-
national scale,

(b) Substantially increased mobilization of
new financial resources

The fact that many countries of the
region find it necessary to devote an exces-
sively high percentage of their exports to
servicing their debt clearly shows that they will
not be able to repay the principal and will
even have serious difficulties in making the
interest payments so long as the international
prices of exportable commodities remain low
and high real interest rates persist. It follows
that in order to overcome this problem there
is need for international co-operation (on
the part of both public and private sources)
of a magnitude in keeping with present cir-
cumstances,

Ever since the middle of the past
decade, of course, private banks have been
acting as the main agents in the extensive
recycling of funds which was necessary in
order to cope with the balance-of-payments
disequilibria resulting from the increase in
the prices of fuels. In present circumstances,
however, private banking cannot serve effec-
tively as the moneylender of last resort.
Considerations both of risk and of profit-
ability wusually turn the banks into ‘pro-
cyclical agents’, rendered incapable of han-
dling the problems of the developing coun-
tries on their own. Hence an increase in
public financial resources would seem to be
essential.

In this connection, the measures aimed
at extending the present operational facilities
of the International Monetary Fund (by
increasing the ordinary quotas or by ex-

tending the terms of the General Arrange-
ments to Borrow) or providing it with the
proposed new resources (an emergency fund
and a fund in support of interest payments)
take on particular urgency. Nor should
consideration fail to be given to the idea of
ad hoc creation of Special Drawing Rights,
as a way of independently creating liquidity
on the part of IMF for the purpose of
coping with the drop in international lig-
uidity and channelling new resources to alle-
viate a payments situation as tight as the
present one, )

This is why it is of particular impor-
tance to think, as was recently advocated by
some international monetary authorities, of
convening a large-scale international confer-
ence to update the principles underlying the
system of international economic relations
established at the Bretton Woods Conference
and to lay the foundations for a new inter-
national trade and finance organization.

Not only is it necessary to lay claim to
greater international resources to provide
emergency support for countries with lig-
uidity problems, but also the flow of long-
term public capital to the developing coun-
tries should be activated in a markedly anti-
cyclical direction. Latin America has been
repeatedly criticisihg the error of dras-
tically reducing the flow of public funds
from the World Bank or IDB to the region
on grounds that it has attracted a large
volume of private capital in recent years.
Experience shows that this reasoning has not
held good for long and that today more
than ever the region needs additional long-
term resources, precisely to compensate for
the sharp cutbacks in ‘external private re-
sources and the decline in foreign invest-
ment.

Moreover, it would be particularly
inappropriate for the private banks, in the
wake of the broad financial permissiveness
which prevailed in the second half of the
past decade, to initiat¢e a very restrictive
policy. In this connection, the cautionary
observations made by the Managing Director
of IMF to the private banking sector at the
Toronto meeting, when| he asked it to be
prudent with regard to possible cutbacks in
the resources loaned to developing regions,
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seem to us to have been particularly rele-
vant. The policy that IMF agreements should
be accompanied by private bank support is
indispensable, not only for the viability of
the adjustment programmes but also in the
interests of the private system itself,

It should be pointed out that in spite
of the fact that a significant percentage of
the debts contracted with international
banks had no public guarantee, many gov-
ernments readily agreed to recognize the
responsibility of the State in the fulfilment
of the external commitments of the private
sector. If account is also taken of the heavy
profits obtained by the banks on their loans
to developing countries in recent years and
it is borne in mind that in their past experi-
ence, international private banks have
suffered only minor losses in recovering their
portfolios in the region, these institutions
might well be expected to take up positive
attitudes towards supporting the programmes
designed to channel new resources to the Latin
American countries in the present conjuncture.

(¢) International machinery for re-
scheduling the debt

It also seems obvious to us that in the
present circumstances some international
arrangements should be provided for sup-
plying organic and systematic relief to the
developing countries in their debt servicing.
The key to these arrangements is that they
must be tied to development criteria and not
just to repayment criteria.

In so far as these agreements involve
extensions to the payment of the principal
and new credits to cope with the payment
of interest, they do not necessarily imply a
loss for the banks, and in many cases would
only mean that practices agreed to by the
banks in their own national markets would
be reproduced at the international level.

These arrangements are being provided
for under the system of special agreements
with international institutions such as the
International Monetary Fund and the World
Bank. Thus, the problem of the terms under
which such agreements are entered into and
the need for adapting the traditional criteria
in that respect to the magnitude and general

prevalence of the world recession once again
comes to the fore. In this connection, it
should be borne in mind that traditional
adjustments on the expenditure side, devalu-
ations, reduction of fiscal deficits and liber-
alization of prices and interest rates, etc.,
have seldom met with success, since, in
addition to the fact that some of the theo-
retical assumptions on which they are based
are weak, their practical application has
come up against economic and social
obstacles which are not always easily sur-
mounted.

It is for this reason that in the midst of
a world recession, in which the large majori-
ty of the developing countries are experi-
encing serious pressures in their domestic
sectors, these adjustment policies should
take into account the severity and general
prevalence of the difficulties of the moment
by trying to bring structural adjustments in
the balance of payments and the gradual
reduction of inflationary pressures into line
with the maintenance of adequate rates of
development.

(d) Trade reform

The stagnation of international trade
and the deterioration of the body of rules
and principles which should govern the inter-
national trade system represent great chal-
lenges to the developing countries and to
their export expansion and diversification
policies, and place serious limitations on the
efforts to solve the region’s payment prob-
lems. In connection with those problems,
the loss of dynamism and the openness of
world markets in the past decade is a fact of
major significance which should be duly
considered in the short- and even the
medium-term development strategies of the
Latin American countries.

As we have repeatedly remarked, the
problems of the past have been greatly
aggravated in recent years by the burden of
servicing Latin America’s external debt,
which eats up an increasingly large share of
the income realized from exports. To
embark on a solution to these problems
there must be an improvement in trade, in
which context importance again attaches to
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such matters as the free access of Latin
American manufactures to the markets of
the developed countries, higher and more
stable commodity prices and a greater degree
of processing of primary commodities in the
producer countries. The Latin American and
other developing countries must pursue their
efforts to negotiate these questions satisfac-
torily with the industrialized centres.

In the short term, the developing coun-
tries, and those of Latin America in particu-
lar, are faced with an imperative need to
organize their bargaining capacity in such a
way as to keep the protectionist tendencies
of the industrialized countries from making
headway and embark on an effort to secure
their elimination. Moreover, they must
ensure that the steady deterioration in the
standards laid down in the international
trade system is halted, since it is harmful to
the developing countries, and they must join
forces with a view to moving ahead to a
more efficient and equitable world trade
system.

The next session of the United Nations
Conference on Trade and Development
(UNCTAD VI) will provide the international
community with a significant opportunity to
muster the consensus needed as a point of
departure in surmounting the obstacles in
the way of the international trade system.
Now is the time to define important issues
in this regard, since in April of the current
year it will be necessary to begin negotia-
tions for the establishment of a global sys-
tem of trade preferences among developing
countries, which, in accordance with the
guidelines already adopted by the Group of
77, should lead to the creation of a real
economic system for the developing coun-
tries. The establishment of this system will
be a new venture, opening up vast prospects
for the future of the developing countries in
the concert of international economic rela-
tions.

Furthermore, these obstacles highlight
the need for co-operation among the devel-
oping countries and, in particular, inter-Latin
American co-operation and integration, a
matter to which reference is made below,

5. Domestic policy options and the role
of regional co-operation

(@} The margin for manoeuvre and the
basic orientations of domestic policy

The foregoing comments have made
manifest the depth of the external upheavals
which are affecting the region and the conse-
quent need to introduce changes into the
environment in question —a responsibility
which is primarily incumbent upon the
cenfral economies and the basic institutions
of the world system.

The predominant importance of these
factors, however, by no means implies that
Latin America is completely subject to their
influence and can therefore do nothing on
its own account to counteract them. On the
contrary, we believe that much can and
must be done in this direction; not only to
‘manage’ the crisis but also to palliate it
and to create conditions which will contrib-
ute to the recovery of the Latin American
gconomies.

The present author dwelt on this
subject at some length last year, drawing
attention to two circumstances which are of
vital importance,

In the first place, the history of the
Great Depression of the 1930s —over and
above irrelevant analogifs— bears witness to
the fact that many countries were able to
react energetically to its traumatic effects
and to discover appropriate means and
policies whereby to give impetus to a recov-
ery that in certain cases kNas actually steadier
and more significant than that achieved in
some of the industrialized countries.

Secondly, it will Bot come amiss to
repeat that the region naw facing the present
crucial situation has undergone substantial
changes in the past half century, which have
implied the expansion and diversification of
its structures of production, the improve-
ment of the technical calibre of its profes-
sional élite, both in the public and in the
private sector, and the establishment of
institutional machinery of considerable
power and efficacy. In 4 word — to repeat a
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conception that may still be considered valid
and pertinent— there has been an increase in
our countries’ ‘capacity for defence’ against
external contingencies.

But these remarks should not be inter-
preted as an exercise in ritual optimism.
Even if the foregoing propositions are
upheld with full conviction, it is impossible
to overlook the fact that in the scenario of
today new and singularly complex situations
can be distinguished. Cases in point are
those already referred to in connection with
the external debt, and those discernible
because of the greater dependence of inter-
nal dynamism on the available supply of
imports. And to these are added others, no
less specific and original in relation to past
scenarios, such as the disruptions of the
production apparatus that have been caused
by mistaken policies in some countries, and,
above all, the encumbrance of a generalized
inflationary pressure which indubitably
militates against the possibilities of any reac-
tivation programme.

In view of the diversity of national
situations in these and other respects, it is
too hazardous to make any attempt to
sketch out positive and universally mean-
ingful guidelines, Nevertheless, there are
some courses of action which —in different
versions— are taking shape in the region.

The first seems to be the decision in
favour of an explicit reactivation policy,
founded on two cornerstones. One of these is
encouragement of production for the home
and regional markets, combined with reso-
lute export promotion to supplement this
effort and help to maintain the level of
imports as far as is viable., The other is the
adoption of all the necessary and possible
provisions to ensure that these endeavours
are not frustrated by upsurges of inflation.
A third requisite is that overall strategy
should concede top priority to the relief and
resolution of the serious social problems, in
particular the scourge of unemployment.

Each and all of these lines of action
present formidable challenges, but this does
not lessen the supreme importance of estab-
lishing a basic frame of reference for the
policies of defence and reaction to be
adopted.

(b) The revitalization of regional co-opera-
tion

Furthermore, in the present circum-
stances it is imperatively necessary to take a
fresh and imaginative look at the possibilities
of regional co-operation. The opportunities
afforded by a regional market of a million
million dollars, the steady expansion of
intra-regional trade during the last few years,
the manifold institutional channels existing,
and all the methods of informal co-operation
explored in the recent past, offer grounds on
which to base a concentrated effort in that
direction,

The first step should be the urgent
adoption of measures designed to stop the
deterioration of the region’s current terms of
trade. Acute balance-of-payments difficulties
often give rise to the danger of raising inter-
nal barriers to regional trade. But it is
indispensable that medium- and long-term
considerations and interests should prevail
over any immediate temptation. Defence of
regional trade is, in our view, a sine qua non
in present circumstances.

Secondly, attention should be turned to
the possibility of expanding regiomal trade
on the basis of the idle capacity which is on
the increase in the region, particularly in
industry. This might be achieved through
government agreements concluded with the
active participation of the private sector,
which knows and has access to flexible and
varied channels of interconnection.

In this context, it becomes especially
important to consider innovative and flexible
financial machinery to facilitate the mobili-
zation of the real resources that are lying
idle in the region. On other occasions
mention has been made of the need to forge
ahead with the study of reciprocal balance
and credit compensation facilities and with
the analysis of mechanisms conducive to the
creation of a financial safety net for the
region, and today it seems desirable to lay
further stress on the importance which in
the writer’s view attaches to these measures,

Furthermore, the member countries of
the Asociacibn Latinoamericana de Integra-
cibn (ALADI) (Latin American Integration
Association, ex-ALALC) must in the near
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future apply a margin of preference in re-
spect of their reciprocal trade, Maximum
efforts should be made to ensure that this
margin is really meaningful, for it must not be
forgotten that the present conjuncture and
future prospects call for more intensive and
efficacious utilization of the regional market,
and likewise that the eleven member countries
have been trying for two decades to construct a
preferential trade area. In addition, considera-
tion should be given to the possibility that this
preference might be applicable to all the
countries of the region. Such a measure would
undoubtedly constitute a major incentive
not only to the expansion and diversification
of reciprocal trade, but also to regional
co-operation in every guise,

But the need to reassess the intrinsic
merits of regional co-operation and integra-
tion is not confined to the field of trade.
There are many arcas and activities in the
region to which a collective and concerted
approach has been and can be adopted. In
this connection, new and creative patterns of
co-operation can be promoted through the

SELA Action Committees and the mecha-
nisms of partial or multilateral scope for
which provision is made in the 1980
Montevideo Treaty by which ALADI was
created. The vulnerability of the region
which has been evidenced in this crisis of
the world economy has led the Latin Amer-
ican countries to reach agreement, within
the framework of SELA, on a regional
economic safety device, The steps recently
taken to study the specific measures that
would set it in motion are deserving of
special support and attention. A regional
economic safety net should comprise specific
action in the areas of financing and pay-
ments, food and agriculture, energy and
trade.

Final considerations

A review of the economic evolution of the
region in 1982 and the recent trends in the
world economy suggests two considerations.

The first is the conviction that to
surmount the present crisis a new vision of

the future will be required and a new system
of international economic relations which
will be responsive to the radical economic
changes occurring in the world scenario, and
which, besides making it possible to cope
with the present emergency, will formulate
new trade and monetary rules to facilitate
the sustained growth of the world economy.
Because of the indissoluble linkage between
the region’s current problems and global
solutions, it is imperative that Latin America
should bring the nature of its problems
before the appropriate forums and should
express coherent views on the global solu-
tions to which the whole world must feel
itself committed.

The second reflection relates to the
medium-term view of our problems, In this
terrain, it seems worth while to recall that
the region faces problems of liquidity, but
not of insolvency. The dynamism shown by
the Latin American economy in the past
decade, the transformation and diversifica-
tion of its production capacity and the
abundance of its human and natural re-
sources leave no room for stultifying
pessimism, Rather must it be considered that
alongside their costs, crises always open up
oportunities for making structural adjust-
ments and devising growth strategies which,
thanks to the lessons of past experience, aim
at achieving an economic and social develop-
ment consonant with the expectations that
the region may legitimately hope to see
fulfilled.

Lastly, as always ECLA will shoulder
its full share of responsibility as regards
contributing to the study and solution of
the serious problems bksetting the region
today. To this end —and in pursuit of a
practice which has borgje valuable fruit at
other crucial junctures |in the past— the
ECLA Secretariat has decided to convene a
select group of Latin American personalities
with a view to learning their views and
proposals on the subject under discussion,
which will have an enlightening influence on
the institution’s activities and will be of
help in discovering the solutions for which
our countries are clamouring today,
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This article is a summary of the document submitted
by the ECLA Secretariat to the Committee of High-
Level Government Experts (CEGAN) at the latter’s
meeting in New York in December 1982. ks main aim
is to outline the nature and causes of the crisis through
which the region is passing and to suggest some lines
of action which could be followed in order to tackle
the problem at both the domestic and external levels.

Part 1 of the article considers the instability of the
economic process, the sharp decline in the growth
rate, the main economic problems, and the social
tensions which the heightening of the latter is causing.
Part I sets forth the main relationships between
external factors and national economic processes, both
from a global viewpoint and through analysis of the
specific cases of Brazil, Costa Rica, Mexico and Peru.
Finally, Part II contains reflections on Latin
America’s future prospects and the main lines of
action which could be followed in the light of the
goals and objectives established in the Regional
Programme of Action.

In order to shed more light on these prospects, the
article presents two preliminary exercises which give
an idea of the effects that would be produced on the
main domestic and external macroeconomic indicators
by a recovery in the economic growth rate, these two
exercises being differentiated by their respectively
more and less optimistic assumptions regarding the
economic progress of the developed countries and
world trade. Whatever the possible growth hypothesis
adopted, however, there seems no doubt that regional
co-operation and integration must play an important
role in the years to come, and the article therefore
concludes with a rapid examination of the priority
areas in which such efforts should be made.

|
The slackening of economic
growth and the intensification
of social problems

A. THE ECONOMIC PROCESS:
ITS INSTABILITY AND THE
SHARP DECLINE IN THE
RATE OF GROWTH

The International Development Strategy
(IDS) approved by the General Assembly of
the United Nations and the Regional
Programme of Action adopted by ECLA at
its nineteenth session within the framework
of that strategy were designed to provide
guidelines for the action that should be
taken at the national, regional and inter-
national levels in order to promote during
the 1980s the development of the peripheral
countries in general and of Latin America in
particular. The implementation of the IDS
depended upon concerted action in the in-
ternational, regional and national fields con-
ducive to the adoption of decisions intended
to eliminate or mitigate structural situations
in the world economy —particularly in the in-
dustrial countries— which represent obstacles
to the practical application of the Strategy.
Unfortunately, the developments that took
place and spread as a result of the world
economic crisis generated new political and
economic situations which drove events along
a course essentially different from the basic
premises and guiding principles propounded by
the IDS an ECLA’s Regional Programme of
Action,

No progresss whatever has been made
in concerting the global negotiations that
had been envisaged for the structuring of a
new international economic order, and the
first years of the present decade so far
display in the international sphere a
panorama of profound economic recession,
with high indexes of unemployment and
inflation, while at the regional level, in our
own counfries, there has been a severe dete-
rioration in economic and social conditions,
Considering the region as a whole, it can be
seen that in 1981 the per capita domestic
product failed to maintain its 1980 levels,



52

CEPAL REVIEW No, 19 / April 1983

real per capita income has declined, and the
1982 results are even more unfavourable.

International events and this deteriora-
tion of economic and social conditions are
helping to propagate a dangerous climate of
instability and confusion in the context of
which substantial changes in national policies
are often brought about in many countries,
in an endeavour to control almost un-
manageable situations,

These processes have indubitably been
influenced by factors of different kinds,
both internal and external, which differ
from one country to another. Among the
former may be mentioned policies of greater
or lesser openness; the scale and terms of
the use of external financial resources; the
protection or non-protection of national
economic activities; the placing of emphasis
on certain economic and political objectives
to the detriment of others of a socio-
economic character which are of special
significance; the modus operandi and degree
of efficacy in the administration of reserves
and of the external debt; and over-estima-
tion of the soundness of specific policies in
the light of experiences which were appar-
ently satisfactory over the short term, but
were really —at least in part— the result of
the favourable evolution of other factors.
Generally speaking, it seems that in many
cases the domestic policies adopted were
based on a diagnosis of the situation and an
evaluation of international trends which with
the passage of time became more and more
widely divorced from reality.

Obviously, however, it has been the
changes and unfavourable trends in external
variables stemming from the policies pursued
and the stagnation and inflation faced by
the industrial countries, as well as from the
world economic recession, that have made
for a severe restriction of the economic
growth of the great majority of the coun-
tries of the region and for an atmosphere of
uncertainty as regards their subsequent
development, The factors in question can be
controlled by the developing countries only
in part and in certain respects, and their
influence determines a high degree of
economic and technological dependence
upon the industrial countries.

Many Latin American countries
contracted debts on the assumption that the
crisis in the developed world was basically of
a conjunctural nature, During the second
half of the 1970s they managed, by means
of borrowing and a rapid expansion of
exports, to maintain what seemed —in the
prevailing world economic circumstances— to
be a relatively high rate of economic growth,
until the persistence andl aggravation of the
external crisis made th¢ir economic policy
models untenable,

The problems of external indebtedness
and financing besetting most of the Latin
American countries and their effects on the
decline in growth are not of recent origin:
they are really the result of institutional
changes and of a cumulative process that
began midway through the 1970s. To shed
light on these aspects of the question and
gain a more precise idea of the nature of the
prevailing economic and financial situations
it is desirable to review, if only succinctly
and in broad outline, the various phases that
have taken place,

With this end in vi¢w, and for the sake
of simplicity, the evolution of the region’s
economy, from the beginning of the past
decade up to the present time, could be
divided into four periods or phases which
reflect changes and trends of a general
character, though they are not always
exactly applicable or significant for each and
every country, These phases correspond to the
following periods: (i) the period of intense
dynamism recorded in the early 1970s; last
decade; (ii) the period 1974-1975, marked
by trends towards an economic depression
which became more pronounced in the latter
year; (iii) the moderate ‘and costly recovery
extending from 1976 to 1980; and, lastly,
(iv) the economic and financial crisis of
1981 which dragged on into 1982 and
which, unfortunately, may likewise last
through 1983. Thus, the period is one of
sharp contrasts, in whi¢h the optimism of
the early 1970s seems to: have influenced the
maintenance —if not the accentuation— of
patterns of external trade and financing
whose non-viability had become evident by
the dawn of the 1980s, when the hard facts
have finally spread an attitude of pessimism.
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The early 1970s (up to 1974 in certain
aspects) witnessed the culmination of a
phase of rapid economic growth which had
started in the second half of the 1960s,
although with notable differences from one
country to another.

Up to 1973, there was a boom in
exports of goods and services in the great
majority of the countries of the region, and
for many of them the external terms of
trade followed a favourable trend, thus
strengthening the purchasing power of their
exports, Accordingly, imports expanded
appreciably, on a scale exceeding the incre-
ment in the domestic product, without
thereby causing any significant increase in
balance-of-payments deficits on current
account, at any rate for the region as a
whole.

The year 1974 marked a phase of tran-
sition from the boom of the preceding years
to a definite depression in 1975, This transi-
tion had one noteworthy feature. The
growth rate of the product remained rela-
tively high and the petroleum-exporting
countries increased their real income by
virtue of the rise in the price of their
exports. Imports, in furn, expanded consid-
erably in almost all countries; but at the
same time, in an important group of coun-
tries exports remained static or decreased
and the external terms of trade deteriorated
in almost all the non-oil-exporting countries,
so that the real value of their exports of
goods and services contracted, In 1975 the
economic recession became general; for the
non-oil-exporting countries as a whole
exports continued to stagnate, and their
terms of trade deteriorated considerably, the
result being a pronounced reduction in the
real value of exports which affected the oil-
exporting countries as well, In these circum-
stances the rate of economic growth
dropped to only 3.5%, and imports dwin-
dled, except in the case of the petroleum-
exporting countries.

Against this background, in 1974 the
non-oil-exporting countries as a whole appre-
ciably enlarged their balance-of-payments
deficit on current account, which, in the
case of a group of 20 countries,! climbed
from approximately US$ 4 500 million in

1973 to USS$ 13 500 million in 1974, The
main causes were the expansion of imports
and the decrease in the real value of exports.
This swollen deficit was partly financed by
the use of reserves, but principally by an
increase in external borrowing. In 1975 the
increment in the deficit was still bigger; for
the same group of countries it reached a
figure of approximately US$ 16 200 million,
at current prices, which seems to have been
determined by the contraction again re-
corded in the real value of exports, notwith-
standing the decrease in the value of imports
and the decline in the rate of economic
growth, Thus, in a brief period net external
financing rose from the equivalent of 19% to
51% of the value of exports. International
reserves were again reduced, but the
magnitude of the financing contributed to
the accumulation of a huge external debt
which —since it was not possible to restore
conditions of economic dynamism and
regain terms of trade similar to those of the
early 1970s— had subsequent effects on the
rate of economic growth and on national
economic policy measures.

The phase covered by the years
1976-1979 may be described as one of
merely moderate recovery, especially if it is
taken into account that the average annual
growth rate of the domestic product came
to only a little over 5%.

Noteworthy features of this phase were
the vigorous expansion of exports and the
maintenance of a considerable flow of exter-
nal financing, notwithstanding the high levels
of previous borrowing. This facilitated an
increase in imports, which, neverheless, was
less than the rise in the real value of ex-
ports. Although for the group of 20 coun-
tries under consideration the balance-of-
payments deficit on current account decreas-
ed in relation to the peak figure of 1975,
the imbalance remained at relatively high
levels, and throughout this period the ex-
ternal indebtedness of the countries of the
region continued to increase, What is more,

1 Comprising all the countries of Latin America and
the Caribbean, with the exclusion of Bolivia, Cuba, Ecuador,
Trinidad and Tobago and Venezuela.
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in 1979 there was a further rise in the deficit,
which, for the same group of countries,
increased from approximately US$ 11 600
million in 1978 to US$ 19 100 million in
1979.2

The economic performance in 1980
differed considerably from one country to
another. Thus, for example, Mexico increas-
ed the economic weight it carried among the
countries of the region, while at the same
time acquiring special characteristics, as a
result of the growing importance of its
production and exports of petroleum,
Broadly speaking, the economic growth rate
for the countries as a whole may be describ-
ed as similar to or slightly greater than the
average for the period 1975-1979; although
in many countries the high rate of increase
in the volume of exports was maintained,
signs of deterioration began to appear, and
downswings occurred in some countries,
while the terms of trade worsened in most
cases, except for the petroleum-exporting
countries. The reduction in imports observed
in a few instances was more than offset by
the sizeable increments in others, Further-
more, the effects of previous external
borrowing began to make themselves felt.
Profits and interest payments on foreign
capital and the external debt increased
considerably, and the net figures reached
some USS$ 13 300 million in 1979, rising to
US$ 18 100 million in 1980. These figures
were influenced not only by the increase in
the debt but also by the rise in rates of
interest.,

Accordingly, the balance-of-payments
deficit on current account for the 20 coun-
tries under discussion soared from
US$ 19 100 million in 1979 to US$ 32 400
million in 1980, and even the countries in
the petroleum-exporting group witnessed an
increase in the current deficit on their ex-
ternal accounts,

2 Al these figures are expressed in current values. If
they were adjusted in terms of constant prices of some
previous year, the absolute increase would be less, because of
the rise in the prices of the goods and services marketed,
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In 1981, despite a renewed expansion
of the volume of exports of the group of
non-oil-exporting countries, the signs of
deterioration that had appeared in 1980
spread more widely, sales abroad contracted
in a larger number of countries, and there
was a tendency for the deterioration in the
external terms of trade to be generalized.
Thus the real value of exports increased only
slightly, and still less if Mexico (where a
markedly favourable trend was observable) is
excluded from the group of petroleum-
exporting countries. In teal terms this coun-
try’s exports increased by more than 15%, a
fact which highlights the importance that
petroleum exports were acquiring in
Mexico’s total external sales. Imports de-
creased in many countries and the region’s
gross domestic product tose by only 1.1%, a
much smaller increase than that of its
population.

In this situation, the group of 20 coun-
tries in question once again showed a signifi-
cant upswing in their external current ac-
count deficit, which roge from US$ 32 400
million in 1980 to US$ 41 900 miltion in
1981. This increase of somewhat over US$
9 000 million was due mainly to the net
flows of profits and interest on foreign
investment and debt, which climbed from
US$ 18 100 million to US$ 27 100 miilion.
This meant that during 1981 the deficit on
the trade balance was contained, and the
increase in external financing was absorbed
by payments of profits and interest. At any
rate, this is the interpretation that can be
inferred from the aggregate figures, since the
situation may vary as regards the individual
evolution of each of the countries of the
region.

The nature of this evolution does not
change if we look instead at the entire goup
of 24 countries of the region for which
balance-of-payments information is available,
In this case, the total balance on current
account rose from US$ 28 100 million to
USS$ 38 600 million, while net profits
and interest paid abroad increased from
US$ 18 900 million to US$ 27 800 million.
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B. SOME SALIENT ASPECTS OF THE DEVELOPMENT PROBLEMS FACING THE REGION

The brief review presented in the previous
section may usefully be followed by a
synthesis, still on the macroeconomic level,
of the most salient internal and external
aspects of the problems facing the region in
the present conditions. These aspects relate
to economic dynamism, the probiems of the
external bottleneck and the intensification
of social problems and pressures.

The moderate economic dynamism
which the region had been displaying since
1976, to some extent as a recovery from the
1975 recession, broke down in 1981 and the
economy sank into a severe depression
which spread and got worse in 1982, In
1981 the rate of increase of the domestic
product was little more than 1%, markedly
below the growth rate of the population,
and thus the per capita product of the
region as a whole diminished for the first
time in the whole of the period since the
war.

This deterioration was influenced by
both internal and external factors. The
former are linked to national policies which
in some situations have proved inadequate
and in others have actually intensified the
negative effects of the present conjucture
and the world economic recession. Neverthe-
less, it is evident that in the context of the
current functioning of the national econo-
mies, it is the external factors that appear as
the most conspicuous determinants, in one
way or another, of the essential features
characterizing the evolution of the Latin
American countries,

Stagnation and inflation in the indus-
trial countries and the world economic reces-
sion have engendered simultaneous negative
effects on trade and external financing, thus
disrupting the trends followed in the 1970s,
when trade crises were less acute and could
be weathered by making extensive use of
external financing. The Latin American
countries are facing at one and the same
time a contraction in the volumes of
demand, a deterioration of the terms of
trade, a rise in real interest rates, a drop in
the supply of external financing, and a

notable increase in protectionism. Since the
end of 1981 and the beginning of 1982 a
conjuncture may be discerned in which the
following facts coincide:

(a) The external demand of the indus-
trial countries has slackened in consequence
of the stagnation and contraction of their
rate of growth, although many Latin
American countries did manage, except in
the years of out-and-out recession, to secure
an appreciable increase in the volume of
their exports through the operation of other
factors and the diversification of markets, as
is discussed later;,

(b) Primary commodity prices fell, in
nominal or real terms, owing to the above-
mentioned  slackening of international
demand and in some cases to the liquidation
of stocks because of the high rates of inter-
est;

(c) The persistent inflation observable
in the industrial countries (even though it is
going down in some of them) has brought
about a deterioration in the terms of trade
between the countries of the region and
these countries, Simultaneously, in some
cases, there has been a decrease in the
foreign currency prices of certain Latin
American export items, due to devaluations
and other measures taken to gain a footing
and favourable competitive conditions in the
industrial countries’ markets. This trend
towards a deterioration in the terms of trade
has sharpened with the rise of petroleum
prices for the petrolem-importing countries,
especially in the years in which these price
changes have taken place;

(d) The rise in interest rates has consid-
erably increased the cost of the external
debt that has been accumulating as a result
of the heavy balancé-of-payments deficits. In
this respect a stage has now been reached at
which the increments in balance-of-payments
current account deficits are being determin-
ed by the exceptional increases registered in
net payments of profits and interest on
external investment and indebtedness. These
results are observable both in some individu-
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al countries and in the movement of the
figures for the region as a whole;

(e) The restrictive policies prevailing in
the industrial countries have helped to
accentuate these countries’ postulates to the
effect that international co-operation and
external aid should be granted in accordance
with a principle of graduality or of discrimi-
nation between the developing countries.
The same approach is advocated as regards
special or preferential treatment in respect
of trade and other matters. Thus, almost all
the Latin American countries would be
excluded from treatment of this kind, which
would be reserved for the lower-income
countries;

(f) There is a recrudescence of propos-
als and concrete decisions relating to the
adoption of protectionist measures in indus-
trial countries with the aim of preventing or
limiting the access of Latin American coun-
tries to the markets for manufactures or
semi-manufactures which are of particular
interest to Latin America.

Despite the decline in the economic
growth rate and the measures adopted in
many Latin American countries to contain
or reduce the volume of imports, balance-of-
payments deficits on current account have
risen considerably, especially in the last few
years, thus giving rise to an accumulative
process which is bringing external indebted-
ness to dangerous levels and situations. This
state of affairs creates a veritable bottleneck
which is preventing the recovery and acceler-
ation of economic dynamism and the
achievement of more stable evolution than
that registered in recent years. Thus:

(a) The balance-of-payments current
account deficit of the region as a whole,
which —as stated above— had been increa-
sing significantly, rose from USS$ 19 800
million in 1979 to US$ 38 600 million
in 1981. In relation to the domestic prod-
uct, these deficits showed the highest in-
dexes since the end of the war in almost
all countries. Thus, for example, in the
majority of countries the balance-of-pay-
ments current account deficit came to
represent between 6.0% and 12.0% of the
gross domestic product at 1975 prices. Prior
to the depression, at the beginning of the

past decade, the corresponding figures
ranged from only 0.5% to 6.0%;

(b) The relation between net external
financing and earnings from exports of
goods and services has appreciably increased,
reaching between 25% and 88% in most
countries in 1981;

(¢) A feature which has been gaining in
importance since the mid-1970s relates to
the fact that external financing funds are
increasingly provided by the international
private banking system, on burdensome
terms and conditions, particularly as regards
loan repayment periods and high rates of
interest;

(d) There has been a surprising increase
in total payments of profits and interest on
external investment and debt is surprising; In
the majority of countries these payments
represented between 3.5% and 7.0% of the
domestic product in the year 1981, whereas
in the early 1970s the corresponding index
was only 1.6%;

(e) This is due to the stepping-up of
interest rates and the persistent increase in
the external debt. The latter reached a sum
of about US$ 250 000 million at the end of
1981, whereas only two years before, at the
end of 1979, it had amounted to US$
170 000 million. This debt is concentrated
in a small number of large and medium-sized
countries, but the indebtedness accumulated
by other medium-sized and small countries is
also of particular relativge importance;

(f) Another specially significant aspect
of the problem is the ¢ffect of the deterio--
ration in the terms of trade of the Latin
American countries. Even if the benchmark
adopted is the year 1975, by which time the
increases in petroleum prices registered in
1973-1974 had already been incorporated,
the effect of this deterioration nevertheless
came to represent by 1981 a loss of 1.9% of
the gross domestic product in many non-
petroleum-exporting countries;

(g) In these circumstances, the pur-
chasing power or real value of exports of
goods and services has gone down consider-
ably. This would seem'to indicate that, for
some countries at least, the impact of the
deterioration in the temms of trade and the
growing external payments of profits and
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interest were factors carrying special weight
in the balance-of-payments problems and the
decline in the rate of growth.

The fall in the economic growth rate
and the crisis which is affecting most of the
countries of the region have inmediate
consequences in the shape of a worsening of
social conditions for a great mass of the
population. This is evidenced in the increase
in unemployment and underemployment,
the decrease in real wages, the persistence
and accentuation of extreme inequality in
income distribution, and the maintenance of
situations of extreme poverty and indigence
affecting a high proportion of the popula-

tion. It should be borne in mind that in
boom periods, or in times of greater
economic dynamism, income or the fruits of
economic growth are distributed very
unequally and employment levels do not rise
to the extent desirable. In contrast, in
phases of slow growth or economic crisis it
is the lower-income sectors that are hardest
hit by the adverse effects of this trend in
the national economies. It is easily under-
standable, therefore, that in the framework
of extremely inequitable societies like those
of Latin America, social pressures are inten-
sified and the factors making for instability
increase.

C. THE INTENSIFICATION OF SOCIAL PROBLEMS AND TENSIONS

In the report prepared by the Secretariat for
the meeting of CEGAN held in Quito in
1981, at which the Regional Programme of
Action for the implementation of the Inter-
national Development Strategy was prepared,
consideration was given to various aspects of
economic growth, social change, social
distribution of income, the scale and extent
of poverty and the problems of unemploy-
ment.3

It was stated in the report that Latin
America had obviously undergone a very
“important and meaningful process of eco-
nomic growth and social change since the
war; but it was no less true, the report went
on to add, that the nature of that process
had led and still was leading to the shaping
of inequitable societies. The most salient
features of the development process prevail-
ing in the region are reflected in the socio-
economic structure, which is characterized
by a very high degree of concentration of
national wealth and income in small seg-
ments of the population, a great mass of the
population living in conditions of extreme
poverty, and a frequently rapid expansion of
the middle social strata.

The factors determining these structures

3 See Latin American Development in the 1980s,
E/CEPAL/G. 1150; E/CEPAL/CEGAN 5/L.3; Aprit 1981.

or inherent therein are related in essence
with the concentrative forces of the prevail-
ing economic system, with private appropria-
tion of the surplus, with the degree to which
the latter is used to boost non-essential
consumption in a process of incessant diver-
sification, and with investment serving only to
promote consumption.

At the beginning of the 1980s the
Latin American governments stressed in the
Regional Programme of Action the imbal-
ance between economic and social progress.
“Latin America has undergone a significant
process of economic growth and social
change since the war, but the nature of that
process has led and still leads to the shaping
of highly inequitable societies.” The rise in
unemployment and the fall in real wages
which are more and more in evidence in the
Latin American countries give grounds for
fearing a deterioration in the situation of the
more disadvantaged groups. In these circum-
stances, it becomes necessary to reaffirm the
guiding principles of social development
contained in the Regional Programme of

4 Sec “Regional Programme of Action for Latin
America in the 1980s”, in Economic and Social Council
Official Records, 1981, Supplement No. 16, Report of the
nineteenth session of CEPAL (E/1981/56; E/CEPAL/G.
1176), May 1981, p. 206, paragraph 12.
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Action and to adopt measures intended to
redistribute the cost of the crisis and to
strengthen strategies designed to ‘“‘increase
production capacity, so that the structures

II

of production and consumption can be
transformed in order to meet the basic aspi-
rations of the majorities for a better life”.5

The economic process, indebtedness and changes
in external economic relations

A. INTERRELATIONS BETWEEN EXTERNAL FACTORS AND THE NATIONAL
ECONOMIC PROCESS

Industrial development, progress in the field
of training, the expansion of production
capacity, and the changes in production and
technology that have taken place in most of
the Latin American countries since the
Second World War might have been expected
to reduce, at least in the large countries and
in some of those of medium size, the degree
of sensitiveness, vulnerability and depen-
dence of national economies in relation to the
action of external factors, particularly as
regards the unfavourable effects and reper-
cussions of the world economic recession
and economic and technological trends in
the industrial countries with which Latin
America maintains the bulk of its economic
and financial relations, This could be expec-
ted, above all, in view of the significant
progress that has been made in the develop-
ment of the productive forces of the
national economies.

It is obviously true that, to a greater or
tesser degree, the countries of the region
possess greater capacity and a broader radius
of government action than in the past; as
well as sounder infrastructure and support
bases to defend themselves against the
unfavourable impact of external f:ctors.
Most of the countries are clearly in a better
position than at earlier stages, when special-
ization in primary production predominated
in domestic activities and in exports; and
better, too, than in the early phases of their
industrialization processes.

It is no less obvious, however, that in

the context of the Latini American countries’
present insertion in the world economy and,
in particular, of their relations with the eco-
nomic and technological evolution of the
industrial countries, the national economies
are markedly sensitive, in one way or
another, to external events, and display a
high degree of vulnerability and structural
dependence. Moreover, the area of the
favourable or unfavourable effects and
repercussions of external variables has been
expanded by the application of more liberal
policies, characterized by the increasing
external openness which the countries have
been promoting, although with great differ-
ences from one country fo another in
respect of the nature and scale of such
openness and of governhment attitudes and
initiatives vis-d-vis external events,

As already noted, the growth and the
far-reaching economic, social and tech-
nological changes which have taken place
since the Second World War have
appreciably strengthened the economic
capacity of the countries of the region and
have broadened the area of action of govern-
ments: advances that might be regarded as
the conquest of a measure of autonomy. But
there is no getting away from the conclusion
that a new vulnerability and a new depen-
dence, more complex and diversified than in
the past, have also been shaped and in some

5 Ibid., p. 215, paragraph 60.
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respects may be considered to produce wider
and profounder relative effects. Let us give a
little thought, for example, to the risk and
possible consequences of the financial situa-
tions of indebtedness and balance-of-
payments deficits, as regards the vulnera-
bility and dependence of the Latin American
economies vis-<d-vis the power now exercised
by the international private banking system
and world financial institutions.

One global aspect worthy of mention is
the marked parallelism observed during the
1970s between the evolution of the econo-
mic growth rates of the industrial countries
and of the Latin American countries as a
whole. In contrast, the two-year period
1981-9182 witnessed the disruption of that
parallelism, which had been characterized by
the higher levels of Latin America’s growth
rates, and it is-therefore especially important
to describe these phenomena in greater
depth. The growth rates of the gross domes-
tic product of the seven largest industrial
countries show a movement through time
whose periods or phases are distinctly similar
to those identified in the preceding chapter,
when we looked at the evolution of the
annual growth rates of the gross domestic
product for Latin America as a whole. Thus,
in broad outline, the following points may
be stressed: (a) the industrial countries
reached the culmination of a long period of
rapid economic growth in the year 1973,
when the product increased by more than
6% in relation to the preceding year,
whereas Latin America prolonged its intense
economic dynamism unfil 1974, in which
year the gross domestic product rose by
approximately 7%, with a heavy balance-of-
payments current account deficit; (b) the
crisis showed up in Latin America in 1975,
when the growth rate was a little over 3.5%,
while the industrial countries lapsed into a
state of stagnation or economic recession in
1974 and 1975; (¢) in the period 1976-1980
a moderate recovery took place, with an
average growth rate of 5.5% in Latin Amer-
ica. In the industrial countries too there was
a recovery in economic growth, whose
quantitative evolution is expressed, however,

in an increase of 5.2% in 1976 followed by

an uninterrupted slide-down to 3.7% in
1979; (d) in the biennium 1980-1981 this
decline sharpened in the industrial countries,
whose average annual growth rate was only a
little more than 1%, while in Latin America
the downward movement took place in 1981
with a variation in the region’s gross domes-
tic product very similar in scale to that
recorded in the industrial countries; and (e)
in 1982 there was a significant contraction
in the domestic product of the region as a
whole, and stagnation in the industrial coun-
tries.

In the context of these trends in the
economic growth rates of Latin America and
of the industrial countries it is useful to
point out three clearly discernible aspects.
One is the fact that during the 1970s the
economic growth of the region as a whole
always kept at higher average levels than
that of the industrial countries, and only in
1981 was the increase in the two areas of
very similar magnitude and of slight relative
significance. In 1982 there was a contraction
in Latin America’s gross domestic product,
whereas in the industrial countries as a
whole the economy remained virtually
stagnant. Another feature is that the periods
of stagnation of depression or of scanty eco-
nomic growth were previously of longer
duration (one or two years) in the industrial
countries than in Latin America. Now,
however, the region has completed over two
years of stagnation. The third and last
general observation to be made is that both
in the 1970s and today the years of scanty
growth or contraction occur in the context
of a fall or decline of the real value of the
region’s exports, resulting from a combina-
tion of constant prices for exports, contrast-
ing with variations in the terms of trade. In
the latter period, however, there has also
been a considerable increase in the relative
importance of debt servicing,.

No claim is made that these compari-
sons make possible a precise definition of
the quantitative relation between the econo-
mic growth rates of our region and the
evolution of the industrial countries, and
still less is it claimed that they explain the
inverse relation. This is not only because of
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the heterogeneity of the two aggregates, but,
essentially, because economic and financial
relations are more complex and diversified
than could be inferred from such a compari-
son between the global growth rates, since
the economic strategies and policies which
have prevailed in the industrial countries and
in Latin America largely determine the
nature and magnitude of the effects and
repercussions on trends in Latin America
that may be produced by the functioning of
the industrial economies and the world eco-
nomic recession. _

Nevertheless, this global comparative
analysis —the results of which have been
synthesized in the foregoing paragraphs—
sheds a great deal of light on the position of
the two areas in the dynamic context of
the world economy and poses several
questions as to the vulnerability and pro-
nounced sensitiveness to external variables
displayed by the Latin American economic
process. The following paragraphs will
pursue this topic farther.

In order to make faster headway in the
present study, a selection has been made of
the principal macroeconomic variables that
are generally incorporated in global econo-
mic projection models, and their historical
evolution since 1950 has been examined,
with special and more detailed attention, in
the more recent period, to the years of the
last decade up to the present time. These
variables are the following: (a) the gross
domestic product; (b} real national income;
(¢) effects of the variation in the terms of
trade; (d) net external financing, which is
conventionally considered equivalent to the
balance-of-payments deficit on current
account; (e) exports of goods and services;
(f) imports of goods and services; (g) profits
and interest on external investment and in-
debtedness; (h) public and private consump-
tion; (i) gross domestic investment, includ-
ing changes in stocks; (j) ex-post domestic
saving, which, according to the conventional
definitions, is equivalent to the surplus of
real national income over total public and
private consumption.

Obviously, an analysis of the interrela-
tionships between these variables and those

corresponding to external factors must be
based on each individual country’s experi-
ence: national economic policies have not
been uniform, and the evolution of the
variables in question has also differed from
one country to another, as has the operation
of the respective mational economies.
Moreover, considerable influence is exerted
by other well-known fattors, such as econo-
mic and demographic size and the stage of
development through which the various
countries arc passing. In this analysis, even
more than in others, the aggregation of
countries incurs the risk of concealing pre-
cisely what one wants ito know, that is to
say, the specific experience stemming from
the different economic  policies that coun-
tries have adopted.

Consequently, in this part of the docu-
ment general observations will be formulat-
ed, while in the following section comments
will be made with respect to specific coun-
tries which have been selected with a view
to the desirability of taking into account
dissimilar national expetiences. The essential
aim of these country analyses is solely to
describe the course followed by the process,
not to evaluate the policy pursued in each
of the countries in question. For that pur-
pose further information and other back-
ground material would be required.

The information and background
material supplied by the research conducted
bears on various essential aspects of the
operation of the national economies in rela-
tion to external variables. The following are
among the features to which allusion should
be made: (i) relations between the domestic
product and real national income; (ii) the
degree of sensitivity, vulnerability and
dependence of national economies with re-
spect to external factors; (iii) the borrowing
process and trends in total domestic invest-
ment and consumption; (iv) the nature of
the external bottleneck. This part of the
analysis suffers from certain limitations
inasmuch as it does not take into considera-
tion other aspects of special importance,
such as those relating t0 the countries’ eco-
nomic policies and in particular their trade
policies; to living conditions; to the displace-



L. A, DEVELOPMENT PROBLEMS AND THE WORLD CRISIS / ECLA Economic Projections Centre 61

ment of production technologies; and to the
participation of transnational enterprises.

The decline in the growth rate of the
domestic product during recent years has
been accompanied by a considerable increase
in payments of profits and interest on ex-
ternal investment and debt, and in many
cases by declines in the purchasing power of
exports attributable to the deterioration of
the terms of trade. The substantial rise in
external profits and interest payments is due
to two factors: one is the greater indebted-
ness and the other is the marked upswing in
interest rates. In this connection it is illustra-
tive to point out that in a group of sixteen
countries, which does not include Ecuador,
Bolivia and Venezuela, net payments of
profits and interest represented in 1981
3.6% of the gross domestic product, whereas
in the 1950s and 1960s the corresponding
percentage was not even 1.5%.

The significance of the amount of such
payments becomes more clearly apparent if
it is taken into account that the proportion
of gross domestic investment they represent
was as high as 15%. In many individual coun-
tries the relative importance of these trans-
fers was still greater than for the sixteen
countries as a whole. These relations, be-
cause of the substantial changes that have
taken place in them, are in marked contrast
to those prevailing in the early 1970s. If,
moreover, the effect of the deterioration in
the terms of trade is added to this, an even
higher figure would be reached which may
be interpreted as a major erosion of the
gross domestic product of many non-
petroleum-exporting countries, since to
determine real national income both these
concepts must be deducted from the domes-
tic product. According to one estimate, the
terms-of-trade effect plus payments of
profits and interest signified in 1981 a de-
crease of 5.5% in the gross domestic product
of a group of 15 non-petroleum-exporting
countries, excluding Mexico and taking 1975
as the base year for the terms of trade. This
reduction represents one-fourth of the
amount of those countries’ gross domestic
investment.

In chapter I a description was given of

the evolution of the economic growth rate
of the countries of the region and the course
simultaneously followed by some external
variables, and in the preceding paragraphs of
this chapter an attempt was made to outline
the similarity between the evolution of the
annual economic growth rate of the region
as whole and the growth rates of the domes-
tic product of the group constituted by the
seven largest industrial countries, With
respect to this latter piece of research, it is
very important to recall that while through-
out the whole of the 1970s the average level
of Latin America’s economic growth rate
stood higher than the annual growth rates of
the domestic product of the industrial coun-
tries, in 1981, for the first time, Latin
America showed a negligible growth rate
which virtually coincided with that of the
industrial countries, while in 1982 a contrac-
tion in the absolute levels of Latin®America’s
domestic product took place, just when
those of the industrial countries, taken as a
whole, stagnated. These recent trends are yet
another indication of the depth of the crisis
that is affecting the region.

Generally speaking, and with particular
reference to the non-petroleum-exporting
countries of Latin America, the interrela-
tionships between external factors and the
rate of economic growth might be synthe-
sized in line with the same periods used in
describing the global evolution of the
economy in chapter 1.

(a) In the early 1970s the marked dy-
namism of economic growth was spurred by
a deliberate national policy of growth which
was reinforced by an expansion of exports
and a simultaneous improvement in the
terms of trade.

(b) In the biennium 1974-1975 exports
of goods and services remained static and
the terms of trade considerably deteriorated.
These unfavourable factors made their
influence felt in 1975, and the economic
growth rate was relatively low in comparison
with that corresponding to the preceding
period. The countries tried to keep their
growth rates up to a certain level and re-
sorted to external borrowing (and also to
their reserves) to cope with the balance-of-
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payments deficit. A policy was thus initiated
which attempted to maintain a fairly dy-
namic economic process on the basis of ex-
ternal loans, access to which was relatively
easy because of the expansion of available
international resources generated by the
balance-of-payments surpluses of the
petroleum-exporting countries.

(¢) During the period of moderate
recovery which extended up to the end of
the 1970s, the economic scene was charac-
terized by the following features:

(i) a deliberate export promotion policy
was pursued, and export growth rates were
high, but at the same time external bor-
rowing to finance the balance-of-payments
deficits continued to increase, especially in
the later years of the period;

(ii) the servicing of this debt ultimately
proved to be very difficult to absorb, espe-
cially in view of the rise in interest rates;

(iii) the deterioration of the terms of
trade did comsiderable harm to many coun-
tries of the region; and

(iv) payments of interest and profits
increased and represented growing propor-
tions of the domestic product in almost all
the countries of the region.

(d)In 1981 and 1982 this economic
and financial process reached a crisis, the
most characteristic features of the situation
being essentially the following:

(i) difficulties in continuing to step up
external borrowing;

(ii) a considerable increase in debt
servicing, which represents a very high pro-
portion of current export earnings; and

(iii) unfavourable prospects for export
expansion owing to the prolongation of the
crisis in the industrial countries and at the
world level,

These aspects of the interrelationships
between external factors and the national
economic process might be considered, in
part at least, of a conjunctural character.
The key question of the vulnerability and
dependence of the rate of economic growth,
however, is essentialy a matter of the
asymmetry in the economic and tech-
nological structure of domestic production
and in the trade flows between developing
and industrial countries.

Thus, the Latin American countries,
despite the progress made in the economic
and technological diversification of their
domestic production and of their sales
abroad, are exporters of primary commo-
dities with differing degrees of processing
and of manufactures with a low tech-
nological content, whereas their imports
from the industrial countries comprise inter-
mediate products that are essential for eco-
nomic activity and capital goods required for
the establishment of basic infrastructure and
for capital accumulation to increase produc-
tion capacity and make headway in the
incorporation of technplogical innovations.
In these circumstances, when the capacity to
import is reduced —and- taking into account
the policy applied in relation to external
financing and the terms for its use— national
economic policy is confronted with several
independent or complementary options,
namely: (a) promotion of a decline in
domestic demand in order to reduce
imports, which, as is common knowledge,
has a high social cost in terms of employ-
ment and income distribution, apart from
the fact that such a policy may take a long
time to produce the results hoped for; (b)
containment or selective control of imports
to limit purchases of non-essential goods
from outside, to which end the adoption of
specific policies and measures is necessary;
(c) deliberate policies to promote greater
expansion and diversification of exports,
although they may have no immediate effect
of much significance; and lastly, (d) promo-
tion of an efficient industrialization policy,
which, of course, goes beyond short-term
conjunctural problems and is identified with
the basic and essential aspects of the na-
tional economy’s develdpment strategy and
economic and technological transformation.

Over the short term, and especially when
there is no significant margin of compressible
imports, economic polidy generally tries to
avoid a confraction in the supply of imported
intermediate products in order not to affect the
level of economic activity and employment,
since this would mean restrictions on imports
of capital goods, which, in their turn, would
affect the formation of production capacity for
the immediate future.
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Another topic of special relevance for
conceptual propositions on development
strategy and for the praxis of economic
policy is that of the relative changes that
might take place in the course followed by
domestic investment and total consumption
when variations occur in external financing,
which in these analyses may be considered
as the contribution of external resources to
the formation of the total mass of available
goods and services.

In this connection, it is worth noting
that the amounts of external financing tend
to be absorbed, at least to a large extent, by
remittances of external profits and interest
(although this situation varies from one
country to another), and that in these
circumstances external transactions, despite
the big balance-of-payments deficits, do not
make any real contribution to the total
supply of available goods and services,
especially in cases where the amount of
financing is only equivalent to the payments
of profits and interest.

In the more general case in which ex-
ternal saving really does contribute with an
inflow of real resources to the total supply

of goods and services, there is nothing to
guarantee that in the economic process this
contribution will be reflected in an increase
in the relative participation of domestic
investment in total goods and services, and a
decrease in the share of total consumption.
As a matter of fact, the research carried out
shows that several situations may arise in
different countries, as well as within one
and the same country at different times.
Thus, while numerous cases are to be found,
particularly among countries with a high
degree of economic dynamism, in which the
growth of net external financing is accompa-
nied by an expansion of imports and an
increase in the participation of domestic
investment in total goods and services, there
are also many instances in which this does
not happen., Hence it would seem that while
in the experience of a number of countries
external indebtedness has gone hand-in-hand
with an increase in production® capacity,
elsewhere it has been accompanied by a
process through which, to some extent,
there has been an increase in the share of
total consumption, or else the pre-existing
relative distribution has been maintained.

B. SOME SALIENT FEATURES OF THE INTERRELATIONS BETWEEN THE EXTERNAL SECTOR AND
THE NATIONAL ECONOMIC PROCESS IN A GROUP OF COUNTRIES

1. The case of Brazil

Brazil’s experience clearly shows the in-
terrelations between the economic process
and external variables in the context of
different stages of development and of the
strategies and policies adopted in each of
these. In the course followed by economic
development since the Second World War
three phases can be indentified:

(a) The so-called ‘import substitution’
phase, which extended up to the mid-1960s,
and during which imports and exports grew
much less than the gross domestic product,
which rose during the period in question at
an average annual rate of a little over 6%.

(b) From the mid-1960s up to 1974,
the Brazilian economy attained peak indexes

of economic development. So dynamic was
it that the gross domestic product increased
at an annual rate of approximately 8.5%. In
the framework of this intense dynamism the
economy underwent sweeping changes in
production and technology and exports and
imports expanded even faster than the
domestic product.

(c) From the mid-1970s up to the
present time, the rate of economic growth
has declined, and although its average level
remained relatively high during the period
1975-1980 (an average annual rate of 6.5%),
it dropped in absolute terms in 1981
(-1.9%). The data available indicate that the
gross domestic product virtually stagnated in
1982 (0.5%). The factors that have most
conspicuously influenced this evolution in
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recent years are undoubtedly the high bal-
ance-of-payments deficit on current
account, which led to a substantial increase
in the external debt; the heavy financial
servicing of this debt, augmented by the rise
in interest rates; and the negative effect
of the deterioration in the terms of trade.

The action of these various factors has
created a typical external bottleneck in
Brazil’s economic development process. And
the most significant aspect of this situation
is the fact that the external constraint does
not originate in a slackening of exports,
since the growth of these was speeded up
and diversified; nor does it lie in an ex-
pansion of imports, which, on average,
remained static or increased only slowly as
from 1975; rather has it been determined by
the servicing of the heavy external debt and
the unfavourable evolution of the terms of
trade. The figures bear eloquent witness to
this situation. In 1981, payments of external
profits and interest alone represented 3.2%
of the product, whereas in the 1950s and
1960s the correspondig proportion did not
exceed 1%. Moreover, the effect of the de-
terioration in the terms of trade (on the
basis of 1975 prices) was equivalent to
3.7% of the product in the year in question,
As for net external financing in 1981, it
amounted to 3.7% of the product: a similar
proportion to that of payments of profits
and interest, This exposes the vicious circle
into which the flow of external financing is
sinking: payments of profits and interest and
a further increase in debt.

Another aspect of special interest is the
evolution of gross domestic investment,
domestic saving and total public and private
consumption in the context of the various
phases of Brazil’s economic development.
From this evolution some essential con-
clusions may be drawn: (a) the coefficient
representing the relation between gross
domestic investment and the product
tended, as was to be expected, to rise with
the speeding-up of the growth rate of the
domestic product, and to diminish in the
second half of the 1970s when the rate of
economic growth declined. This trend
sharpened in 1981 with the contraction of
the product and investment in absolute

terms. In brief, the gross domestic invest-
ment coefficient, which had been 24% in the
early 1970s, climbed to 30% in 1974 and
fell back to approximately 22% in 1981; (b)
as a general rule, increases in this investment
coefficient occured in the context of an
economic process which stepped up the use
of external financing and increased the
product-elasticity of imports; (¢) in these
circumstances, during the first half of the
1970s the coefficient of domestic saving
tended to rise, revealing ;a marked dynamism
in the mobilization of national resources, In
contrast, in the second half of the decade
this coefficient gradually declined, along
with the investment coefficient, while the
coefficient of net external financing
remained relatively high. The gross domestic
saving coefficient was 21% at the beginning
of the decade, rose to approximately 249% in
the mid-1970s and dropped to 18% in 1981;
imports of goods and setvices, for their part,
have expanded very' slowly since the
mid-1970s or even detreased in absolute
terms, as happened in 1981. This is another
typical element in the bottleneck that is
affecting the Brazilian economy.

2. The case of Costa Rica

The economy of Costa Rica is characterized
by a relatively high degree of openness as
regards its external trade flows. In 1981 the
value of exports amounted to over 30% of
the gross domestic product, with a similar
figure for imports. Another important
feature is the relatively large scale of ex-
ternal financing, which since the 1970s has
come to represent about 10% of the gross
domestic product (at 1975 prices); this means,
in comparative terms, half of the gross do-
mestic investment coefficient.

The rate of economiic growth tended to
accelerate in the 1960s and up to 1974.
During the period 1964 to 1974 the gross
domestic product showed an average annual
growth rate of 7.2%. 'This trend took a
drastic turn for the worse in the second half
of the last decade, when the annual growth
rate was only a little over 5%; it remained
static in 1980, and in'1981 contracted in
absolute terms by 3%.
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During its period of greatest dynamism,
Costa Rica’s economic process was charac-
terized by a very high growth rate of
imports (an annual average of 9%), and by
an even more rapid expansion of exports (an
annual average rate of 11%). In contrast, as
from the mid-1970s exports slackened appre-
ciably, although with very irregular fluctua-
tions, as was also true of import flows. In
any event, the indexes of external financing
in relation to the product reached very
significant relative figures, which implies a
substantial increase in the external debt.

The other factor which had a powerful
influence on the balance-of-payments deficit
was the sum represented by payments of
profits on foreign investment and interest on
the increasing external debt. These remit-
tances, as a whole, rose from a little over 2%
of the gross domestic product in the ecarly
1970s to almost 7% in 1981,

The investment coefficient increased
over the long term and remained at
relatively high levels throughout the second
half of the 1970s, despite the decrease in
the rate of economic growth. In 1981,
however, it underwent a drastic contraction,
dropping from the average of roughly 25%
for the decade to only 18%, while domestic
saving accounted for only about 50% of
total gross investment.

3. The case of Mexico

Throughout the years following the Second
World War the Mexican economy showed a
long-term economic growth trend reflected
in an average annual rate of a little over
6.5%. Naturally, in the course of time, the
dynamism of the economy underwent spells
of decline and faster growth. Thus, in the
biennium 1976-1977 the annual rate of
economic growth fell short of 4%, while in
the subsequent four years it exceeded 8%.
This dynamism was largely due to the
production and export of petroleum, and
was accompanied by massive increases in
gross domestic saving, The productive and
technological transformation of the Mexican
economy, for its part, developed in the
context of a pattern of profound changes in

the nature and structures of the country’s
external relations.

During a first phase, up to the
mid-1960s, imports and exports increased
less than the domestic product, reflecting the
familiar pattern of ‘import substitution’;
during the 1970s, in contrast, external re-
lations broadened out considerably. This
was largely due to the growing importance
of petroleum exports and the consequent
improvement in the terms of trade. At the
same time, an expansionary policy, pro-
moted by the inflow of capital and the
liberal use of external financing, led to a
considerable increase in imports during the
second half of the decade, to such an ex-
treme that their annual percentage growth
was 2, 3 and even 4 times as high as the
growth rate of the domestic product, partic-
ularly in the years 1980 and 1981.

Gross domestic investment “(including
changes in stocks) increased considerably
during the 1970s. Its coefficient in relation
to the gross product rose from 20.8% in the
early years of the decade to 28.6% in 1981.
At the same time, the relation between net
external financing and the domestic product
increased from 2.3% to 6.4% over the period
mentioned. Thus, in 1981 the balance-of-
payments deficit showed the highest
absolute and relative figure in the whole of
the period since the Second World War.

In these circumstances, gross domestic
saving also rose, from 18.5% to 22.3%. Thus,
the participation of gross domestic invest-
ment in the total supply of goods tended to
increase, while the use of external financing
showed an upward trend too.

The growth of the balance-of-payments
deficit on current account led to the gradual
accumulation of a considerable external
debt. External profits and interest alone
represented in 1981 4.2% of the gross
domestic product, whereas in the early
1970s the corresponding figure had been
only 1.4%. Furthermore, total servicing of
the external debt, together with profits on
foreign investment, absorbed 54.3% of
current export earnings in that year. This
indicates an extremely inflexible situation
with respect to Mexico’s external accounts,
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particularly because of the relations that
have to be maintained between the evolution
of external debt servicing and the growth
rate of exports.

4, The case of Peru

To judge by estimates of the gross domestic
product at constant 1975 prices, over the
long term the Peruvian economy attained an
average annual growth rate of 5% through-
out the two decades 1950-1970. This rate
declined during the 1970s to an annual
average of 3.5%, which improved somewhat
in 1981 (4.4%).

In the 1970s imports --which in the
past had increased faster than the product,
especially during the 1960s— fluctuated very
irregularly in one direction or the other:
during the second half of the decade they
declined in some years and in others in-
creased considerably, particularly in the
three-year period 1979-1981.

Exports also showed a marked instabil-
ity, which up to a point is inherent in the
nature and trade structure of the country’s
principal export products, especially fish
meal. This instability, which results in signifi-

cantly wide fluctuations over the short term,
detracts from the meaningfulness of compar-
isons between extreme years. Even so,
the figures at constant 1975 prices indicate
that net external financing increased ap-
preciably during the 1970s, and also in
1981. It is estimated that on average the
financing in question represented over 3% of
the gross domestic product in the 1970s and
approximately 7% in 1981.

This instability of the external variables
affecting the Peruvian ieconomy is also re-
flected in sharp fluctuations in the gross
domestic investment coefficient. Generally
speaking, historically this coefficient has
tended to decline, and there are signs of the
same trend in the second half of the 1970s.
A similar behaviour pattern is to be seen in
the coefficient of domestic saving in relation
to the gross domestic product.

The rising trend of the balance-of-
payments deficit has resulted in a considera-
ble increase in the exiernal debt, so that
payments of profits and interest on foreign
investment and the exfternal debt came to
represent 3.2% of the domestic product in
1981, whereas at th¢ beginning of the
decade this relation had been 1.8%.

I
The economic prospects of Latin American
regional co-operation and some aspects
of international co-operation

A. THE ECONOMIC PROSPECTS OF LATIN AMERICA

The regional Programme of Action for the
1980s, -adopted at Montevideo, expresses the
region’s main aspirations in respect of socio-
economic development. The attainment of
the objectives and targets which the govern-
ments have set themselves is based on a
strategy of economic and social transforma-
tion which envisages significant changes in
Latin America’s position in the international
economy, in economic relations between the
countries of the region and with other de-

veloping areas and in the socio-economic
structure of the Latin American countries.
Now that the first years covered by the
Regional Programme of Action have elapsed,
it can be seen that the international situation,
far from changing in a direction favourable
to economic dynamism accompanied by
better-balanced external accounts, has swung
the opposite way, and its evolution has
come to be a very significant element in the
recession affecting the Latin American
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countries. In these circumstances, the im-
portance of many of the proposals of a
regional character contained in the Pro-
gramme has been heightened. Thus, in so far
as the signs of international co-operation
continue to be discouraging, the Latin
American countries will obviously have to
channel increasing proportions of their pro-
duction and trade towards the markets of
the region and of the rest of the developing
countries, as well as towards their own
domestic markets. A recovery in the de-
veloped countries’ production and in world
trade would undoubtedly facilitate the tasks
in hand, but it clearly cannot become the

sine qua non for the Latin American
countries to regain their economic
dynamism,

In the earlier chapters of this article the
repercussions of the world recession on the
Latin American countries were discussed.
The data for 1981 and the provisional in-
formation available for 1982 show that ex-
ternal disequilibria have seriously weakened
economic growth and have had serious
effects on the social situation, In these
circumstances, changes in policy have come
about which, with greater or lesser degrees
of emphasis, are switching the possibilities of
reactivation to the domestic and regional
markets. A process of negotiation on ex-
ternal financing transactions is also under
way, its aim being to make the balance-of-
payments situation manageable. But even if
progress is achieved in the fields of trade
and finance, it seems hardly likely that the
general recessive effects transmitted from the
developed world can be significantly coun-
teracted in 1983. Accordingly, the following
review of prospects is based on the assump-
tion of a more important recovery as from
the biennium 1984-1985, as a step towards
greater acceleration of economic dynamism
in the second half of the 1980s.

The normative objectives and targets
pursued by the region were clearly establish-
ed in the Regional Programme of Action,
and there is no intention here of preparing
new projections of that kind. It has been
thought useful, however, to present two
exercises of a preliminary nature whose sole
purpose is to offer provisional orders of

magnitude as regards the effects that a
recovery of economic dynamism would have
on the main internal and external
macroeconcemic factors of equilibrium.
Basically, the exercises differ from each
other in their assumptions as to the
economic evolution of the developed coun-
tries and of world trade. Obviously, the
more vigorous the reactivation of the de-
veloped economies, the better are the
chances that the second half of the 1980s
will usher in a level of dynamism more in
line with that contemplated in the Interna-
tional Development Strategy for the Third
United Nations Development Decade,

In the period 1983-1985 a moderate
reactivation is expected, enabling the region
to attain average growth rates somewhat
below 4% for the period 1981-1985. If this
recovery were to be combined with a growth
rate of about 6% during the second quin-
quennium, the average rate for the whole
decade would approach 5%. If, as already
stated, the growth rate achieved in the
second quinquennium were slightly higher
than 7%, the decade would end with an
average of approximately 5.6% (see table 1).

The mere study of these aggregate
figures reveals how deeply the region would
be affected by the crisis. There can be no
doubt that the reduction of the average
economic growth rate for the decade will
have profound repercussions on the eco-
nomic and social situation,

In the economic field, it will be nec-
essary to cope with a state of indebtedness
that will weigh heavily on the external ac-
counts for a lengthy period, which will un-
questionably be prolonged in so far as exter-
nal demand and the terms of trade fail to
recover. Similarly, the producer sectors will
have to readapt themselves to new demand
and supply conditions.

As regards the social aspects of the
situation, setbacks in terms of employment
and distribution have occurred in the first
years of the decade which will be far from
easy to reverse. An accentuation of the so-
cial orientation of policies thus becomes in-
dispensable, both for reasons of equity, and
as an indispensable requisite for the reactiva-
tion of the domestic markets.



68

CEPAL REVIEW No. 19 / April 1983

Table 1

LATIN AMERICA (19 countries):¢ DISTRIBUTION OF GROSS DOMESTIC PRODUCT
AND EVOLUTION OF THE EXTERNAL SECTOR

{Percentage annual growth rates )b

Terms-of- Netpayments Net external

Gross Gross Total Exports of  Imports of
Year domestic domestic consump- goodsand  goods and trade oi profits  financing¢
product investment tion services services effect and interest
1970-1980 5.9 7.4 6.3 42 8.6 - 8.2 12.1
1981 1.1 -1.2 0.6 7.8 1.7 - 412 29.5
A
1981-1985 38 4.7 31 4.6 2.5 6.1 0.5
1985-1990 6.0 4.9 6.2 71 6.2 - 3.7 0.7
Al
1981-1985 38 4.7 3.1 4.6 2.5 - 1.3 4.4
1985-1990 6.0 49 6.2 7.1 62 - 2.5 -12
B
1981-1985 3.8 4.7 31 4.6 2.5 - 6.1 0.5
1985-1990 71 8.9 6.3 8.5 7.8 4.1 31
Source:  CEPAL, on the basis of official data.
Note: “A’ exercise assumes recovery of the growth rate of the gross domestic product of the 1970s in the secondi

half of the 1980s.

“A 1" exercise corresponds to exercise A plus the hypothesis of a decrease in average interest rates from
12% to 10%in the decade, with maintenance of export requirements.
“B” cxercise assumes recovery and acceleration of the growth rate of the gross domestic product during the

sccond half of the 1980s,

7 Not including Cuba or the English-speaking Caribbean countries.

- Of values at 1975 prices,
including net private donations,

At the opening of the 1980s, the Sec-
retariat drew attention to the nature and
magnitude “of employment problems. To
these -difficulties, significant in themselves,
must now be added the consequences of the
virtual absence of economic growth in
1981-1982. It is estimated that in this
biennium the labour force increased by
about 5.5%, and for the mere reason that
there has been no increase in job opportu-
nity a rise of about 5 points should be
expected in the percentage of overt
unemployment, Moreover, the crisis has
compelled some enterprises to step up their
productivity and others to declare them-
selves bankrupt and close down altogether.
Thus, even if as from 1983 a level of ac-
tivity were regained similar to the 7% which

Secretariat studies assumed necessary in
order to absorb the growth of the labour
force and gradully reduce underemployment,
the period 1983-1990 would start with a
backlog of overt unemployment amounting
to more than 10%. Given the present style
of development, many years of rapid eco-
nomic growth will be heeded for the pro-
ductive absorption of this contingent of
human beings that has been cut off from job
oportunities, Although part of this group
may possibly find forms of underemploy-
ment which are not reflected in overt
unemployment statistics, it is indispensable
to reinforce the employment policies
contained in the Regional Programme of
Action in order to tackle so serious a prob-
lem.
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Table 2

LATIN AMERICA (19 countries):¢ DISTRIBUTION OF GROSS DOMESTIC PRODUCT
AND EVOLUTION OF THE EXTERNAL SECTOR

{Percentages with respect to gross domestic product )b

Gross Gross Total Exports of . Imports of Terms-of- Net payments  Net exter-

Year | domestic domestic consump- goods and goods and trade of profits nal financ-
product investment tion services services effect and interest ing¢
1970 100.0 217 75.5 15.6 12.8 3.0 1.9 22
1980 100.0 249 78.3 13.3 16.5 1.7 2.4 39
1981 100.0 24.3 78.1 14.2 16.6 0.8 34 5.0
1990 100.0 239 76.6 154 159 0.5 33 33

Al
1990 100.0 23.9 76.6 154 15.9 0.5 2.6 2.5
1990 100.0 274 73.3 15.6 16.3 0.6 32 35
Source: CEPAL, on the basis of official data.

Note!
half of the 1980s,

“A” excrcise asswmes recovery of the growth rate of the gross domestic product of the 1970s in the second

“A 1" exercise cotresponds to exercise “A” plus the hiypothesis of a decrease in average interest rates from
12% to 10% in the decade, with maintenance of export requirements.
“B” oxercise assumes recovery and acceleration of the growth rate of the gross domestic product during the

second half of the 1980s.

T Not including Cuba or the English-speaking Caribbean countries.

? On the basis of values at 1975 prices,
Including net private donations.

The fall in real wages is another source
of profound concern. Postulating such a re-
duction as a condition for an increase in
employment and domestic saving might have
adverse effects on the role that it is desired
to assign to the domestic market in eco-
nomic recovery, and on the social objectives
sought-for in the development process, What
seems essential in this respect is a simulta-
neous revision of policies relating to the con-
sumption and saving of the upper income
strata and of the government. The consolida-
tion of a domestic market, in which the
participation of the broad masses and the
process of capital accumulation acquire in-
creasing importance and require a high
degree of permanence, will be a decisive

factor in the definition of policies con-
cerning real wages, saving and investment.

The degree of dynamism postulated in
the exercises will call for growth rates of
saving and investment, similar to or some-
what greater than those recorded over the
long term. Of course, to reach investment
percentages ranging from 24% in 1990
(according to the first exercise) to 27%
(according to the second exercise) will re-
quire an extra effort in view of the deterio-
ration shown by the initial situation today
(see table 2).

These amounts of investment represent,
moreover, a demand component of the
greatest importance for development strat-
egies in which regional integration will play
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Table 3

LATIN AMERICA (19 countries):4 DISTRIBUTION OF GROSS DOMESTIC PRODUCT
AND EVOLUTION OF THE EXTERNAL SECTOR

(Millions of dollars ar 1975 prices)

Gross Gross Totat Exports of  Imports of Terms-of- Net payments Net
Year domestic domestic consump- goods and goods and trade of profits external
product investment tion services services effect apd interest  financing®

1970 2539307 55206.7 1917049 395474 325283 7 692.3 49413 5615.1

1980 4510117 1124235 3529823 59902.3 74 296.4 77404 10 894.6 17 549.0

1981 4561272  111031.6 356124.5 64 555.4 755843 3688.2 153858 227249
A

1985 5291436 1332806 401 976.4 7711760 83289.8 31349 194739 22 286.6

1990 7077763 1691294 5421117 1088942 1123587 3790.5 234084 230343

A-l

1985 529 143.6 1332806  401976.0 77176.0 83289.8 31349 16179.6 189925

1990 707 776.3 1691294 5421117 108 894.1 112 358.7 37905 183492 17 855.8
B

1985 5291436  133280.6 4019764 77176.0 832898 31349 194739 222866

1990  745015.0 2038719 5462150 1161387 121 210.2 4524.1 237590 259185

Source:  CEPAL, ot the basis of official data.

Note:
half of the 1980s,

“A™ cxercise assumes recovery of the growth rate of the gross demestic product of the 1970s in the secon

“A 17 exercise corresponds to exercise ‘A’ plus the hypothesis of a decrease in average interest rates from
12% to 10%in the decade, with maintenance of export requirements,
“B* cxercise assumes recovery and aceeleration of the growth rate of the gross domestic product during the

second half of the 1980s.

? Not including Cuba or the English-speaking Caribbean countries.

Including net private donations.

a more important role than in the past. The
investment required in 1990 for the 19
countries under consideration to attain the
growth rate for the gross domestic product
envisaged in the first exercise (5.0%) would
be about US$ 170 000 million at 1975
prices, while this figure would rise to
US$ 204 000 million if the targets establish-
ed in the second exercise were to be reached
(see table 3). The size of the investment
requirements reflects a significant potential
demand which would have to be taken into
account in drawing up any industrial comple-
mentarity or intra-regional co-operation pro-
gramme,

Similarly, the speeding-up of the
growth rate will necessitate appreciable in-

creases in domestic saving. By the end of the
decade the coefficient of this in relation to
the domestic product would exceed 20% and
23% in the two exercises, and this would
require annual growth rates of 5.8% and
8.1%, respectively, as from 1981. It should
be noted that this increment in domestic
saving is indispensable if, as will be presently
explained, the relative importance of the ex-
ternal debt is to be appreciably reduced.
One of the central problems with which
the Latin American cduntries have to cope
in the present economic conjuncture is the
critical balance-of-payments situation, whose
characteristics have already been discussed in
some detail. In this cdntext, it is useful to
explore some policy lines which may facili-
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tate placing the region on a new footing in
the international economy, reducing the
impact of cxternal pressures, and under-
taking joint action at the regional level where-
by Latin America will be enabled to meet the
challenge of the existing situation.

In external relations, three broad areas
of action are generally distinguished in
which measures could be adopted to further
an appreciable improvement in the delicate
situation of the Latin American external
sector: international trade; external finan-
cing, and international co-operation. In the
field of international trade, it is clearly neces-
sary that measures should be directed towards a
decisive increase in export earnings, either
through expansion of the volumes exported
or through an improvement in prices, or
through both these things at once; attention
should also be devoted to the region’s
possibilities of itself supplying increasing
percentages of imports with a satisfactory
degree of economic efficiency. In the area of
external financing, it is indispensable to seek
a redefinition of the terms (loan periods and
rates of interest) on which these resources
have been transferred to the Latin American
countries. Lastly, in the sphere of internation-
al co-operation, the region should take con-
certed action to obtain better conditions of
access to the markets of the industrialized
economies and should intensify intra-regional
collaboration and co-operation with other
countries of the Third World. As this last
area to a certain extent overlaps the first
two and possible propositions are closely
linked to those put forward in respect of
them, the analysis will be focused on the
first two aspects in question.

Obviously, solutions based on the ex-
pansion of international trade would tend to
give the region a greater degree of autonomy
than those that postulate a moratorium in
the servicing of the external debt, since they
depend more on the countries’ own deci-
sions. They involve not only the capacity to
generate increasing flows of exportable pro-
ducts, but also, and to a very important ex-
tent, concerted intra-regional action, The
first requisite is linked to the creation and
adaptation of domestic production capacity
which will allow of a more vigorous and

diversified export drive; thus, an indispen-
sable step is the strengthening of the econo-
mic structure and its readjustment in this
direction. Concerted action, for its part, calls
for regional integration and co-operation,
which must be regarded as an essential
component of the dynamism of exports,
both from the standpoint of the broadening
of markets through regional co-operation,
and from that of united action and adoption
of joint policies in trade negotiations with
the industrialized countries.

These two aspects have already been
underlined in the Regional Programme of
Action in the context of the need to boost
export earnings. In the projections prepared
to that end® attention was drawn to the
changes in the composition and destination
of exports needed to make this increase in
earnings possible. Another point emphasized
was that manufactures ought to become the
most dynamic Latin American export item,
and that efforts to boost them should be
based mainly on intra-regional trade.”
Moreover, a significant effort would have to
be made to increase exports of primary
commodities and fuels, to expand trade with
other developing areas and with the socialist
countries, and to secure a more co-operative
attitude on the part of the industrial coun-
tries.

The serious deterioration in the terms
of trade which took place in 1981-1982 has
placed the region in an extremely delicate
situation. The greater the recovery in the
prices of Latin American exports, above all
those of primary commodities, the easier it
will be to cope with the balance-of-payments
problems. This possibility, however, is
largely outside the range of the region’s
power of decision. In contrast, the ex-
pansion of intra-regional trade depends to a

S Latin American Development Projections for the
1980s (E/CEPAL/{G.1158/Rev. 1), United Nations publica-
tion (Santiago, Chile), April 1982.

7 The proportion of total exports accounted for by
manufactures would have to rise from 15% at the present
time to 42% in 1990, which would require annual growth
rates of about 17% Intra-regional trade, on its part, would
have practically to double its participation,
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great extent on internal decisions. In so far
as the pertinent targets set forth in the
Regional Programme of Action are attained,
a change in the terms of trade should occur
in consequence of the greater symmetry that
foreign trade would acquire.

Ag regards net external financing, pos-
sible lines of action are very largely condi-
tioned by the region’s present situation of
indebtedness. The high levels of the external
debt and its servicing clearly reveal the
impossibility of keeping up the trend which
net external financing has been following in
recent years. Consequently, possible mea-
sures would have to be directed towards
relieving pressure on the balance of pay-
ments through a change in the terms of the
existing debt and an inflow of new credits
which, by virtue of the special terms on
which they were extended, would not result
in additional pressure.

The foregoing aspects have been taken
into account in the projection exercises
cited, with the aim of bringing them to the
fore, establishing certain orders of magnitude
in the external macroeconomic relations, and
analysing their possible implications.

The projections have established the
reduction of relative levels of indebtedness
as an essential condition for more balanced
management of the external acounts, To that
end, a gradual decrease in the external fi-
nancing/product ratio is assumed, so that by
1990 the percentage in question would be
more or less similar to the average for the
1970s. In Latin America’s case, this would
mean bringing it down from 5.0% of the
gross domestic product in 1981 to 3.4% in
1990. This proposition is complemented by
another which postulates that debt servicing
should not exceed a predetermined propor-
tion of the value of exports. Secondly, it is
assumed that the terms of trade will remain
constant at their 1981 level, which consti-
tutes a relatively pessimistic hypothesis,
based on the observations made in earlier
paragraphs. A final hypothesis is that the
terms of the external debt as regards loan
periods and rates of interest will more
closely resemble those of the second half of
the 1970s than those of today, which
implies the assumption that the region will

have some degree of success in the negotia-
tion of its debt.

The internal repercussions of this rela-
tive decrease in external financing would be
reflected, as already pointed out, in a rise in
the levels of domestic saving. In this connec-
tion, it should be noted that the participa-
tion of saving in the financing of total gross
investment would climb from the level
reached in 1981 (almost 80%) to 86% and

87% in 1990 in the two respective exercises.
Within the frame of reference describ-

ed, in both exercises imports would grow at
the very slow rate of 2.5% up to 1985. This
would reflect on the one hand the effects of
the recession on the countries’ foreign trade,
and, on the other, the restrictive policies
that have been applied on account of the
balance-of-payments problems already re-
ferred to. After 1985, given the speeding-up of
economic growth and the improvement of
lending terms that are postulated, import
requirements to sustain such growth will be
considerably greater, For the region as a
whole, their annual rate of increase would
have to be higher than that of the gross
domestic product: i.e., 6.2% in the first ex-
ercise (against 6% for the product) and 7.8%
in the second exercise (7.1% for the prod-
uct), These rates imply, however, a decline
in the long-term product-elasticity of
imports (see table 1),

The exports projected are such as
would correspond to the earnings required
for financing the imports in question and
attaining the expected level of net external
financing, These amounts necessitate rela-
tively high growth rates in both exercises. In
the first they are reflected in an annual rate
of 6.0% in the period 1981-1990, and in the
second the rate rises to 6.7%. It is worth
noting that the necessary rate of expansion
of exports fits fairly easily into the export
potential developed by the region in recent
years; it must not be forgotten, however,
that measures and decisions in international
trade are of a multilateral character, which
makes it indispensable to strengthen the
system of international co-operation if the
goals established are to be reached.

Export expansion requirements are
determined not only by the relatively high
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Tabie 4

LATIN AMERICA (19 countries):# EVOLUTION AND PROJECTIONS OF THE EXTERNAL SECTOR
{ Percentages on the basis of current prices)

Percentage relations with respect to exports of goods and services

Net payment Net external

Relation between

Servicing of external debt external debt and

Year of profits financing i
and interests b Capital Interest Total gw;:tilomiztefs e
1970 16.1 17.8 12.8 5.5 18.3
1980 16.9 26.7 17.4 132 30.7 259
1981 232 33.5 19.8 18.8 38.6 219
A
1985 24.5 28.1 24.3 19.1 433 26.8
1990 213 21.3 204 16.5 369 229
Al
1985 204 24.0 23.2 15.1 382 253
1990 16.6 16.6 18.0 12.2 30.2 19.5
B
1985 24.5 28.1 24.3 19.1 43.3 26.8
1990 20.1 20.8 19.2 15.6 34.8 221

Sotirce:  CEPAL, on the basis of official data,

Note:

“A" exercise assumes recovery ol the growth rate of the gross domestic product of the 1970s in the sccond half of the 1980s.

“A 1" oxercise corresponds to exercise A" plus the hypothesis of a decrease in average interest rates from 12% to 10% in the decade, with maintenance

of export requirements.

“B* excrcise assumes recovery and acceleration of the growth rate of the gross domestic product during the second half of the 1980s,

4 Not including Cuba or the Fuglish-speaking Caribbean countrics.
Including net private donations,

On the basis of values at 1975 prices, The debt batance was deflated by the implicit index of imports of goods and services.

economic growth rates which are postulated
for the second quinquennium, and which are
reflected in large volumes of imports, but
also by the heavy external debt accumulated
and the high interest rates in force. The
accumulation of external indebtedness has
generated servicing costs which call for
abundant export earnings to meet the targets
established with respect to external finan-
cing. Analysis of the period 1981-1985
makes this clear. As already noted, while
imports should increase by only 2.5% a year,
exports would need to do so by 4.6%. If it
is taken into account that in 1981 the
servicing of the external debt absorbed
about 40% of current export earnings, it
becomes obvious that a relation of this
magnitude cannot be kept up without
aggravating the already delicate balance-of-
payments situation; hence the proposal that
it should be reduced to about 35% by the
end of the decade (see table 4).

As already noted, the restrictions
imposed on net external financing in relation

to the product, and on the servicing of the
external debt in relation to export earnings
necessitate a major effort to increase ex-
ports. In any case, however, such an effort is
inevitable if katin America’s external sector
is to be placed on a sound footing and the
bases are to be established for achieving a
form of economic growth less vulnerable to
external vicissitudes.  Although it might be
possible to obtain more external financing
than is projected in these exercises, require-
ments in respect of export earnings would
not appreciably decrease, because of the
high percentage which is tied up in the
servicing of the external debt and which is
precisely what it is proposed to reduce. In
this connection it should be pointed out
that even with the severe restrictions
imposed on external financing, the servicing
of the external debt would rise by 1990 to
about US$ 175 000 million: a sum almost
four times as large as that paid out in 1981
(see table 5).

Attention has previously been drawn to
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Table §

LATIN AMERICA (19 countries):# EVOLUTION AND PROJECTIONS OF EXTERNAL
SECTOR FINANCIAL VARIABLES

{Millions of dollars at current prices)

Net payments

Externanl debt servicing

Year of profits Net external Eégg: t:n?lf
and interest financingd Capital Interest Total gservices
1970 2751.1 3046.6 21959 938.9 31348 17 106.8
1980 17 956.6 28 256.0 184745 140319 325064 106 011.0
1981 26 558.0 38 369.8 22 667.2 21 599.7 442199 114 676.9
A
1985 512229 58 741.2 50 682.9 39 809.7 90 492.6 208 852.6
1990 100 364.9 100 260.3 96 097.3 77 830.8 1739281 4717129
A-l
1985 42 622.8 50141.1 48 370.6 31 489.5 79 860.4 208 852.6
1990 784774 78 372.9 85032.0 57 6204 142 652.4 471 712.6
B
1985 512229 58 741.2 50 682.9 39 809.7 90 492.6 208 852.6
1990 101 314.2 104 822.4 971623 78 658.2 175 820.5 505 163.8
Source: CEPAL, on the basis of cfficial data.
Note: “A" exercise assumes recovery of the growth rate of the gross domestic product of the 1970s in the second half of the 1980s,

“A 1™ exercise corresponds 1o exercise “A™ plus the hypothesis of a decrease in average interest rates from 12% to 10% in the decade, withmainte-

nance of export requirements.

“B"” exercise assumes recovery and acceleration of the growth rate of the gross domestic preduct during the second half of the 1980s.

4 Not including Cuba or the English-speaking Caribbean countries.
ncluding net private donations.

the importance attached to the high interest
rates in the world financial situation in
recent years, With the aim of examining the
implications of lower interest rates for ex-
ternal-sector variables, another exercise was
carried out, derived from the first, in which
the average rate of interest was lowered by
two points and export requirements remain-
ed the same as in the first exercise. The
results show a marked reduction in 1990 of
the percentages of the gross domestic prod-
uct represented by net payments of profits
and interest, on the one hand, and net ex-
ternal financing on the other; in both cases
these relations fell from approximately 3.3%
to 2.5%. Furthermore, the servicing of the
external debt would correspond to about
30% of current export earnings and the
coefficient of the external debt in relation
to the gross domestic product would drop
from 23% to 19% in the same year. The
significance of this reduction becomes

clearer still if it is borne in mind that in this
case the servicing of the debt by 1990
would amount to only US$ 143 000 million,
that is to say, US$ 31 Q00 million less than
in the reference example (see table 4). It is
important to note that this considerable
impact is closely linked to the maintenance
of the export earnings assumed in the basic
exercise,

To sum up, the results obtained make it
possible to show not only the magnitude of
the balance-of-payments problem and the
principal factors that determine it, but also
the considerable effort demanded by certain
policies designed to bring about a more
balanced external situation. In this context,
orders of magnitude are presented which
make it possible to evaluate the absolute and
relative importance that might be attached to
increased export earnings and to new terms
and amounts of external financing.

Lastly, the achievement of more equi-
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librium in the balance-of-payments situation
will necessitate a set of measures relating to
external financing and trade. In view of the
importance of the subject, the other two
sections of the present chapter are devoted to

the suggestion of lines of action and policy
measures for regional co-operation with
other developing areas and with the develop-
ed countries.

B. REGIONAL CO-OPERATION AND ECONOMIC INTEGRATION

1. Priority areas

Latin America has already demonstrated its
ability to produce a large proportion of
consumer manufactures, but it still shows
considerable limitations in the manufacture
of capital goods, intermediate products and
certain consumer goods for which advanced
technology is required. It is precisely these
lines of production that need economic
spaces which, as a general rule, exceed those
separately offered by the national markets
of the Latin American countries. Consequent-
ly, integration and co-operation are irre-
placeable in their significance as basic
mechanisms for complementing and acceler-
ating these countries’ industrialization
processes, without, of course, detracting in
any way from the importance of the role
they may also play in strengthening intra-
regional commodity trade,

There are naturally innumerable ways
in which pooled action can make a substan-
tial contribution to the attainment of the
objectives indicated, while at the same time
helping to reach other goals of interest to
the Latin American countries,

In an ECLA document presented at the
nineteenth session of the Commission
(Montevideo, May 1981)® a descriptive list
was given of the possible priority areas for
co-operation in the decade now beginning.
This seems an appropriate opportunity for a
review in somewhat greater depth of those
spheres of action in which the Latin Amer-
ican countries should concentrate their co-
operation efforts.

Thus, taking for granted the indispen-

8 See ECLA, Regional integration and co-operation in
the 1980s (E/CEPAL/G.1151), April 1981.

sable and resolute support of the countries
of the region for the various integration
schemes existing in Latin America and the
Caribbean —whose ultimate objective is
essentially to create an area or subregional
market which will promote an industrializa-
tion process of greater depth and scope— the
following pages analyse the fields in which
co-operation can do a great deal to speed up
the development of the countries of the
region,

2. Joint rational development of natural
resources and compensation for
regional disequilibria

Efforts should be made to initiate or
continue co-operative action to bring about:
(i) a greater degree of self-reliance in
regional supplies of food and raw materials
in general; (ii) joint use of shared resources,
such as water; (iii) re-channelling of trade
flows in respect of primary commodities
which the region exports to third countries
and at the same time imports from the
countries in question; and (iv) improvement
of income from commodity exports, through
an increase in local processing which will
raise their incorporated value added and lead
to greater national participation in the
distribution and marketing phases, as well as
to a stronger position in international
commodity negotiations. All these initiatives
should be undertaken in an adequate frame-
work of rational use of resources.

3. Energy

In this field there are major areas which
have not yet been the subject of sufficient
attention, including, inter alia, the develop-
ment of non-traditional energy resources; the
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systematization of full, rapid and accurate
information, especially with regard to
petroleum and petroleum products;
manpower training; management of enter-
prises; and, in general, everything related to
energy economics and technology. Lastly, it
would be of interest to continue in greater
depth co-operation efforts such as those
made in recent years by Mexico and
Venezuela with a view to relieving the situa-
tion of the Central American and Caribbean
countries which are net petroleum importers,

4. Physical integration and co-operation in
transport, communications facilities and
other public services

In order to surmount the obstacles posed by
the long geographical distances extisting
between the countries of the region and to
promote more efficient utilization of the
exiting infrastructure, it is important to
pursue the initiatives aimed at facilitating
the movement of persons and goods and at
interconnecting the various transport and
communications media. It will also be
necessary to promote closer collaboration
—especially in respect of the technology and
production of certain inputs and capital
goods— in other public services such as
drinking water, irrigation, urban sanitation
and metropolitan urban railway systems.

5. Food and agriculture

In this sector there is much potential room
for co-operation activities in such fields as
technology, foreign trade and the region’s
ability to supply its own food requirements.
Complementarity in production, in line with
climatic characteristics or the type of land
available, may give rise to long-term supply
agreements between groups of countries.
Another point to note is that limitations in
the available supply of foreign exchange and
in other respects make it advisable that the
region should produce as much of the food
it requires as possible.

6. Science and technology

Science and technology are linked with all

productive activities and with the creation,
application, dissemination, control and
ownership of knowledge. Among the co-
operation activities of regional interest may
be mentioned the strenghtening of scientific
and technological capacity; promotion of the
adaptation or creation of technology con-
nected with priority sectors (energy, food,
capital goods, etc.); interconnection of
scientific and technological networks; organi-
zation of Latin American multinational tech-
nological enterprises; financing for scientific
and technological development, and the
adoption of common regional positions in
international negotiations on such matters as
industrial property and a code of conduct in
technology.

7. Co-operation in industry

Apart from moves towards the creation of a
common market, whose main beneficiary
would be manufacturing industry, there are
other co-operation activities at the level of
specific branches of industry or individual
enterprises, both public and private.
Complementarity or joint programming of
industrial branches of high capital density
and volume and with large scales of prod-
uction, such as petrochemicals, the alumi-
nium industry, shipbuilding, the iron and
steel industry or the production of electron-
ic components, may contribute to a consid-
erable increase in their efficiency and feasi-
bility. A similar case is that of capital goods
or heavy equipment, which call for con-
tinuity of demand and substantial production
orders,

8. Financing

There now exist financial mechanisms, both
on a regional scale and within the integra-
tion systems, intended to facilitate trade
between such systems, to support countries
with balance-of-payments deficits and to
finance projects relating to integration indus-
tries, Nevertheless, co-operation in seeking
new sources of financing inside and outside
the area and in putting into operation an
export insurance system is still of great
importance, especially in order to cope with
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the needs for long-term credit generated by
the energy disequilibria of many countries of
the region, by the urgent need to create and
consolidate new export flows, by the
additional demand for financing which will
result form increased trade in capital goods,
and by the need to concert major financial
arrangements in support of binational or
multinational co-operation activities.

At all events, present circumstances
open up the opportunity of improving the
forms of regional and subregional financial
co-operation in Latin America already in
existence as suggested above. It would there-
fore be desirable:

(a) To give greater impetus to the
negotiations being conducted to secure larger
amounts of reciprocal credits and longer
repayment periods under the ALADI system
of compensation of balances and reciprocal
credits. The success of this system, which has
been in operation for more than 15 years,
warrants extending the time limit for
compensation of balances to 6 months,
which would mean likewise enlarging re-
ciprocal credit amounts so that as far as
possible payment before the end of the
compensation period could be avoided;

(b) To interlink the payment systems of
the Central American Common Market and
of ALADI. The interconnection of these
systems, which would make it possible to
operate at the Latin American level, has
already been studied from the technical
point of view, and the reason why no
further progress has been made is basically
the want of agreement as to the interest
rates that should be applied and the length
of the compensation period. If the compen-
sation period under the ALADI system were
extended to 6 months, it would be exactly
the same as that used in the Central Amer-
ican Common Market, so that it would cease
to be a factor of conflict. It should also be
possible to reach rapid agreement on rates of
interest;

(¢) To increase credit amounts and
repayment periods under the Santo Domingo
financial assistance agreement for balance-of-
payments support, This agreement has been
invoked on several occasions by various
countries and in every case has worked

satisfactorily. However, the resources at
present committed under the Agreement are
still of very little significance and the credit
repayment periods are too short. Larger
amounts and longer repayment periods
would facilitate balance-of-payments finan-
cing in Latin America and would expedite
intra-Latin American trade;

(d) To re-update studies for the purpose
of establishing a Financial Security Network
in Latin America, on the basis of the
proposal submitted by ECLA itself in the
mid-1970s. The idea propounded envisages a
commitment on the part of Latin American
official financial institutions to provide
funds as ‘last-resource lenders’, where a
member country so requests and provided
that the country in question had previously
resorted to other sources of financing,
including the International Monetary Fund.
The mechanism would create a system of
evaluation and consultation which could sow
the seeds of closer co-operation in the future
in fields other than that of financing and in
other aspects of financing itself.

9. Co-operation in the field of services,
especially in consulting and engineering

In some countries of the region, consulting
and engineering services have come to consti-
tute a significant item in their external trade
and, complementarily, it can be seen that
there is a wide field for the development of
the technological and scientific know-how
behind these activities. Although all the
countries, to a greater or lesser extent,
possess experience and knowledge of the
technology used in the production sectors
most characteristic of their economies, there
are still big gaps which could be filled if the
capacities of the whole group of countries
were appropriately combined and collective
initiatives were undertaken to make better
use of national consulting and engineering
resources. The possibility of co-operating in
large-scale works in such sectors as energy,
transport and communications, mining, etc.,
could give continuity to the application of
specialized knowledge, eliminating the sharp
fluctuations in demand for consulting and
engineering services within each country, and
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helping to train the Latin American coun-
tries for undertaking works in common
outside the region.

10. Export promotion

Regional co-operation in the area of export
promotion might be directed both towards
improving knowledge of potential external
markets and towards strengthening Latin
America’s bargaining power, as well as
towards presenting a united front in face of
the protectionist measures applied by the
developed countries. Thus, regional co-
operation at the level of governments,
individual enterprises and their associations
could help to perfect the various instruments
of promotion (including insurance and re-
insurance), to pool exportable supplies, to
maintain publicity campaigns, to form asso-
ciations of producers of exportable goods, to
create multinational external marketing
enterprises and to take such collective action
as will facilitate access to international
markets.

11. Co-operation with the relatively less
developed countries of the region

If co-operation among the Latin American
countries is to succeed it calls for special
consideration of the principle of reciprocity,
in the sense that the small and medium-sized
countries which have not advanced in the
industrialization process at the same rate as
the larger countries should receive special
support treatment, both under integration
schemes and in all economic and commercial
relations with the more developed countries
of the region. Admittedly, this essential
aspect of intra-regional relationships has
been attended by serious problems when
attempts have been made to put it into
practice, either because¢ of shortcomings in
the means used to implement it or because
the less developed countries have only slight
possibilities of taking advantage of the
opportunities offered. At the present time,
however, there are sound political, economic
and ethical reasons for seeking new paths
and formulas which can contribute to the
attainment of a more satisfactory intra-
regional equilibrium,

C. SOME ASPECTS OF CO-OPERATION AT THE INTERNATIONAL LEVEL
AND WITH OTHER DEVELOPING AREAS

1. General remarks

In the 1970s the industrialized countries
were harassed by persistent inflation, in-
creasing unemployment and a very unstable
balance-of-payments situation, in terms both
of surpluses and deficits.and of fluctuations
in exchange rates. The policies applied to
tackle these problems had major repercus-
sions on the developing countries, above all
on the non-petroleum-exporting group.
Deserving of special mention is the impact
of the combination of inflation and greater
international liquidity whereby the industrial
countries sought to cope with the first fuel
crisis. In Latin America’s case, as previously
noted, the countries of the region made use
of the abundant supply of credit and
contracted heavy debts, with the aim of

forestalling, as far as possible, significant
declines in the growth rate of imports and
of the product (and in some cases, of
consumption). Furthermore, through foreign
trade, they added a considerable component
of imported inflation to what were already
traditional inflationary problems of their
own,
At the beginning of the 1980s the
United States decisively changed its policy,
thus altering the international panorama.
The greater importance attached to anti-
inflationary policies, in contrast with what
happened in the crisis that started in 1974,
resulted in a deeper-seated and more pro-
longed recession, a pronounced increase in
unemployment and a 'notable rise in real
interest rates. The effects on the developing
countries have been manifold and have been
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superimposed on a high level of indebtedness
which did not exist in 1973, thus fostering a
situation of deterioration and instability
which has already been described in previous
chapters with respect to Latin America.

Increasing unemployment and difficul-
ties of production and financing in many
developed countries acted as a spur to
protectionist tendencies just at the very time
when, paradoxically, a tendency to adopt
policies of openness in trade and finance
was to be observed in the developing coun-
tries. The recession in the industrial countries
added to their growing protectionism a
decline in demand for primary commodities
and in their prices, thus bringing about a
clearly-defined trend towards an imbalance
in foreign trade, as has been pointed out in
earlier chapters.

Accordingly, the 1981-1982 crisis
found the Latin American countries in a
particularly vulnerable situation, in the first
place because their greater openness to inter-
national trade and to movements of capital
facilitates the transmission of external
impacts. Secondly, their high level of indebt-
edness seriously limits their chances of
obtaining additional financing to cope with
their balance-of-payments crisis. Thirdly,
some developing countries do not have
enough foreign exchange resources ot
accommodative capacity to maintain the
regular servicing of their external debt,
above all in view of the stagnation of inter-
national trade and the fact that their terms
of trade have deteriorated.

The international trade and financial
situation is reflected in a restrictive tendency
in the international banking system, whose
loan portfolio has been affected by the
world recession and particularly by the
increasing difficulties of some debtor coun-
tries. Furthermore, the recession which
began to make itself felt in the Latin Amer-
ican countries in 1981-1982 has already
compelled the Central Banks of some coun-
tries to adopt measures in support of the
national banking systems.

In this connection, it should be borne in
mind that a financial bank serves as an inter-
mediary not only between savers and users
of funds, but also between the present and

the future. When cyclical fluctuations are
very marked and are accompanied by sharp
fluctuations in the exchange rates of reserve
currencies, the possibility of intermediation
between present and future diminishes,
because the banks consider its economic
feasibility to have been reduced. If this
phenomenon spreads to many banks, a
choice has to be made between official
support for the system or a major financial
crisis; this holds good both on the national
and on the international plane.

Thus, no solution for the foreign trade
crisis is provided in the field of finance;
rather are the recessive trends strengthened,
with the serious economic and social conse-
quences already indicated in this article.

2. Some aspects of international
co-operation

(a) North-South co-operation
A general warning, almost too obvious
yet nevertheless indispensable, is that
measures to reactivate the world economy
must be adopted within the framework of
necessary moves to bring about changes in
greater depth which will lead not only to a
reacceleration and reorientation of economic
and social development at the world, region-
al and national levels, but also to a reorgani-
zation of international economic relations. It
may be added that the implementation of
such initiatives will be easier if, in the differ-
ent countries, it is approached in a dynamic
context within which price stabilization
measures are not adopted at the cost of
stagnation of investment and continuous
worsening of the unemployment situation.

It is important to reiterate, too, that
the principal capacity for action to reac-
tivate the world economy lies in the hands
of the industrialized countries, inasmuch as
they constitute the hub of the system of
international relations. Thus, an indispens-
able priority requisite for such reactivation is
a resolute, co-ordinated and steadfast policy
on the part of those countries, aimed at
surmounting the conjunctural and structural
problems that are affecting their develop-

~ment processes, including those linked to the
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reorganization of energy resources and to
the redeployment of industry. In this
respect, the efficacy of the action under-
taken is clearly correlative to the coherence
both of the diagnoses made and of the mea-
sures taken to deal with the trends and
difficulties observable in the various indus-
trialized countries. :

At the level of the world economy, the
international community —through the IDS
for the United Nations Third Development
Decade— has proposed specific objectives and
targets for the developing countries, which
have been ratified by the Latin American
governments in the Regional Programme of
Action. In this connection, the policies and

measures adopted, both at the world and at

the Latin American level, must take into
account, inter alia, the points listed below:

(i) Countries with large and continuing
balance-of-payments surpluses on current
account should establish policies to facilitate
their imports, since they are obviously in a
privileged position to restore the dynamism
of world trade;

(ii) Expansion of the developing coun-
tries’ export trade should be facilitated with
a view to reducing or eliminating their ex-
ternal imbalances. To this end:

— the developing countries could
amplify and strengthen their export promo-
tion policies, in relation both to traditional
and to non-traditional exports,

— the developed countries could reduce
or eliminate the tariff and non-tariff barriers
(especially sliding-scale tariffs) which affect
their imports from developing countries,
especially of manufactures and many prima-
ry commodities; this step is indispensable for
the success of the export promotion policies
suggested in the previous subparagraph and
also in order to make sure that the increases
in export volumes achieved by virtue of
tenacious efforts on the part of the develop-
ing countries in general, and those of Latin
America in particular, are not nullified by a
serious deterioration of the terms of trade;

(iii) It would be necessary to reschedule
the servicing of the developing countries’ ex-
ternal debt while the world reactivation
programme gains impetus. To that end it
would be useful to place at the disposal of

the countries a support mechanism for the
refinancing of the debt, the possible charac-
teristcs of which have been indicated in
various ECLA documents, and may be
summed up as the right to automatic access to
refinancing in accordance with certain
objective indicators, and the principle that
the scale and terms of rescheduling must be
decided on a case-by-case basis;

(iv) The developed countries could
apply some measures relative to the inter-
national private banking system, such as the
acceptance of mechanisms for longer-term
refinancing of their portfolios; the transfer
of the effects of these measures to heavily
indebted countries would enable the latter to
obtain some relief of their payments situa-
tion;

(v) There would need to be a consider-
able increase in the operational levels (and
also, in some cases, in the types of opera-
tions) of multilateral financial institutions,
especially the International Monetary Fund
and the World Bank, but also the regional
credit institutions. The present dimensions
of the International Monetary Fund are
totally insufficient to cope with the existing
situation in respect of external disequilibria,
and its usable resources run the risk of
exhaustion during the first half of 1983. To
prevent this, and to allow the Fund to play
an active role in a non-depressive solution of
the crisis, the scope of its operations should
be enlarged by raising the member countries
subscriptions., It should be stressed that a
100% increase in IMF subscriptions would
mean adding from WUS$ 30 000 to
US$ 40 000 million to the Institution’s total
loan resources, and that these amounts
represent only a proportion of between 10%
and 15% of Latin Ametica’s current external
debt. Lastly, the International Monetary
Fund could establish a service to finance
external deficits in the developing countries
caused by increases in international interest
rates, as representatives of Latin American
governments have been: proposing for some
months past, in various forums;

(vi) A the same time, the resources of
the World Bank and the regional banks
should be boosted in order to enable these
institutions to provide financial and tech-
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nical support, both of a concessionary and of
a non-subsidized character, for changes in the
structure of production which are in-
dispensable not only in order to weather the
present crisis but also to regain reasonable
and sustained world economic growth rates
during the rest of the 1980s. The enlarge-
ments of funds proposed for the in-
ternational public banking system would be
perfectly feasible if there were rapid and
genuine fulfilment of the targets consisting in
the transfer to the developing countries of
financial resources representing 0.7% and 1%
of the industrialized countries’ gross domes-
tic product;

(vii) Finally, it would be necessary to
bring about at the earliest possible moment
a reform of the international monetary
system making adequate provision at least to
jay the foundations and establish suitable
conditions for a process of equitable and
symmetrical adjustment; for the creation of
liquidity linked to the expansion of world
trade flows; for the existence of a régime of
flexible but relatively stable exchange rates;
and for the satisfaction of the developing
countries’ needs, especially in respect of the
transfer of monetary resources. Equally
needful is a reform of the international
system of trade making proper allowance for
the interests of the developing countries.

(b) South-South co-operation

(i) Trends and potentialities. During the
next few years the economic relations exist-
ing between the developing countries should
be strengthened and amplified as a means of
seeking new dynamic factors of growth and
mitigating the harmful consequences of the
slow development of the world economy.
Increasing interregional co-operation would
be added to intra-regional co-operation and
to the expansion and reconstruction of the
domestic market of the developing countries
themselves, as a way of ensuring the Third
World the more rapid rate of development
which would permit a better form of inser-
tion in an international economy dominated
by the passive behaviour of the centres. Co-
operation among the nations of the different
developing regions is part of the quest for a

new international economic order, and one
of the essential elements in the International
Development Strategy for the 1980s.

In the 1970s the real potentialities of
linkages between the countries of the South
became apparent. These countries’ will to
reduce their dependence upon the centres
and to promote their own interdependence
has been reflected in action on the part of
countries or groups of countries whereby
they have been able to get to know one
another better, to improve communications
and transport, to establish special financing
mechanisms, to create joint enterprises, to
execute technical co-operation projects (in-
cluding the transfer and development of
technologies of their own), and, of course,
to achieve a significant expansion of
reciprocal merchandise trade.

The available background data on Latin
America’s trade with the rest of the develop-
ing countries suggest that during the rest of
the 1980s an important and sustained ex-
pansion of interregional trade could take
place. Between 1970 and 1978 Latin
America’s exports to the other developing
countries as a whole rose from 2% of the
region’s total exports to 5%. The latter fig-
ure still seems relatively low, and may be
pushed up considerably in the course of the
1980s. This impression is corroborated by
the fact that, in relation to the total imports
of the developing countries (excluding Latin
America), Latin American exports to those
countries represented only 1.4% in 1978, a
coefficient similar to that recorded in
1970.°

The outlook is also promising for a
considerable increase in the next few years
in the direct inflow of loans and investment
from the developing countries of the OPEC
to the non-petroleum-exporting countries of
the Third World, a large number of which
will be generating persistent balance-of-
payments current account deficits. In par-
ticular, there are possibilities of a future
increase in the flow of loans and investment

? See in this connection ECLA, “The external
economic relations of Latin America in the 1980s”,
E/CEPAL/G. 1160, April 1981, pp. 147-148.



82

CEPAL REVIEW No. 19 / April 1983

of this kind to Latin America, and specific
initiatives in this direction exist already.

In another sphere, the experiences of
Argentina and Brazil in co-operation with
various African countries highlight the pos-
sibilities of collaboration in respect of tech-
nology. The intermediate technologies avail-
able in the Latin American countries for
application in other developing countries are
especially suitable in comparison with those
technologies which it is attempted to trans-
fer from the central countries. In 1982, Sec-
retariats of the Economic Commission for
Africa and the Economic Commission for
Latin America launched a programme of ho-
rizontal co-operation between the two
regions, particularly in the fields of foreign
trade, development of human resources and
science and technology.

(ii) A programme of action for South-
South co-operation., The various aspects
mentioned above have led the developing
countries to intensify their search for sys-
tematic forms of joint action. As a result of
the Conference on Economic Co-operation
among Developing Countries, held in Mexico
City in 1976; the United Nations Conference
on Technical Co-operation among Develop-
ing Countries (Buenos Aires, 1978); the
Fourth Ministerial Meeting of the Group of
77 (Arusha, 1979); and the High-Level Con-
ference of the Group of 77 which took
place in Caraballeda, Venezuela, in 1981, a
start has been made on various joint activ-
ities of Third World countries which have
been reflected in guidelines and decisions in
several international forums, especially in
United Nations agencies. These have not
only given shape to guiding principles for
the reciprocal co-operation of the developing
countries but have also indicated priorities
for action and specific mechanisms for
putting such co-operation into effect.

The will of the South to undertake
further joint action was particularly clearly
reflected at the Ministerial Meeting of the
Group of 77 at Arusha, where the First
Short and Medium-Term Action Plan for
Globa)l Priorities on Economic Co-operation
among Developing Countries (ECDC) was
adopted. In this it was established that recip-
rocal economic co-operation ‘is a key

element in a collectivé sclf-reliant strategy
and thus becomes both an essential part of
and an instrument for the necessary struc-
tural changes required for a balanced and
equitable process of world economic devel-
opment, ushering in a new set of relation-
ships based on mutual interests and ac-
commodations’.1®

Among the areas of interest defined at
the Mexico City Conference, the First
Action Plan adopted at Arusha selected 9 in
which to take the first measures of recip-
rocal co-operation: a global system of trade
preferences among developing countries
(GSTP); co-operation among State trading
organizations (STQs); establishment of
multinational marketing enterprises (MMEs);
strengthening of subregional, regional and
interregional economic integration and co-
operation; co-operation: in the transfer and
development of technology; least developed
countries; landlocked and island developing
countries; monetary and financial co-opera-
tion; and multinational production en-
terprises among developing countries (MPLEs).
Furthermore, at the Ministerial Meeting at
Arusha it was reiterated that technical co-
operation is a basic instrument for the pro-
motion of economic co-operation among
developing countries, for which reason it was
considered necessary that the Buenos Aires
Plan of Action and the corresponding re-
solutions adopted at the United Nations
Conference on Technical Co-operation among
Developing Countries should be rapidly and
effectively implemented.

In view of the progress made to date,
and of its paramount importance, special
attention will be devot¢d here to the global
system of trade preferences among
developing countries. After the preparation
of a number of technical studies by
UNCTAD and the various meetings at the
regional and world levels, the GSTP has
entered into the negotiation stage, and pro-
gress in this respect during 1982 is promis-
ing. The bases approved by the developing
countries define the framework within which

10 gee UNCTAD, Arusha Programme for Collective
Self-reliance and Framework for Negotiations, UNCTAD V,
Document TD/236, Manila, May 1979, p. 8.
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negotiations leading to the establishment of
the GSTP will be conducted. Because of the
scope and significance of these agreed bases,
the setting-up of the GSTP may lead to the
creation of an authentic economic system
for the developing countries which will
permit the strengthening of relations among
them in respect of trade and in many other
fields of economic activity.

Lastly, it is of interest to note that at
the Venezuela meeting in 1981, it was decid-
ed to set in motion a series of mechanisms
(working groups, conferences, seminars, etc.)
designed to strengthen co-operation among
developing countries in the areas of energy,
financing, agriculture, raw materials,
technology, industrialization and trade.
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The metalworking industry is passing through a
phase of out-and-out transformation in the interna-
tional scenario. The rapid development of Japanese
production and its penetration into European and
United States markets, the gradual consolidation of
the position of several ‘newly industrializing coun-
tries” (NIC) like Brazil, Korea or Taiwan as manufac-
turers and exporters of various products of the in-
dustry in question, the dramatic irruption of robotics
as one of the latest steps in the increasing automa-
tion of the production process, and the more and
more intensive use of microelectronics in several of its
phases, but above all the feeling that the changes
now brewing —in the spheres of technology, organi-
zation, international trade, etc.— are of considerable
magnitude, make this industry an unquestionably
attractive field for economic analysis.

In the present article consideration is given to
various aspects of Latin America’s situation in this
respect. The plants manufacturing metal products
and machinery in the region are far from constitu-
ting a replica of their counterparts in developed coun-
tries. Both the production processes and the orga-
nization of production predominant in Latin
America differ significantly from those observable in
exactly the same fields of activity in mature in-
dustrial countries. What is more, there are also
yawning gaps between the various Latin American
countries, reflecting the wide diversity of situations
existing in the region.

Hence it is more than obvious that a careful
microeconomic scanning of different sub-branches of
the metalworking industry in different Latin
American countries must constitute a necessary first
step towards any subsequent action or thinking,
whether in the domain of theory and analysis or in
that of the formulation and implementation of
instruments of economic and technological policy.

*Director of the IDB/ECLA/IDRC/UNDP Re-
search Programme on Scientific and Technological
Development in Latin America,

Introduction

Since 1979 and up to the present day, four
international agencies have co-sponsored a
programme of research on the manufacture
of metal products and machinery in Latin
America, the results of which will be discuss-
ed in the course of the present article.!
This Programme represents an attempt to
supply the lack of basic information on the
real situation of the metalworking industry
in the region by means of a large number of
case studjes in which the economic and tech-
nological behaviour patterns of about half a
hundred metalworking-engineering firms in
Argentina, Brazil, Colombia, Mexico, Peiu
and Venezuela are examined in detail. The
main findings of this research will be pre-
sented here, and some observations will be
ventured, although only provisionally, on the
major aspects of economic and technological

policy to which these findings will naturally

refer us,

The following pages do not constitute a
sectoral study of the conventional type.
First, because the sample considered by no
means warrants our speaking of coverage in
a statistical sense; secondly, and more im-
portant still, because the methodology used
—individual case studies— enables us to shed
some light on the very specific character of
domestic production functions and of local
industrial organization and innovative behav-
iour, etc., but does not allow us to arrive at
analytical models or at universally applicable
conclusions. It may safely be said that much
of the information available in Latin Amer-
ica on innovative behaviour, industrial organi-
zation and the peculiar and specific char-
acter of the production functions locally
current is still of a pre-theoretical nature,
and that much yet remains to be studied if
we are to reach a theory which —even
though not formalized— will enable us to
give an adequate description of the eco-
nomic and technological behaviour of

! The IDB/ECLA/IDRC/UNDP Research Programme
on Scientific and Technological Development in Latin
America has given rise to a long list of working monographs.
Specific references to these appear throughout the present
text.
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metalworking enterprises in the region and,
subsequently, pass on into the domain of
recommendations for public policy.

The main concern of the various case
studies which serve as a basis for the present
attempt at generalization has been to ex-
amine in detail the technological behaviour
of the enterprises selected. The point of
departure is the idea that this technological
behaviour is closely associated with each
enterprise’s general performance, whether
the latter relates to improvements in overall
factor productivity, achieved in the course
of time, or to changes in the firm’s com-
petitive position in the domestic and/or in-
ternational scenario, etc. It is manifested in
at least three major spheres of action in
which every enterprise must possess both an
initial technology —or ‘package’ of technical
information— and a systematic flow of in-
cremental technological know-how which
will enable it to improve its operational per-
formance. These spheres of action are the
following: (i} product design, which em-
braces detailed specifications of parts, as
well as plans and instructions as to manufac-
ture, maintenance, etc., for the product or
products to be made; (ii) production engi-
neering per se, which involves the selection
of machines to be used, the gadgets and
tools accompanying them, the rules for the
operation and maintenance of such equip-
ment, etc.; and, lastly (iii) the organization
and planning of production, an area which
includes the employment and management
of subcontractors, the control of purchases,
stocks and inventories, the planning of the
machine load, etc. In other words, the
technological behaviour pattern of every in-
dustrial enterprise comprises both the
original selection of technology and its
subsequent improvement and modification
through time, and relates to product design,
to production technology per se, and, lastly,
to the technology of the organization and
planning of production.

The technological behaviour pattern of
an enterprise is the outcome of a complex
interrelationship of variables. As will be seen
later, some of these variables have their
origin in the techno-economic history of

each individual firm; others derive from the
market in which the firm operates and from
its competition with rival enterprises. Lastly,
yet others emanate from the overall
macroeconomy in which the market in
question is inserted and from the rate of
general technological progress affecting the
technical frontier of the branch of industry
under consideration. In other words, the
behaviour of entrepreneurs in general —and
their technological behaviour in particular—
results from a complex interaction between
the strictly specific (or idiosyncratic)
features of a given industrial plant, the
market in which the said plant operates and
the techno-economic parameters of the
economy as a whole. This interaction is of a
dynamic character and implies a sequential
process which can feasibly be broken down
by ‘phases’, in the course of which the firm
accumulates experience, achieves successes
and suffers failures, and gradually develops
the possibility of using ‘packages’ of
technological information of increasing
complexity. All this constitutes the pith and
marrow of a long-term maturation process
which, as we shall argue, has not yet been
adequately described or understood by
conventional economic development theory.
The results presented below are the
product of an exploratory effort at the mi-
croeconomic level which is beginning to bear
fruit in terms of a novel description of the
techno-economic behaviour of Latin Amer-
ican industrial enterprises and the sequential
process of maturation which they undergo
through time. The results in question shed
new light on the old discussion regarding
‘infant’ industry, dynamic comparative
advantages and the industrialization pattern,
by showing that the learning of technology,
and the externalities associated with it, are
much more far-reaching in their scope than
has often been admitted in the conventional
literature of the subject in recent years.?

% with respect to what we are calling here ‘conven-
tional literature’, the reader may consult Bela Balassa and
Michael Sharpston, “Export Subsidies by Developing Coun-
tries: Issues of Policy™, in World Bank Reprint Series:
Number Fifty-one. Reprinted from Commercial Policy
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The outline of the present study is as
follows. Chapter II examines in some detail
certain technical features proper to the tech-
nology of the metalworking industry,
making a quick comparison between this and
the technology of the so-called “‘processing
industries” —typically the petrochemicals
industry, steel-making, etc.—, in which the
end product is more homogeneous and
standardized, and in which the production
process generally takes the form of a
continuous flow, is executed with equipment
and plant designed ad hoc, and is exempt
from the multiplicity of subprocesses and
the final assembly work which characterize
the manufacture of metal products and
machinery.

Several of the technical features iden-
tified here as proper to the technology of
the metalworking industry influence the
techno-economic behaviour of firms in the
sector. Both in the original selection of tech-
nology, and its subsequent modifications
through time, entrepreneurial decisions are
swayed, inter alia, by forces and facts which
stem from the very nature of the technology
of the industry in question. We therefore
think it important to begin the present
analysis of results with a systematic review
of the technical conditioning factors that
affect metalworking enterprises in general.

Chapter III plunges straight into
analysis of the results obtained. It is obvious
at once that where the metalworking in-
dustry is concerned widely differing stages
of maturity are to be found within Latin
America itself. Some countries —typically
Brazil— have successfully worked their way
through a slow process of maturation and
accumulation of experience, the duration of
which must be measured in decades. In the
course of this maturative process the

Issues, Geneva, November 1977; Bela Balassa, “Export Incen-
tives and Export Performance in Developing Countries: A
Comparative Analysis”, in World Bank Reprint Series:
Number Fifty-nine. Reprinted from Weltwirtschaftliches
Archiv 114, Tubingen, 1978; Jagdish N. Bhagwati and T.N,
Srinivasan, “Trade Policy and Development”, in World Bank
Reprint Series: Number Ninety. Reprinted from Internation-
al Economic Policy: Theory and FEvidence, Rudiger
Dornbusch and Jacob A. Frenkel (eds.), Johns Hopkins
University Press, Baltimore, 1978.

metalworking industry has gradually broad-
ened and diversified the fields covered, and
electrical has become progressively more
important than non-electrical machinery.
Concomitantly, the proportion of skilled and
technical personnel employed in this branch
of industry has gradually increased, while at
the same time a significant autochthonous
technological base has little by little been
developed. Other countries —like Peru and
Venezuela— are only in the initial phases of
a sequence which began more recently and
which implies the production of simpler
metal products and machinery —for
example, agricultural equipment such as
ploughs, harrows, etc., or machines for the
construction industry, such as trailers,
cement mixers and others, The case studies
undertaken in the framework of the present
Research Programme afford a good deal of
information as to the disparaties in maturity
which are seen to be associated with the
difference in the age of the sector in various
countries of the region. And similarly linked
to the question of age is that of the tech-
nological complexity of the manufacturing
establishments studied. Argentina and Brazil
have been showing significant signs of
development in metalworking activities since
as long ago as the 1930s. Several of the case
studies carried out in these countries relate
to firms which have completed three (and
even four) decades of manufacturing life,
and whose techno-economic history
embodies a wealth of experience and is rep-
resentative of long-term trends and deci-
sions. Peru and Venezuela, on the contrary,
confront us with much shorter enterprise
histories, in some cases of less than a year’s
duration. Again, Colombia and Mexico stand
somewhere midway between the two ex-
tremes.

Various other features of the metal-
working plants covered by the survey
confirm this first impression regarding the
maturative differences referred to in the
context of the age of the factories concern-
ed. These other features include, for
instance, the complexity of the equipment,
the employment of subcontractors, the
development of the different intra-firm
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engineering departments or sections, and
their degree of ‘sophistication’ in respect of
product design, process engineering and
planning and organization of production.

Throughout chapter III the material
emerging from the various case studies will
be subjected to comparative analysis, with
the aim of shedding light on the scope,
determinants and implications of the above-
mentioned differences in maturity.

The object of chapter IV is to pick up
some of the old threats of the theoretical
discussion on ‘infant’ industry, externalities
and dynamic comparative advantages, but
this time in the light of the results presented
in the preceding chapter. Despite the fact

that all we have before us is empirical
evidence of a partial character, the material
gathered in the various case studies consti-
tutes an important asset on the basis of
which it is interesting to take another loock
at received theory.

Lastly, the fifth and final section of the
article ventures, although only briefly, into
the domain of economic and technological
policies. Attention is devoted here to various
aspects where our findings reveal the exis-
tence of fertile ground for improving the
modus operandi of the Latin American
metalworking industry and its position in
the international scenario.

Nature of metalworking technology

The metalworking-engineering industry
embraces all those sectors of production
which undertake metalsprocessing activities.?
In this industrial subgroup are included not
only casting and forging plants but also
workshops for the stamping, cutting and
welding, heat treatment, etc., of a variety of
metals. Lastly, the sector also comprises
establishments engaging in the assembly of
electrical and non-electrical machinery,
vehicles and transport equipment and miscel-
laneous scientific apparatus.

The technology of these branches of
production has a range of features peculiar
to it which undoubtedly affect the tech-
nological behaviour pattern of enterprises,
both at the time of the initial selection of
technology and throughout the firm’s
subsequent technological history., Among
these special features, typical of metal-
working technology, the following are worth
mentioning: (i) the large number and

3See United Nations, “International Standard
Industrial Classification of all Economic Activities”, Depart-
ment of Economic and Social Affairs, Statistical Papers,
Series M, No. 4, Rev, 2, New York, 1969,

enormously wide variety of subprocesses
necessary to the manufacture of a given
metalworking product; (ii) the magnitude
and complexity of the ‘components tree’
which links up parts, subassemblies and end
products; (iii) the universality, or mul-
tipurpose capacity, of a more or less sub-
stantial part of the equipment used by the
sector, and (iv) the high degree of substituti-
bility between subprocesses, production
techniques, etc.

Together with other variables of an
eminently economic nature, such as market
size, relative factor prices, the degree of
imperfection prevailing in the factor and
information markets, the level of protection,
etc., the technological features mentioned
above influence both the original selection
of technology made for the instailation of
any new produciive establishment, and the
type of technological effort expended by the
said establishment a posteriori, on the
occasion of launching new products on the
market, incorporating new machinery or
lines of production, reorganizing the plant
lay out, etc.

Accordingly, in view of the crucial
importance which we attach here to these
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technological features as determinants of a
firm’s behaviour, it seems appropriate to
begin by examining them in greater detail.
To this analysis the following pages are
devoted.

1. Differences between continous
and discontinuous processes

Unlike the so-called processing industries —in
which, as a general rule, we can speak of the
transformation of a raw material into a
relatively homogeneous product, via a single
subproduct, or a sequence involving a limit-
ed number of phases—, the output of the
metalworking sector covers an extremely
heterogeneous range of products obtained by
way of a lengthy series of subprocesses.
Cement production, steel-making, etc., or
petroleum refining are instances of the first
type of situation, whereas the manufacture
of an electric motor, a passenger car or a
harvester exemplify the second. The ex-
tensive range of subprocesses required for
metalworking production, together with
other features such as the heterogeneity of
output, the labour-paced character of many
subprocesses —especially during the assembly
phase— and so forth, meant that the proces-
sing industries, as they are called, were those
that lent themselves most easily to contin-
uous production. Let us first consider the
number and complexity of the subprocesses
required and the high degree of substi-
tutibility prevalent among them. To man-
ufacture a car or tractor axle, the first
requisite is casting —or alternatively
forging—, followed by machining, then by
heat treatment, etc. Here we may observe
both the diversity of the subprocesses re-
quired and the technical possibility of sub-
stituting one subprocess for another. What is
more, the machining process will be dif-
ferent according to whether the axle in
question comes from a casting shop or from
a forging plant, a fact which reveals not only
that substitution between subprocesses exists
but that it may sometimes alter the tech-
nical nature of the subprocesses used and
even the plant lay out and design. So much
for what is implicit in the number of sub-
processes and their interdependence.

We remarked earlier that the metal-
working industry is also characterized by the
complexity of the ‘components tree’ which
links up parts, subassemblies and end pro-
ducts. What happens is that any complex
final product —for example, a passenger
car— is the sum of a series of subassemblies,
each of which in turn has to have its own
assembly process carried out beforehand.
Some subassemblies or parts may be
common to various end products, as when
standardized electric motors are used in the
manufacture of different electric appliances
and housewares. The possibility of de-
centralizing production of these standard-
ized items (a possibility which arises out of
the very nature of metalworking technology)
has a marked incidence on manufacturing
costs through the emergence of scale
economies and the option of employing
specialized subcontractors.

The differences between the processing
industries and the metalworking branches of
industry are of course not confined to the
larger number of subprocesses that normally
make up the technology of the latter, nor to
the greater complexity and magnitude of the
‘components tree’ and the decentralization
and specialization options implicit in this.
Other equally important technical features
are: (i) the wuniversal and multipurpose
character of a substantial part of the equip-
ment used. This means that a very signif-
icant proportion of the machines and tools
used by the sector can serve for the
manufacture of a wide variety of end
products; (ii) the immense diversity and
heterogeneity of the final products made. In
this context appear not only the wide
variety of specifications and models often
used in the manufacture of one and the
same product, but also the differences in
quality that may be found in products
which fulfil more or less equivalent
functions; (iii) in many subprocesses the
calibre of the manpower available frequently
determines the time spent on machine prep-
aration, the level of tolerance attained and
the rate of faults and rejects with which a
given manufacturing establishment operates.
We shall see later that considerable inter-
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enterprise differences in productivity exist
side by side in a particular branch of produc-
tion. These differences are partly accounted
for by the disparities in the quality of the
manpower employed by different firms. Let
us look at all these technical features in a
little more detail.

The wuniversality and multipurpose
character of some of the equipment and the
heterogeneity —as regards specifications and
qualities— of the products offered influence
the selection of technology, inasmuch as
they make substitution of one piece of
equipment for another feasible at the level
of individual subprocesses, while at the same
time they also affect the optimum sequence
of subprocesses required in manufacturing a
given part or component. In its turn, the
labour-paced nature of many subprocesses
means that the theoretical technical coef-
ficients are only of an indicative nature, as a
wide margin exists for the learning of know-
how and for inter-enterprise differences in
productivity, even between close
competitors.

The technology adopted by any metal-
working establishment will be bound to
reflect the technical features listed above; it
will do so from the very moment of the
original selection of equipment and lay out
design with which every factory enters
operation, and will then continue to do so
throughout the firm’s technical history,
whenever the occasion arises to launch new
products, to incorporate new machinery, to
reorganize the plant lay out, etc.

In broad outline, and taking into
consideration the fype of product and the
volume of output to be produced, we may
categorize three basic forms of metalworking
technology.

(a) Production in large batches

In the metalworking sector continuous
production takes the form of the manufac-
ture of large batches of homogeneous items.
Typical cases in point are afforded by the
manufacture of passenger cars, standard
electric motors, etc. The degree of automa-
tion may vary, depending upon the number

of subprocesses which are executed by
hand,* and the degree of mechanization of
the activities ancillary to production, such as
transport, quality inspection and control,
ete.

In continuous production plants part of
the capital equipment is often specific to a
given subprocess, or to several subprocesses
taken in conjunction, as, for example, in the
case of ‘machining centres’. An extreme
situation may also be reached, in the shape
of a totally automated continuous production
line designed for the manufacture of a single
standard product (for example, simple elec-
tric motors).

(b) Production in series of small batches

Many metalworking sectors produce in
small batches to meet a very limited number
of orders per year. Their range extends from
the manufacture of agricultural machinery to
that of aircraft or locomotives, and includes
machine-tools, etc. Establishments of this
type are organized on a workshop basis, i.e.,
in sections or departments which carry out a
given machining job and to that end group
together all the equipment of a specific
type: for example, the turning-shop, the
grinding section, etc. Here the parts and
subassemblies are conveyed either manually
or by mechanized transport from one shop
to another,

In this instance the equipment employed
by each section is more universal and the
manpower more skilled than in the preced-
ing case, The greater versatility of the equip-
ment and the higher level of skill of the
operatives are characteristic features of
discontinuous production in small batches,
or to meet individual orders. In factories of
this type relatively less time is spent on
machine preparation —prior to machining

*For example, in a plant manufacturing electric
motors, the winding of the rotor can be a manual, semi-
automatic or totally automated process, irrespective of
whether production is or is not organized on a production
line basis. The same may be said of other subprocesses, or of
tasks ancillary to the production process, such as transport or
quality inspection and control.
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itself— and, likewise in relative terms, direct
machining time increases.

An establishment of a discontinuous
type may or may not have undergone a
technical reorganization process aimed at
partly offsetting the negative effects of its
fragmented character. Generally speaking,
when such a reorganization is undertaken, its
purpose is to linearize successive sections of
the overall production process through the
application of ‘group technology’ as it is
called, organization by ‘technological groups’
or some other organizational technique
which implies standardization and normaliza-
tion efforts.5

(¢) Production of custom-made items or to
meet individual orders

Plants specializing in the manufacture
of custom-made or individually-ordered
items —for example, turbines, equipment for
hydroelectric or atomic power stations,
etc.—, are also organized as workshops, i.e.,
on a discontinuous basis. In these cases the
output mix is broader than that of establish-
ments producing in small batches, the resuit

being a higher degree of organizational
complexity.

After this preliminary characterization
of the three basic types of metalworking
establishments commonly found in practice,
and following the observation that produc-
tion both in small batches and to meet
individual orders takes place in discontin-
uvous plants, organized on a workshop basis,
we shall pursue our analysis in greater depth
by concentrating on two basic types of or-
ganization of the production process: (i)
production in long series, organized on a
production line basis; and (ii) production in
short series, or of custom-made items, or-
ganized on a workshop basis., For the
purposes of detailed understanding of the
fundamental differences between the two
forms of organization, we shall divide the
production process into activities, as is
normally done in industrial engineering;®
this will enable us to track down the source
of the most striking differences in operation
and productivity between the two types of
organization of work.

Every industrial establishment carries
on the following five ‘activities”:’

Meaning

Symbol ‘Activity’
[:> Transport
O Operation
A Inspection
D Delay
Storage

SE.A. Am, Group Technology, New York, Springler-
Verlag, 1975, In particular: “The Group Technology Flow

Line”, pp. 9 ¢t seq.

$See, for example, Introduction to work study, the

ILO, Geneva, 1969, p. 180.

Implies the transfer of an object from one place to
another, except in those cases where the said transfer is
part of a machining operation.

This is the physical or chemical modification of an object,
its assembly with another or disassembly, or its prepara-
tion for a subsequent operation.

This is the examination of an object to identify the
quantity or quality of any of its properties.

Delay occurs when conditions —other than those in-
tentionally introduced— preclude execution of the next
activity provided for in the production process.

Storage exists when the object is kept in store while
awaiting an authorized transfer,

"In this connection we wish to express our apprecia-
tion of the help given us by Mr. Angel Castaiio, who afforded
us access to general bibliographical information on this sub-
ject, and also to an unpublished manuscript of his own in which
he discusses the use of numerical control in the metal-
working industry on the basis of categories similar to those
adopted here.
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The sum of these five activities consti-
tutes the production process of every in-
dustrial plant, including those manufacturing
metal products and machinery. If a compar-
ative study is made of factories organized on
a production line basis and discontinuous
production plants organized as workshops, it
becomes clearly evident that out of the total
number of hours worked in each case, the
proportion of direct machining time —or
‘Operation’ hours— is significantly less in the
discontinuous process plants organized on a
workshop basis. In these the operatives
spend much more time on: Delays and
Transport of materials, tools and special
devices; Looking up and Interpreting tech-
nical information; Repairing machines and
tools (outside normal Maintenance hours),
etc. In other words, it is in the very nature
of metalworking technology that discontin-
uous production processes organized on a
workshop basis are as much more ‘dead
time’- and transport time-intensive,® as a
plant organized on a production line basis
minimizes ex ante the duration of the manu-
facturing cycle. In a production line tech-
nical activities and machining processes
succeed one another in balanced and co-
ordinated fashion down to the micromotion
level. The stocks and storage points of
materials undergoing processing, parts,
subassemblies, etc., are located and sized in
accordance with the general balance of the
line. For all this to happen, the end product
must be highly standardized and part of the
capital equipment must be of a specific
nature, i.e., specially designed for the per-
formance of a particular job or combination
of jobs.

In contrast to this picture, discontin-
uous plants organized on a workshop basis
are much less carefully planned entities. The

8 The existence of these spells of ‘dead time’ is nota
necessary and sufficient reason for a continuous production
line to be more efficient than workshop-based production.
The difference in the wages of the operative personnel
employed in each case and the differences deriving from the
other inputs will also have to be taken into account in order
to arrive at a comparative appraisal, See Howard Pack, “The
Capital Goods Sector in LDCs: A survey” (mimeographed
text), Washington, April 1979.

workshops are not bound to occupy one
particular spot in the physical space, nor is
their location constant through time. Several
different products are manufactured simulta-
neously, since it is now the product that
circulates from one workshop to another,
not the factory lay out that is designed in
correspondence with the successive technical
operations required by a given product. In
the present case great flexibility exists in
respect of the way in which production is
organized. Since all the machines of acertain
type can perform a particular task, the job is
assigned to whatever machine happens not
to be in use at the time, It is on this
account that a crucial role is played by the
organization of the (weekly, daily) machine
load programme, since upon that will
depend the higher or lower degree of utiliza-
tion of the available capital equipment.

To sum up: there are obviously major
structural differences between the technol-
ogy of a continuous production plant orga-
nized on a production-line basis and that of
an establishment going in for discontinuous
workshop-based production. The physical
structuration of the plant, the capital equip-
ment used, the organization of the produc-
tion process, etc., will be significantly dif-
ferent in the two cases, The choice between
one option or the other —i.e., whether to
install a continuous-process plant oper-
ationg on a production-line basis, or whether
to set up a workshop-type factory— is con-
ditioned by: (i) the type of product to be
manufactured; (ii) market size (or the volume
of output envisaged); (iil) relative factor
prices, etc. In its turn, the selection of one
or the other way of organizing the produc-
tion process will infallibly condition the
entire techno-economic history of an enter-
prise from the very moment of its installa-
tion. In the course of the present study we
shall argue that in a long list of metalwork-
ing industries the typical mode of produc-
tion in the Latin American region is of the
workshop-based discontinuous order,
whereas in developed countries production is
based on continuous-process production lines
with a high degree of automation. The dif-
ferences in global productivity deriving from
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this dissimilar organization of the production
process are extremely important and deter-
mine the actual viability of Latin American
producer enterprises, if this is supposed to
be evaluated in a framework of openness to
international competition. In this context we
shall have occasion, later in the present ar-
ticle, to note how in a great many instances
the initial technological decision to set up a
small plant, organized on a discontinuous
basis, inevitably marked out and restricted
not only the technological paths subse-
quently accessibie to a given enterprise, but
also the actual viability of the firm’s subsis-
tence in an atmosphere of increasing interna-
tional competition.

As up to now we have shown how the
very nature of metalworking technology
conditions the technological behaviour
pattern of enterprises, we shall next consider
how this pattern is influenced by other
determinants, including the volume of
output, relative factor prices, etc.

2. Type and volume of output, available
supply of skilled manpower and other

determinants of the production process
adopted in the metalworking industry

The production process adopted by a given
metalworking plant —continuous or discon-
tinuous, automated or manual, etc.— is
clearly associated with the type of equip-
ment used and the skills of the manpower
employed, At one extreme, the equipment
may be constituted by universal-type ma-
chines and tools and by a manual system of
handling, transport and control of materials,
parts, etc. In this case the organization of
the production process is highly flexible, but
it also accumulates various spells of ‘dead
time’ and diseconomies of scale. At the
other extreme, equipment may consist in a
set of transfer lines especially designed for
manufacturing specific families of parts in
large batches, Here flexibility almost entirely
disappears. All sorts of intermediate options
are conceivable, such as, for example,
conventional machine-tools combined with
automated (or semi-automated) systems of
handling and transport of parts, or ‘islands’

of programmable machines, manipulated by
robots and designed to produce families of
parts in large batches, but, unlike transfer
lines, susceptible of reprogramming should it
prove necessary, Each of these models for
the organization of the production process
calls for skills of a particular type on the
part of the operatives employed by the plant
and the equipment it uses.

The kinds of equipment and, therefore,
the continuous or discontinuous nature of
the production process, the level of automa-
tion and the type of manpower chosen by a
given manufacturing establishment will
depend upon different technical and eco-
nomic variables. These include: (i) the type
and volume of output to be produced; (ii)
relative factor prices; (iii) the prevailing
flaws in the labour, financial and other
markets; (iv) the look of the competition
which the firm will have to face, etc. The
incidence of some of these variables will
next be reviewed, beginning with the type
and volume of output. To that end, let us
look in detail at the internal structure of
what is termed direct machining or ‘opera-
tion’.?

Machining (or ‘operation’) implies:

(a) Machine preparation

This comprises the execution of all the
activities necessary to carry out the machin-
ing or assembly operation. It includes select-
ing and installing the appropriate machine-
tools, determining feed and speeds of metal
chipping, etc. What is involved is a series of
given activities —their incidence being there-
fore fixed— which are consequently prorat-
able among all the parts to be machined. The
longer the series, the greater the amount of
prior effort that may justifiably be expended
on machine preparation -—including the

°In some of the firms studied under the present
Programme, machining operations absorbed from 20 to 25%
of the total time covered by the industrial process. In es-
tablishments with continuous production the machining (or
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